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d The world this week 





Politics 





Israeli soldiers killed Muha- 
nad al-Taher, a Hamas bomb- 
maker Israel held responsible 
for 117 deaths. An Israeli news- 
paper said Israel’s army had 
run out of targets on its “most 
wanted” list. 


Yasser Arafat sacked two 
powerful security chiefs. At 
first they seemed unwilling to 
go, initiating a power struggle. 
However, one later resigned, 
saying he would stand in an 
election for the Palestinian 
presidency next January. 


Tension between India and 
Pakistan rose after India 
claimed that militant groups 
were again crossing into its 
part of Kashmir. Pakistan de- 
nied the accusation; its pro- 
mise to end incursions was 
part of a deal to stop the nu- 
clear-armed neighbours from 
going to war. 


The UN predicted that AIDS 
will kill 70m people in the 
next 20 years, mostly in poor 
countries, unless more is done 
to fight the disease. About 
40m people are now infected 
with HIV, the virus that 
causes AIDS, and 20m have 
died of it since it was discov- 
ered in 1981. 


Rough justice 

America threatened to veto a 
routine extension of the UN 
mission in Bosnia, for fear that 
its soldiers might be prose- 
cuted by the International 
Criminal Court, which came 
into being on July 1st. The UN 
Security Council is working 
on à compromise. 


Mohammed Saffi, a stepson of 
Saddam Hussein, was ar- 


rested in Miami, having en- 
tered the United States to 
attend a flight-training semi- 
nar without the right visa. 


In a five-to-four decision, the 
Supreme Court upheld the 
constitutionality of school 
vouchers in Cleveland, Ohio. 
Opponents say the pro- 
gramme flouts the separation 
of church and state, because 
so many voucher children go 
to religious schools. The court 
decided that parents could 
choose where the money was 
spent—not the state. 


A Bureau of Indian Affairs em- 
ployee was charged with start- 
ing one of two forest fires that 
merged to become the largest 
in Arizona’s history. More 
than 4,000 fire-fighters were 
deployed to fight the “Rodeo” 
blaze which spread over 
452,000 acres and destroyed 
more than 400 homes. 





Steve Fossett, a millionaire ad- 
venturer, succeeded in his 
sixth attempt to become the 
first person to fly, solo, a bal- 
loon around the world, when 
he crossed the west Australian 
coastline less than a fortnight 
after he took off in Spirit of 
Freedom. 


Pain control 

Italy’s big-mouthed interior 
minister, Claudio Scajola, 
opened it once too often: he 
had to resign, after reportedly 
calling a murdered govern- 
mental labour adviser “a pain 
in the arse”. 


After weeks of three-party 
haggling, a deal brought the 
Netherlands to the brink of a 
centre-right coalition govern- 
ment, led by the Christian 
Democrats’ Jan Peter Balke- 





nende. The populist party of 
the late Pim Fortuyn, number 
two in the new parliament, is 
promised four cabinet seats 
but little policy satisfaction. 


A Spanish judge told Bata- 
suna, the political arm of the 
Basque separatist terror 
group ETA, to pay a fine of 
€24m ($23.6m) for being 
responsible for harming peo- 
ple and property. Batasuna’s 
leader said that the ruling 
amounted to a ban. 


In a message to parliament, 
President Jacques Chirac 
promised to “resume the long 
march, so often thwarted, to- 
ward decentralisation” for 
France. 


The European Parliament 
voted that foods and animal 
feeds containing more than 
0.5% genetically modified in- 
gredients should be labelled 
as such. The decision is a blow 
to biotech supporters who 
wanted a higher threshold. 


Two jets collided over south- 
ern Germany, killing more 
than 70 people. One was fly- 
ing from Moscow to Barce- 
lona, carrying mainly children 
from the Russian republic of 
Bashkortostan; the other was 
a cargo plane heading from 
Bahrain to Belgium. Swiss air- 
traffic controllers came under 
suspicion. 


Divide and rule 

France joined America in re- 
cognising Marc Ravaloma- 
nana as president of 
Madagascar. Mr Ravaloma- 
nana looked set to win control 
of the whole island nation, as 
his soldiers advanced on the 
northern stronghold of his ri- 
val, Didier Ratsiraka, who dis- 
putes Mr Ravalomanana’s 
claim to have won an election 
in December. 


In Cóte d'Ivoire, the opposi- 
tion leader Alassane Ouattara 
won back his citizenship, 
which had been revoked, ap- 
parently to prevent him run- 
ning for president. 


A case brought by Khaled Nez- 
zar, a former Algerian defence 
minister, against Habib Souai- 





dia, an ex-army officer and the 
author of "The Dirty War 
1992-2000", began in a Paris 
court. Mr Souaidia alleges that 
soldiers in Algeria's civil war 
disguised themselves as rebels 
and massacred civilians. 


Warshipping news 





Warships from North and 
South Korea fired on each 
other in disputed waters in the 
worst clash between the two 
countries for three years. A 
South Korean ship sank and 
four sailors died. The South 
suspended rice shipments to 
the famine-stricken North. 


Some 40 civilians were said to 
have died when American air- 
craft mistakenly attacked a 
wedding party in southern 
Afghanistan. 


Two Chinese diplomats were 
shot dead in Bishkek, the capi- 
tal of Kirgizstan. Police 
blamed Uighurs fighting for a 
separate state in China. 


Order of the boot 

Brazil beat Germany 2-0 to 
win football's World Cup for 
an unprecedented fifth time. 
Both goals were by Ronaldo, 
making a total of eight in this 
year's tournament, a feat un- 
equalled by any player since 
Brazil's Pele in 1970. 


Argentina's President 
Eduardo Duhalde, facing pub- 
lic anger at his failure to solve 
the country's economic crisis, 
said he would bring forward 
its elections by six months, to 
next March. 


After the first round of Bo- 
livia's elections, Gonzalo 
Sanchez de Lozada, a free-mar- 
ket ex-president, looked set to 
make a comeback. Evo Mo- 
rales, the coca growers' leader, 
surged to third place after 
America's ambassador urged 
voters to reject him. 









Business 


Jean-Marie Messier stepped 
down as chairman and chief 
executive of Vivendi Univer- 
sal, the French media giant. 
But the move was not enough 
to satisfy shareholders, who 
continued to sell because of 
doubts about the company's 
finances. Vivendi's troubles 
may not dent Mr Messier's 
bank account, however, as he 
was reported to be negotiating 
a €20m ($19.5m) severance 
package. He will be replaced 
by Jean-René Fourtou, vice- 
chairman of Aventis, a multi- 
national drug company. 


WorldCom disclosed that it 
had expanded its accounting 
probe beyond the $3.8 billion 
in overstated profits that it re- 
vealed last week. John Sidg- 
more, chief executive, said 
that WorldCom could avoid 
bankruptcy, but conceded 
that lenders would be better 
off if the firm filed for Chapter 
11 protection. 


Shares in France Telecom 
rose by a quarter after an offi- 
cial from the French finance 
ministry said that the govern- 
ment was contemplating a re- 
nationalisation of the 
company. Another official 
later denied this. Some specu- 
lated that the contradictory 
comments were a ploy to 
squeeze short-sellers. 


Northrop Grumman 
strengthened its claim to be in 
the top rank of defence con- 
tractors when it bought TRW, 
a car-parts and defence group, 
for $7.8 billion. It beat General 
Dynamics and BAE Systems. 
BAE will now have to rethink 
its strategy in America. 


Bank drama 

Lukas Mühlemann, Credit 
Suisse's chairman and chief 
executive, will step down as 
chairman at its annual share- 
holders' meeting in 2003, but 
stay on as chief executive. 
Markets were rife with ru- 
mours of possible bids for 
Credit Suisse, taking advan- 
tage of the depressed share 
price of Switzerland's second- 


largest bank. Mr Mühlemann 
may yet find himself ousted 
from the bank altogether. 


Anxiety over Vivendi and 
WorldCom caused stock- 
markets to plunge. America's 
s&» 500 hit a four-and-a-half- 
year low; London’s FTSE 100 


hit a five-year low. The dollar 


sank nearly to parity with the 
euro before bouncing back, 
buoyed by reports that Amer- 
ica’s economic expansion is 
stronger than Europe’s. 


Two of Britain’s largest initial 
public offerings were called 
off because of unfavourable 
market sentiment. Yell, the 
country’s biggest phone direc- 
tory, and Focus Wickes, its sec- 
ond-largest pry retailer, will 
try again if markets rebound. 


Merrill Lynch, America’s big- 
gest stockbroking firm, may 
cut jobs in Europe by as much 
as 20%. It blames poor market 
conditions—specifically, the 
dearth of mergers and initial 
public offerings. 


Hefty losses since the Septem- 
ber 11th attacks may cause the 
number of syndicates at 
Lloyd's of London to fall by 
nearly half, according to Swiss 
Re, one of the world's largest 
reinsurers. London insurers 
are facing growing compe- 





tition from new markets in 
such places as Bermuda. 


Another case of corporate 
mischief came to light when a 
Spanish investigating judge 
found evidence that the chair- 
man of Banco Santander 
Central Hispano, Emilio Bo- 
tin, and four executives were 
responsible for selling finan- 
cial products that helped cli- 
ents to avoid paying taxes. If 
they are found guilty, the exec- 
utives could be jailed. 


Euroclear, an international 
settlement agency, will take 
over Crest, a British peer, to 
create Europe's largest settle- 
ment system for stocks and 
bonds. The new, larger Euro- 
clear will account for over half 
of European shares. 


Drugged out 
Schering-Plough and 
Upsher-Smith Laboratories 
breathed a sigh of relief after a 
court rejected Federal Trade 
Commission charges that the 
two broke antitrust law by 
keeping less expensive ver- 
sions of a heart medicine off 
the market. The judge ruled 
that a 1997 patent deal be- 
tween the two “complied 
with the law in all respects." 


Shares in Elan, an Irish drug 
maker, tumbled by 56% in one 


] )Neerop 


day, after the company an- < 










nounced that a decline in the- 
value of its investments and ` 
its business recovery plan 
would cause “significant” 
charges. Elan is no stranger to. 
falling prices: shareholders’. ` 
worries over the quality of its 
accounts had already pushes 

its shares down heavily earlier 
this year. - 


The University of Michigan's. — 
consumer-sentimentindex = 
fell by 4.5 pointsto92.4,the —  . 
largest percentage point drop 
since September1ith.Con- = 
sumer spending accountsfor — 
around two-thirds of Amer > o 


‘ica’s output. Thefallsuggests — 


that the American economie 
recovery could be weaker 
than many had expected. The — 
euro area’s indices of con- 

sumer and business confi- 

dence also fell. 
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_ Driving 1657 miles in 30 hours can be mind-numbing. 
- Unless you're numb already. 
_ Harry Fry's plane was on the tarmac in Houston when the 

pilot said he had news that would "change everyone's lives." 

The World Trade Center had been attacked. 

. For Harry, the pilot was all too accurate. Harry worked for 
Cantor Fitzgerald — the company on top of the north tower. 

.. He turned on his phone and tried to get news. No luck. 

ater, from a partner's office in Houston, he did what he could 
to help. But it wasn't enough. He had to get to New York. 

Flights were canceled. Phones were jammed. So the next 
day, he rented a van and drove straight through. He got to 
lew York at 3:00 a.m. When he found Cantor's makeshift 

ce, it was jammed with other survivors, working around 

e clock. 
This is why Cantor Fitzgerald is still strong. It's why eSpeed, 
our global electronic marketplace and trading technology 
business, still became profitable in the fourth quarter of 2001. 
. It's why we won't falter in our support for the families of our 
658 friends and colleagues who died. 


Our people have lost a lot. But not the power to astonish. 











| To work with us, visit www.espeed.com or www.cantor.com. 
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carers up the ions of coal would be the best way to make growth greener 


S GROWTH bad for the envi- 
3 Lronment? It is certainly fash- 
 ionable in some quarters to ar- 
ME cuethattradeand capitalism are 
| choking the planet to death. Yet 
it is also nonsense. As our sur- 
I vey of the environment this 
B NE. WEN week explains, there is little evi- 
dence to back up such damit. On the contrary, there is rea- 
son to believe not only that growth can be compatible with 
greenery, but that it often bolsters it. 

This is not, however, to say that there are no environmental 
problems to worry about. In particular, the needlessly dirty, 
unhealthy and inefficient way in which we use energy is the 
biggest source of environmental fouling. That is why it makes 
sense to start a slow shift away from today’s filthy use of fossil 
fuels towards a cleaner, low-carbon future. 

There are three reasons for calling for such an energy revo- 
lution. First, a switch to cleaner energy would make tackling 
other green concerns a lot easier. That is because dealing with 
many of these—treating chemical waste, recycling aluminium 
or incinerating municipal rubbish, for instance—is in itself an 
energy-intensive task. The second reason is climate change. 
The most sensible way for governments to tackle this genuine 
(but long-term) problem is to send a powerful signal that the 
world must move towards a low-carbon future. That will spur 
all sorts of innovations in clean energy. 

The third reason is the most pressing of all: human health. 
In poor countries, where inefficient power stations, sooty coal 
boilers and bad ventilation are the norm, air pollution is one 
of the leading preventable causes of death. It affects some of 
the rich world too. From Athens to Beijing, the impact of fine 
particles released by the combustion of fossil fuels, and espe- 
cially coal, is among today's biggest public-health concerns. 





Dethroning King Coal 

The dream of cleaner energy will never be realised as long as 
the balance is tilted toward dirty technologies. For a start, gov- 
ernments must scrap perverse subsidies that actually encour- 
age the consumption of fossil fuels. Some of these, such as 
cash given by Spain and Germany to the coal industry, are bla- 
tantly wrong-headed. Others are less obvious, but no less da- 
maging. A clause in America's Clean Air Act exempts old coal 
plants from complying with current emissions rules, so much 
of America's electricity is now produced by coal plants that 
are over 30 years old. Rather than closing this loophole, the 
Bush administration has announced measures that will give 
those dirty old clunkers a new lease on life. Nor are poor coun- 
tries blameless: many subsidise electricity heavily in the 
name of helping poor people, but rich farmers and urban 
elites then getto guzzle cheap (mostly coal-fired) power. 

That points to a second prescription: the rich world could 
usefully help poorer countries to switch to cleaner energy. A 
forthcoming study by the International Energy Agency esti- 
mates that there are 1.6 billion people in the world who are un- 
| à le te to use e modern Ene They often walk many miles to 
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fetch wood, or collect cow dung, to use as fuel. As the p: 
world grows richer in coming decades, and builds thousan 
of power plants, many more such unfortunates will get el 
tricity. That good news will come with a snag. Unless the r 
world intervenes, many of these plants will burn coal i 
dirty way. The resultant surge in carbon emissions will ca: 
grim shadow over the coming decades. Ending subsidies 
exporters of fossil-fuel power plants might help. But stronge 
action is probably needed, meaning that the rich world m 
be ready to pay for the poor to switch to low-carbon energy 
This should not be regarded as mere charity, but rather as. 
form of insurance against global warming. V 

The final and most crucial step is to start pricing energ 
properly. Atthe moment, the harm done to human health and. 
the environment from burning fossil fuels is not reflected in v. 
the price of those fuels, especially coal, in most countries. — 
There is no perfect way to do this, butonegoodideaisforgov- 
ernments to impose a tax based on carbon emissions. Sucha 
tax could be introduced gradually, withtherevenuesraisedre- — . 
turned as reductions in, say, labour taxes. That would make — 
absolutely clear that the time has come to stop burning dirty Hu 
fuels such as coal, using today's technologies. c 


The dawning of the age of hydrogen 2 
None of these changes need kill off coal altogether. Rather, |—— 
they would provide a much-needed boostto the development 
of low-carbon technologies. Naturally, renewables such as so- 
lar and wind will get a boost. But so too would "sequestra- 
tion", an innovative way of using fossil fuels without releasing 
carbon into the air (see page 77). | 

This matters for two reasons. For a start, there is so much 
cheap coal, distributed all over the world, that poor countries c 
are bound to burn it. The second reason is that sequestration — 
offers a fine stepping-stone to squeaky clean hydrogen energy. 
Once the energy trapped in coal is unleashed and its carbon. 
sequestered, energy-laden hydrogen can be used directly in. 
fuel cells. These nifty inventions can power a laptop, car bc 
home without any harmful emissions at all. TIE 

It will take time to get to this hydrogen age, but there are pn 
mising harbingers. Within a few years, nearly every big. 
maker plans to have fuel-cell cars on the road. Power plants 
ing this technology are already trickling on to the market.M 
big oil companies have active hydrogen and carbon-sequ 
tration efforts under way. Even some green groups oppose 
all things fossil say they are willing to accept se questration as 
bridge to a renewables-based hydrogen future. 

Best of all, this approach offers even defenders of coala n 
alistic long-term plan for tackling climate change. Since he r 
jected the UN’s Kyoto treaty on climate change, George Bus 
has been portrayed as a stooge for the energy industry. This 
week, California's legislature forged ahead by passing restric- 
tions on emissions of greenhouse gases; a Senate committee 
has acted similarly. Mr Bush, who has made surprisingly posi — 
tive comments about carbon sequestration and fuel cells, - 
could silence the critics by following suit. By crackingdownon = 
carbon and embracing hydrogen, he could even lead. # | 


























ID cards in Britain 


Identity crisis 


Behind government plans to introduce identity cards lies a broader and more worrying issue 


OLICIES, says Peter Lilley, a 

former Tory minister, are 
rather like houses. If one of 
them has been on the market for 
a long time, it’s probably be- 
cause there is something wrong 
with its foundations. 

That is one of the reasons 
why the government's consultation paper on identity cards, 
published on July 3rd, was received with some suspicion. 
Identity cards were in use during the second world war, and 
successive governments have explored, and rejected, the idea 
of reintroducing them. The pattern has become familiar. Civil 
servants persuade the politicians that it would be useful to be 
able to keep more tabs on the public, the public objects to the 
idea, and the politicians give it up as being more trouble than it 
is worth. 

That may well happen this time around, too. The govern- 
ment’s nervousness about the issue is clear from its approach. 
Instead of calling these bits of plastic rp cards, itis calling them 
“entitlement cards”. Instead of spelling out proposals, it has 
published a “consultation paper” which it says it hopes will 
get a debate going. It wants, in other words, to find out how 
cross the idea makes people. And the signs are that the idea 
makes quite a lot of people quite cross. 

But the fuss about 1p cards is misdirected. The 1p cards pro- 
posal is a small, visible manifestation of a huge, invisible pro- 
cess of the collection, computerisation and centralisation of 
personal information that is going on. Much larger questions— 
such as whether the computers at the Inland Revenue that 
know everything about people’s tax position should be al- 
lowed to talk to the computers at the Department of Work and 





Pensions that know everything about people’s benefit 
claims—are being decided with no public debate at all. The 
process of acquiring new information about people and using 
it in new ways will go on whether or not the government opts 
for 1D cards, and will continue to transform the machinery of 
government, and the state’s relationship with its citizens. 


Efficiency can be dangerous 

The reason the government is computerising all this informa- 
tion is not because it is bent on attacking personal freedoms, 
but because it wants to make its systems work more effi- 
ciently. This is something every taxpayer also wants. Invest- 
ing in rr is crucial to improving public services while keeping 
costs down. 

Yet there is a trade-off between efficiency and liberty. An 
inefficient state can never repress its people as effectively as an 
efficient one. What, then, is the citizen supposed to hope for? A 
government with effective, and therefore potentially danger- 
ous, machinery, or a government that doesn't work very well? 

The only way of reconciling efficiency with liberty is to bal- 
ance the government's new powers with new rights. Let the 
databases grow. Let the computers talk to each other. Let the 1D 
cards be issued. But give citizens the right to see any informa- 
tion the state holds about them. 

For countries with a tradition of freedom of information, 
the idea that citizens should have access to their files is uncon- 
tentious. Not so in Britain, where the government has a tradi- 
tion of withholding information from its citizens. Yet if people 
knew what the government knew, they would worry less; 
and if they worried less, they would be more inclined to give 
the government the benefit of the doubt over small issues like 
ID cards. m 





Vivendi 
A French exception 


Like corporate France as a whole, the media giantis exceptional, but only up to a point 


EAN-MARIE MESSIER was 
meant to be an emblem of 
French corporate success, and of 
its ability to break out of a cosy 
French business culture and 
straddle the transatlantic di- 
vide. But in the end, the man 
who turned a French water util- 
ity into a global media giant, Vivendi Universal, was too 
French for the Americans and too American for the French. His 
eviction this week followed a revolt on behalf of disgruntled 
shareholders. But the worry is that it may also reflect French 
business's atavistic desire to retreat to its traditional clubbish 
ways-and the politicians’ encouragement of this. 
On the face of it, Mr Messier's removal seems to be the 





responsible reaction of board members to the company's ail- 
ing share price and confused strategic direction. Mr Messier, 
who set outto create a dazzling multimedia business, overpro- 
mised and overpaid. In his rush to build his empire, he failed 
either to make the bits stick together properly, or to convince 
investors that they made sense-all the while piling up increas- 
ingly unmanageable debts (see page 58). Since he had the job 
of both chairman and chief executive, and thrived as the com- 
pany's public face—Fortune magazine called him "the coun- 
try's first rock-star CEO", while Paris-Match featured him ice- 
skating in Central Park and flying in the corporate jet-he was 
also the natural fall guy. 

Yet there is more to his departure than meets the eye. What 
tipped the balance in favour of his expulsion was the decision 
by the French board members, who form the majority, to des- » 


Sotti C Claude E Bébéar, ae o the; insurance giant 
AXA, and by elements in President Jacques Chirac's governing 
conservative party. Who manoeuvred whom may never be 
known, but the overriding concern was plain: Vivendi had to 
be run by a "proper" Frenchman, and its treasured assets had 
to be keptin French hands. 

The reason for a sense of dismay at all this is twofold. First, 
it comes at a time of resurgent nationalistic feeling in France, 
one that politicians have been finely attuned to ever since the 
far-right Jean-Marie Le Pen did so shockingly well earlier this 
year. It can be detected in Mr Chirac's stubborn support of 
Electricité de France, the state-owned utility that has ex- 
panded merrily abroad while resisting liberalisation of the do- 
mestic energy market. It will be seen again when France de- 
fends farm subsidies against European plans to liberalise 
them. It can even be heard in the vague mutterings of the new 
centre-right government about a possible renationalisation of 
France Telecom. The common theme is “France first"—a senti- 
ment that the recent loss of confidence in corporate America 
and Anglo-Saxon capitalism is fuelling. 

If this attitude limits the list of buyers for politically sensi- 
tive Vivendi businesses—notably telecoms, utilities and Canal 
Plus, the pay-rv operation-to French companies, it will 
clearly not serve shareholders’ best interests. But more 
broadly, the more corporate France falters, the greater the 





of the American corporate model, may well follow suit. 

The second reason for disappointment is that corporate 
France is no longer the inward-looking cultural exception 
once was. Far more young French executives study and work 
abroad now, and a growing number of French companies 
have overseas interests, foreign board members and investo 
Such changes have taken place only up to a point: the co 
porate elite remains close-knit, suspicious of outsiders and 
still tends to recruit from a narrow pool of technocratic mana 
ers. But the risk is that the Vivendi affair may herald an eve 
more retrograde step back to the bad old ways. 


Hollywood ending 

In the end, Mr Messier may have embodied Vivendi in mo 

ways than he meant to. The man who dared to declare t 

"the French cultural exception is dead" was back on more 
ditional territory this week. In an interview, Mr Messier d 
fended his record in patriotic terms. “That a French company 
has become the world leader in music, the worldleaderincin- _ 
ema, isan extraordinary achievement”, he said, addingthathe _ 
had agreed to resign only on condition that his successor was 
French. If Mr Messier was seduced by America, and America __ 
seduced by how he had fallen for it, their mutual love has | 
turned out to be as deep as an average Hollywood movie. = E 





Asia's economies 


Five years on 


What has been learned since Asia's high-flying economies fell to earth? 


' HAILAND'S forced devalua- 

tion of the baht, five years 
ago this week, marked the be- 
ginning of a regional economic 
crisis that threatened at one 
stage to engulf the world. The 
emergency seemed to come 
from nowhere, and to dash the 
prospects of countries that had been seen as the most success- 
ful in the developing world. What happened over the follow- 
ing year undermined confidence not only in the emerging 
markets and in institutions such as the International Mone- 
tary Fund and the World Bank, but also in the consensus that 
had seemed to be taking shape about how best to achieve 
economic development. 

Five years on, how does East Asia look? In a word, good. 
Just as the region had been applauded too euphorically in the 
years leading up to the crisis, so the mood of despondency 
was overdone in the immediate aftermath. 

In much of East Asia, recovery began soon after the crisis 
first struck. In Thailand, Gp» fell by more than 10% in 1998— 
but then grew by 4*6 the next year. In South Korea, output fell 
by 7% in the first year; over the next 12 months, it rose by 11%. In 
most of the region, as a result, the recovery is at least three 
years old. In South Korea, output last year was almost a quar- 

_terhigher than before the collapse began, and foreign direct in- 
-= vestment (much safer than short-term debt, its pre-crisis sta- 





ple) is flowing in more freely than ever. So one lesson to draw c 
from the history of the past decade is: don't get carried away. t. 
Economic miracles are rarely all they seem; luckily, the same __ 
goes for economic cataclysms. Ue 

Another lesson concerns exchange rates. The calamity in. 
East Asia underlined the hazards of "fixed" exchange rates, es- 
pecially when combined with hasty capital-account libei 
isation and poor regulation of domestic finance. For a wh 
the collapse of the region's currency pegs gave rise to a ni 
conventional wisdom. Let currencies float, or fix them irrev 
cably—there is no middle way. Today, the options seem n 
rower still: Argentina is in trouble partly because it stake 
everything on trying to fix its peso permanently against th 
dollar. Yet the move to floating creates difficulties of its own 
especially when it comes to controlling inflation. It should. 
make crashes less likely, and less violent when the worst hap 
pens—but crises will keep coming, floating or no. | 

These are timid generalisations, but it would be rash to in- 
fer much more: East Asia's economies, on closer examination, 
are a mixed bunch. Each has its own political and/or econ- 
omic challenges to face (see pages 65-67). A future risk, in fact, | 
is that other economies may try to follow the example of p 
South Korea, the best post-crisis performer, too slavishly or 
uncritically, applying methods that worked in its case to their 
own different circumstances. NH 

South Korea'srecovery has been based partly onarecovery ——— 
of exports (notably exports to other Asian countries), but re 


















nore strikingly on surging domestic demand. That is some- 
hing Thailand, the Philippines and others may be seeking to 
emulate, using budget policy to stimulate consumption. They 
need to remember that the fiscal tool must be used with care, if 
public debtis notto rise out of control. Most of all, they should 
note that South Korea’s recovery, albeit led by domestic de- 
1and, was based on a thorough reform and restructuring of 
he domestic banking system. Other governments in the re- 
ion have flinched from that task. 




















top drawing, start building 

he Asian crisis also gave rise to a heated debate about the re- 
ponse of rich-country governments and the international fi- 
ancial institutions, especially the rMr. There was a flurry of 
erest in reforms to the "international financial architec- 








e International Criminal Court 


Not (quite) strangled at birth 


HERE have been plenty of 
| 4 stand-offs within the United 
Nations' Security Council over 
the years, but few as dispiriting 
as the one that threatened this 
week to undermine the peace- 
keeping effort in Bosnia. On one 
side stood the United States, 
D promising to sustain its veto of a routine extension of the UN 
mandate in Bosnia unless the council agreed to grant UN 
-peacekeepers immunity from the newly created International 
_ Criminal Court (cc). On the other side stood all 14 other 
council members, led by Britain and France, insisting that a 
-formal grant of immunity was not just unnecessary, but might 
-strangle the court at its birth. Have America’s relations with 
Europe grown so ill-tempered that they cannot even resolve a 
dispute which looks to most people like a legal technicality? 
= The depressing answer seems to be yes. Although the dis- 
pute was suspended at the last minute by an agreement to ex- 
tend the uN mandate by a further 12 days, the two sides 
should have been able to sort out their differences more 
quickly. Yet, as if to confirm the accusations of unilateralism 
directed against it, the Bush administration has not been much 
nterested in compromise. It has hardened America's long- 
standing opposition to the court into outright hostility. 
. American officials have directed a barrage of criticism at 
he court, most of it ill founded or simply wrong (see page 35), 
even though nearly all of America's objections have already 
been dealt with. After all, fears of arogue court were shared by 
America's allies—especially by Britain and France, who also 
— send their soldiers abroad as peacekeepers. Second, in an ef- 
< fort to assuage American concerns, its allies have encouraged 
<<- American officials to help shape the rules that will govern the 
>= court's operations, despite the fact that there was little pros- 
pect of America ratifying the treaty. 
= The Security Council dispute is largely symbolic, but no 
.... lessimportant for that. From the start, the prospects that Amer- 
^. icans working under a UN mandate would end up before the 
.. 1CC were almost nil. UN soldiers and officials already enjoy 



























ture", but disappointingly litt e has : ppen 
Some of the mooted reforms—such as ‘creating an intern 
tional equivalent of domestic bankruptcy—are so ambitious 
and so complicated that, whatever their merits, they could not 
be done quickly. Other ideas, such as including collective-ac- 
tion clauses in bond contracts (thereby facilitating debt re- 
structuring, should the need arise), could perfectly well have 
been acted upon already. They have not been. 

The row over the IMF shows little sign of abating (see page 
76). But all in all, the recovery in the region speaks well of the 
way the crisis was managed. Mistakes were made, no doubt. 
The Fund itself acknowledges as much-and, to its credit, 
showed a willingness to correct its errors promptly. To have 
done better at the time, without benefit of hindsight, would 
have been a tall order. So it will prove in the next emergency. m 








America has little to fear, and the world a good deal to gain, from the new criminal court 


immunity from local prosecution. If they commit crimes, they 
are supposed to be repatriated and tried by their own coun- 
tries. They would have been subject to the 1cc’s jurisdiction 
only if they had committed widespread and systematic war 
crimes or crimes against civilians (random shootings or mis- 
takes such as this week’s bombing of an Afghan wedding are 
too ordinary for the 1CC). Even in the unlikely event that 
American generals intentionally ordered widespread atroc- 
ities, the ICC could not act unless America itself refused to in- 
vestigate or prosecute them, or staged a sham trialto exonerate 
them. It seems unlikely that either condition could be met in a 
transparent democracy such as the United States without 
sparking a huge public outcry. Nevertheless, what the Ameri- 
can government is at pains to establish is that there are no cir- 
cumstances, no matter how grievous, in which any American 
anywhere would be subject to rcc jurisdiction. To get its way, 
ithas threatened to shut down all UN peacekeeping. 


Atleast give the thing a chance 
If the prospect of an 1cc prosecution against American sol- 
diers or officials is so remote, why haven't Britain and France 
backed down? They still might. But they were right to dig their 
heels in because conceding all of America's demands would 
have been tantamount to letting it, through a threatened veto 
in the council, rewrite a treaty already ratified by 76 countries. 
Any future compromise must avoid that, and must stop short 
of incorporating into law permanent blanket immunities for 
anyone. The court's supporters rightly believe that these 
might irreparably damage the 1cc’s claim to dispense even- 
handed justice. 

America should now drop its hostility to the court. There 
are already more than enough protections for Americans 
against politicised prosecutions. The court is supported not 
just by Europeans but also many poorer nations where atroc- 
ities are a real danger. It deserves a chance to prove itself. If it 
succeeds, it could yet become an important tool in bringing 
mass murderers to justice and extending the rule of law-goals 
which, as George Bush has often said, are not onl; 
world's interest, but America’s as well. a F 
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- Your “editorial considers 

eorge Bush’s speech on the 

ddle East a “one-sided 

eace vision” and suggests 

hat it was driven by domestic 

ierican politics (“George 

sh’s plan for peace”, June 

gth). You say that America 

nd Europe “do not agree on 

vho the bad guys are. And 

his makes all the difference.” 
` Amazing. After the gallons 

f innocent Israeli blood 

lled, and the tons of Pal- 

stinian explosives, nails and 

at poison devoted to terro- 

m, The Economist, the gov- 

nments of Europe and the 

-Arab world cannot decide 

: who the bad guys are. 

-= You expressed disappoint- 

m ment that Mr Bush's speech 

|». did not call on Israel to return 

|... to 1967 borders (perhaps be- 

* cause UN Resolution 242 

_ doesn't call for it) nor con- 

.. demn the “illegal” Israeli set- 

|. tlements (perhaps because 

__ official United States legal ad- 

|. visers determined that they 

. were not). 

The Economist should at- 

tempt to be more balanced in 

|. its evaluations. 

ARTHUR GOBER 

um Long Beach, New York 
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PO | Editor’ s note: Though presented as if it 
were an individual letter to the editor, 
c0 scores of letters using almost identical 
| language were sent to The Economist this 
week in an orchestrated campaign. 


SIR- "It is not all as bad as it 
_ sounds. Mr Bush has told 
Israel that the Palestinians 
need a state, and the 
“Palestinians that they cannot 
win one through terrorism." 
. You imply that the problem 
boils down to a simple, 
one-for-each acceptance 
package: the Israelis must 
recognise the rights of the 
Palestinians to a homeland, 
and the Palestinians must 
accept this homeland cannot 
be achieved through 
terrorism. However, the crux 
of the problem is that, while 
~ the Israelis have long 
- recognised the Palestinian 
right to a state, the 
Palestinians have not realised 
that terrorism will not pay. 
...TULLIPADWA - 
Antwerp 
























r - In ajune 27th e-mail an 


_ American organisation, 


referring to your reporting of 
George Bush's Middle East 
speech, said “[it] even 
suggested that Bush was 
motivated by domestic 
American politics." Now that 
really is taking chutzpah to a 
new high—or should I say 
low? 

MARSHALL FOREMAN 

Florida 


SIR - You claim that violence 
has brought the whole 
Palestinian nation into 
disrepute ("An opportunity 
missed", June 15th), the 
implicit criticism being that 
suicide bombings are 
immoral. Our own record in 
the West should make us less 
hasty in our condemnation. 
One of the aims of aerial 
bombing in the second world 
war was to terrorise the 
civilian population into 
surrender. Allied aircrew who 
flew on such missions 
believed they fought for a just 
cause. 

NICK FERRIMAN 

Bangkok 


SIR - The kindest explanation 
for Ariel Sharon's policy of 
"bash the Palestinians into 
submission" is to consider it a 
social experiment. To any 
outside observer, except 
perhaps George Bush, the 
experiment has failed. 

When will Israeli and 
American leaders accept the 
evidence in front of them and 
start acting as politicians not 
generals? 

JOE LAMB 
Fife, Scotland 


SIR - Your recent article on the 
security fence being erected 
between Israel and the 
Palestinian territories states 
that the hard core of the Israeli 
peace movement is opposed 
to it (The passions aroused by 
terrorism, and by an anti- 
terrorism fence", June 22nd). 
As an Israeli citizen who has 
voted for Meretz, one of 
Israel's most left-wing and 
pro-peace parties, for five 
straight elections, I assume 
you would place me in that 
hard-core category. Therefore, 
I would like to go on record as 


one of the overwhelming 203 


majority of Israelis who see 
this fence as an absolute 
security and political 
necessity. Palestinian 
terrorism has created a 
situation in which the only 
envisaged solution is a clear 
separation of the populations. 
MIKE FAINZILBER 

Israel 


SIR - I applaud your leader 
highlighting the misguided 
nature of Cherie Blair's 
comments ("Hope and the 
suicide bombs", June 22nd). 
However, itis wrong to imply 
that Yasser Arafat is, to use 
George Bush's term, 
"compromised by terror" 
solely because of his refusal to 
rein in Hamas since the Oslo 
accord. 

The Karine-A seizure, as 
well as documents seized in 
“Operation Defensive Shield", 
show that not only has Mr 
Arafat failed to rein in the 
terrorists, he is personally 
taking an active role in their 
funding and organisation. 

We should expect Israel to 
talk peace with a Palestinian 
leader but only one who has 
firmly turned his back on 
terrorism. Mr Arafat has had 
many opportunities to 
become a statesman, but his 
refusal to change continues to 
delay peace and damage the 
interests of his people. 

DARREN GOLD 
London 


SIR - Cherie Blair's remarks 
about Palestinian suicide 
bombers were just plain 
common sense: the outcry 
against her is hypocritical and 
politically motivated. There 
has been little sympathy for 
Palestinian victims of the 
Israeli army, with those 
casualties about three times as 
numerous and happening as a 
matter of daily routine. 

You lecture the Palestinians 
on their failure to control the 
extremists, but perhaps some 
basic facts should be restated 
and kept in mind. Israel 
occupies the West Bank and, 
since the 1967 war, Israeli 
settlement there (and in the 
Gaza strip) has progressed 


continuously, regardless of the 


Oslo peace process. Israel is 


| under a government which E 
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has done much to obstruct 
that process, by refusing to 
negotiate and trying to 
prevent the formation of a 
Palestinian state. 

The same issue of The 
Economist contains a report on 
the real state of affairs in the - 
West Bank (“Suffering for the — 
crimes of the few”, June 22nd). 
It gives the Palestinian 
perspective, but with 
evidence provided by the 
Israeli human-rights group 
B’tselem. One reads there of 
135 Israeli settlements, 
housing about 380,000 
settlers, controlling 43% of the 
West Bank, with a buffer zone 
around them (closed to 
Palestinians) amounting to a 
further 2096 of the West Bank. 
The Palestinian authority is 
consequently left with control 
over only 20% of its own 
territory. 

M. AUSTIN 
University of St Andrews 
Scotland 


SIR - As someone whose 
Jerusalem living room directly 
faces Palestine—I live in 
pre-1967 Israel -my eyebrows 
rise every time I come across 
one of your testy critiques of 
the Israeli government's 
policy of self-defence. Yet, 
after reading your recent 
article (“The dirty bomber”, 
June 15th), my eyes almost 
popped out. 

Rightly so, but with no 
small measure of incon- 
sistency, you describe the 
United States’ new policy of 
pre-emptive intervention as a 
“sensible strategic shift”. 
Understandably, to both your 
leader writer and to any 
sensible observer of the 
international scene, “America 
will in some cases strike 
before others strike it." 

To quote an English 
proverb, surely you will agree 
that, "What's good for the 
goose is good for the gander." 
A. CLARFIELD 
Jerusalem 8 

















European Advisers 
Substantial Remuneration * Negotiable Conditions 


In connection with recent and impending political changes and economic trends in Europe, our client, a research 
consultancy specialising in economic forecasting and strategic asset allocation advice for investing institutions, wishes 
to retain advisers with knowledge of Western Europe in general and France and Italy in particular. 


Qualifications 

Successful candidates will have à degree or post-graduate 
qualification in economics or political science or several 
years relevant and distinguished experience in those or 
similar fields. 

Experience of consultancy, journalism, central 
government and international institutions would give a 
clear advantage in identifying and interpreting relevant 
political and macro-economic dynamics. 

The ability to work in English and at least one other 
European language is essential. 


The Appointments 

Flexible consultancy contracts are offered to applicants 
with the potential to contribute significantly to our 
clients product. 


The Roles 

To provide concise, timely and confidential analysis of 
major political and macro-economic developments. 
Your analysis will contribute to the formulation of 
strategic recommendations, 





To apply in complete confidence please write, enclosing a full CV and covering letter in English and quoting reference E57, to: 


Rupert White, Managing Director, David Sheppard & Partners, 
Kingsbury House, 15-17 King Street, London, SW1Y 6QU, UK 


Rupertwhite@aol.com 


Selected applicants will be invited for interview in September 2002 












IERGING AFRICA | 
RASTRUCTURE FUND 


London 
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The Emerging Africa Infrastructure Fund is a major new $305m private sector managed infrastructure fund. It will provide a 
new source of long term debt finance for private practice infrastructure projects and make an impact on poverty 
elimination. The Fund is the result of a UK Government initiative, managed by Standard Infrastructure Fund Managers 
(Africa) Limited (SIFMA) which in turn is advised by Emerging Africa Advisers (EAA). The shareholders in the Manager are 
Standard Bank Group, FMO - the Dutch Development Bank and Emerging Markets Partnership. 


THE QUALIFICATIONS 


Wb An outstanding track record in infrastructure project finance, 







THE ROLE 
M Provide long-term strategic direction for investing the Fund. Play 























To find out more about this opportunity visit us 
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a central role in identifying and executing investments in the 
target markets. Ensure the ultimate commercial as well as 
developmental success of the Fund's investment portfolio. 


Maintain operational responsibility for day-to-day running of EAA. 
Includes leading a team of investrnent professionals, recruiting 
additional staff and playing a key role in further fund raising. 


Report to the boards, shareholders and founder participants of 
SIFMA and the Fund. Maintain extensive liaison with the 
Fund's credit committee. Provide effective representation and 
marketing of the Fund within the sub-Saharan Africa region. 


Tel: 020 7298 3333 
Email: London P SpencerStuart.com 


at www. spencerstuart.com 










fund/portfolio management and credit. Excellent technical 
skills and the ability to provide investment leadership across all 
sectors. 


Significant experience of investing and working in emerging 
markets, and ideally in sub-Saharan Africa. Able to demonstrate 
the necessary cultural and commercial understanding. 


Proven business manager with an ability to lead teams, and 
manage public and private sector interests and agendas. 
Credible at senior levels with investor, lendor, multilateral and 
governmental audiences. 


Please reply with full details to: 
Spencer Stuart, Ref.32027-001, 
16 Connaught Place 

London W2 2ED 





















Muhimbili National T Hospital 


PricewalerHouse(GoPers (8 


EXECUTIVE SEARCH& SELEC TION 


~ Executive Director 


DAR ES SALAAM 


Miu himbili N National Hospital (MNED, is an 
autonomous institution recently established by 
in Act of the Parliament. The MNH's mission 

to: provide quality and comprehensive 
itary health care service, and facilitate the 
taining of health personnel by University 
College of Health and Allied Sciences; 
mally utilize health care resources to 
ide a caring and compassionate service; 
hpower and develop all personnel to the 
their potential. 
alf of our client we are seeking to 
tüit an executive director who manages 
change, and has the track record and tlair to 
accelerate the transformation of MNH from 
public institution background to a well 
waged and modern government agency. 
an Executive Director, vou will report 
directly to the Board of Trustees, 
tou will be directing and managing 
" à workforce of 2,600 Professionals, 
“Technicians and Operational Staff 
all functions and operations of MNH 
the formulation, planning and 
implementation of MNH business plans 
- and ensuring that strategic and operational 
: objectives are achieved 
os the implementation of MNH managerial, 
- human resources, financial and operational 


An attractive remuneration package 


He/she must possess à postpradisate degree in 
a health related field. A Masters degree in 
management will be ar added advantage. 
He/she should have extensive experience in 
management of at least 7 years at senior 
managerial level in a large institution. 
preferably in hospital services. In addition, 
he/she should have excellent communication 
skills, good organization and time 
management skills, and be a team player. 
He/she must also be computer literate. 


Terms 

The post carries a three vear renewable 
contract with an initial six months 
probationary period. 


If vou feel you meet the criteria outlined 
above, please apply in writing and in strict 
confidence, quoting the reference (ED) to the 
address below, enclosing: 
an application letter showing how vou meet 
the criteria for the post 
à fully typed curriculum vitae showing 
your competencies and achievements 
related to the position. 
copies of qualification certificates 
full address at work/home, including 
phone, fax and e-mail details where 
available 
three referees, including your current 
employer (who will not be contacted 
without your prior approval), 


Executive Secretary of the Regional Fund for 
Agricultural Technology (FONTAGRO) 


Starting date will be 1 January 2003 at FONTAGRO’s headquarters in the 

Inter-American Development Bank (IDB) in Washington D.C. FONTAGRO . 
is a cooperative program, a consortium of countries and institutions that 

works to provide competitive, non-reimbursable financing for agricultural 

research projects of regional scope in the Americas (visit 

www fontagro.org). 

Responsibilities 

The Executive Secretary heads FONTAGRO's executive body, the 

Technical-Administrative Secretariat that performs the technical, 

administrative, legal, and financial functions required for the operation of 
the Fund (see additional information: www.fontagro.org/pub199.htm). 


Requirements 

« Citizen of one of the Fund's member countries (Argentina, Bolivia, 
Chile, Colombia, Costa Rica, Dominican Republic, Ecuador, 
Nicaragua, Panama, Paraguay, Peru, Uruguay, or Venezuela) 
University degree in the field of agricultural sciences and a master's or 
doctorate degree ipreferably Ph.D.) in a related field of study 
At least ten years of professional experience in public and/or private 
agricultural research institutions at national or international level in 
Latin America and the Caribbean 
At least five years of experience in activities related to the management 
of agricultural research 


| systems and procedures, ensuring that they 
c. sre workable and sustainable 
all aspects of the hospital operations giving — Closing date is Sth August 2002 
. Spécial attention to training and developing 
staff, and management of research. Executive Search & Selection (Ref.ED) 
PricewaterhouseCoopers 
International House 
P O Box 45, Dar es Salaam 


Tanzania 


oo Experience, skills.and competencies 

20We are looking for a person. with proven 
leadership ability, strategic vision, excellent 
interpersonal skills, with professional strength 


in modem health management. E-mail: recruit tz.pweglobal.com 


international Monetary Fund 


International Consultant Economist 
For its office in Singapore, the IMF-Singapore Regional Training 


{$ Institute/STI (an affiliate of the IMF Institute in Washington, DC) invites 


‘applications for the position of International Consultant Economist. 


-The STI is a joint venture of the IMF and the Government of Singapore, 

dedicated to providing training — via courses, seminars, and workshops 

=< in macroeconomics and related subjects to mid- to seniorJevel offi- 
ials from 28 participating Asia-Pacific countries. 


he successful applicant must have a strong background in macroeco- 
omics, ideally with a special interest in financial sector economics fe. g., 
nancial sector reform, development of financial markets, and the role of 
ew financial instruments) — an area to which STI is giving special atten- 
on, The selected candidate will be expected to play a major role in the 
development of course material, with particular reference to Asian coun- 
‘tries’ experiences, and to lecture on a regular basis at ST! events. The 
icumbent may also have the opportunity to pursue individual research. 
«national from the Asia-Pacific region is desirable, but not essential. 


The consultant position is financed by contributions to the IMF from the 

apanese government. The appointment is normally for a period of one 
‘year, to commence around the fall of 2002. A competitive market salary 
.. Will be offered and, in the case of nor-residents of Singapore, relocation 
- and living allowances will be provided. 


.. Please send one copy of your curriculum vitae by July 31, 2002 to the 
< address below, making explicit reference to Vacancy No. R02340B, 

- With a clear indication of a telephone/fax number or email address 

- Where you can be contacted. 


Parthasarathi Shome, Director 
IMF-Singapore Regional Training Institute 
10 Shenton Way, #14-03/05 ques 
MAS Building * Singapore 079117 2 G 


3 | -Fürther details about the role and function 
— af the IMF are provided on its website: 


IE http//www.imf.org 





* Excellent oral and written skills both in English and Spanish 


Applications 

Candidates should mail CV and three references to: Louise Brown, Human 
Resources Officer, Inter-American Development Bank, Stop E0507 
(FONTAGRO). 1300 New York Avenue, NW, Washington, DC 20577, 
USA. All documentation should be received in duplicate by 31 July 2002. 
Only candidates selected for interview will be contacted. 


unicef 


Make a Lasting Difference for Children 


~ SENIOR ADVISER-PROGRAMME - 
COMMUNICATION (P/L-5 Level) New York, USA 


if you are a asc and committed professional and want to make a lasting difference 
for children, the world’s leading children's rights organization would like to hear from you. 

This is an exciting opportunity to join UNICEF's programme team at its New York 
headquarters. You will be responsible for supporting the programme communication 
and social mobilisation strategic component of the UNICEF Medium Term Strategic Plan. 
You will provide leadership in expanding and br the role of programme 
communication and social mobilisation in the work of the organization at global, regional 
and country levels and represent UNICEF's interests in international and interagency fora in 
the areas of strategic communication for behaviour development, programme communication, 
social mobilisation, community and youth participation and participatory methodologies. 

If you want to make an active and lasting contribution to create a better world for 
children and match the profile outlined, send a detailed curriculum vitae in English, 
AND preferably complete the United Nations Personal History form (which can be 
downloaded from our Web site at www.unicef.org/employ), quoting VN-02-223 to: 
Senior Human Resources Officer (VL), UNICEF, 3 UN Plaza (TA-25B), New York, 
N.Y. 10017, USA. E-mail: nyhqcluster@unicef.org 

Your Profile: * Advanced university degree (preferably at the doctoral level) in 
social/behavioural sciences with specialisation in strategic communication planning, 
behaviour analysis, participatory communication, social mobilisation, formative and 
participatory research, facilitation and training, and impact evaluation of communication - 
interventions. * At least twelve years of professional work experience in the planning and 
management of social development programmes, including at least eight years in developing 
countries, with practical experience in the adaptation and application of strategic 
communication planning processes to specific programmes. + Knowledge of current 
developments in the fields of communication theory, motivational psychology, adult learning 
theory, indigenous media, community organization and participation. * Proven skills in 
interpersonal communication, networking, advocacy and negotiation. * Ability to organize 
and implement training and facilitation sessions, including development of curricula and 
methodologies. * Ability to express clearly and concisely ideas and concepts in written and 
oral form. * Excellent analytical and writing skills. * Strong management skills and proven 
ability to work and function effectively in a team. * Fluency in both English and French (s 
required. Knowledge of Russian, Arabic and/or Spanish an asset, 

Remuneration: UNICEF's salary and benefits package is based on the United 
Nations Common System. For further information on the UN Common System salaries 
and benefits, please visit the United Nations Web site at www.un.org/Depts/OHRM 
UNICEF welcomes applications from qualified women. Applications should be received 
by 21 July 2002. Acknowledgement will be sent to shortlisted candidates Rp 


Visit us at www.unicef.org | : ^ 
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The Global Fund to Fight AIDS, Tuberculosis and Malaria, established in 2001, and 
headquartered in Geneva, is an independent public-private partnership and the largest global 
fund in the health domain, with over USD 2.0 billion currently committed. The Fund’s purpose 
is to attract, manage and disburse additional resources to make a sustainable and significant. 
contribution to mitigate the impact caused by HIV/AIDS, tuberculosis and malaria in countries 
in need, thereby contributing to poverty reduction as part of the Millennium Development 
Goals. These positions are in the Secretariat of The Global Fund, which translates the Fund's 
objectives and strategies into daily business operations, building on best practice from the 
THE GLOBAL FUND public and private sectors. The Secretariat is a highly professional, non-hierarchical and lean 
to Fight AIDS, Tuberculosis and Malaria — Organization that values diversity and commitment to the issues. 


Geneva, Switzerland Competitive Packages 


Chief Operating Officer Ref. VB/A478E 


Manage operations of The Global Fund and participate as 
the senior member of the Executive Leadership Team. 
Ensure the Secretariat has the required support to operate 
efficiently and cost-effectively. 

A financial qualification and experience managing a major 
shared services function in the public or private sectors 
and/or the operational function of a large, complex 
organisation with multiple stakeholder groups. An MBA or 
other post-graduate qualification is preferred. 


Senior Health Advisor Ref. CS/4477E 


« The Executive Director's most senior policy advisor on public 

health issues. Serve as a senior sounding board to the Office 
of the Chair and the Executive Director and as the Executive 
Director's first representative to global health fora as 
appropriate. Ensure coherent delivery in relation to the 
overall mandate and operating principles. 
A medical degree and experience working with national 
programmes in developing countries is required, with credibility 
and standing as a respected leader in the public health field, 
induding programme design and senior policy development. A 
post-graduate degree (MBA or public health) is preferred. 


Fund Portfolio Director Africa ref. r^8/4479€ 
Fund Portfolio Director Asia ref. ras/4480€ 


* Manage a Fund Portfolio team and a specific portfolio of 

funded proposals, ensuring the highest quality generation 
and implementation of granted projects (project size can be 
up to USD 500 million). Manage a team of 3-5 Fund 
Portfolio Managers and support personnel. 
Considerable experience in international project 
management including policy setting and local 
implementation, preferably in the areas of international 
development and/or health in the relevant region. An 
outstanding. track record in managed project portfolios. 
Experience in HIV/AIDS, TB or malaria is preferred as is an 
MBA or other post-graduate degree. 


Director of Strategy and 
Evaluation Ref. FAB/AA85E 


* Provide high quality analysis and strategic guidance to 
shape The Global Fund's scope and interventions and 
maximise the Fund's effectiveness and impact. Ensure that 
the implementation of strategic objectives and Fund 
interventions are effectively monitored and evaluated on 
global and local levels, particularly through partnerships. 


in-depth experience in the area of international public 
health strategies and development. Considerable exposure 
to the creation and management of monitoring and 
evaluation systems. A post-graduate degree in public 
health, economics, an MBA, or in other relevant disciplines. 


Fax: + 44 2 


permanant 


The Economist July 6th 2002 


Director of External Relations ref. aico/4482E 


* 


Maximise income generation from public and private 
donors, building on The Global Fund's aim to raise new 
money to fight the three diseases. Develop fund raising 
strategy and value proposition for identified sectors and 
build and develop strong relationships with key 
donors/segments. Manage an External Relations team of six. 
A proven track record in resource mobilisation, either fund- 
raising at a senior corporate and major donor level, business 
development or marketing. Well developed business sense, 
experience in the public and/or private sectors and previous 
experience at an international level. An MBA or other post- 
graduate degree is preferred. 


Head of Global Partnerships ret. PHu4483E 


* 


Reporting to the Director of External Relations, build 
sustainable and mutually beneficial partnerships for all 
stakeholders with the aim of furthering the goals and vision 
of The Global Fund. Develop and sustain the Fund's 
international and national partner network, striving for 
true partnerships with shared vision and benefit, 


in-depth exposure to managing successful alliances and 
partnerships and some experience at an international level. 
A post-graduate qualification is preferred. 


Head of Communications Ref. vmrva4a4e 


Reporting to the Director of External Relations, manage 
communications and reporting to all stakeholders and 
public community, ensuring transparent and frequent flow 
of information on the Fund's goals, aims, achievements and 
results. 


A journalism and/or other university degree and at least 
seven years' experience in journalism or corporate 
communications, some of which has been at the 
international level. Communications experience in 
developing countries and/or complex international political 
environments and a proven track record in devising and 
implementing strategic communications plans. An 
understanding of public health issues would be valuable. 


Competitive packages are offered 
for these positions. 


Please reply, in confidence, by sending a full cv with 
current salary details to Odgers Ray & Berndtson at the 
address below. Closing date for applications is Sth 
August 2002. 


You may also download The Global Fund application form 
from the website www.globalfundatm.org and send it to 
the Odgers Ray & Berndtson address. 





ernational Monetary 





African Regional 





Technical Assistance Centers 


The International Monetary Fund (IMF) is seeking experienced, 

. wel-qualified experts in public financial management, central 
- banking, financial sector supervision, exchange regimes, and 

Statistics for technical assistance assignments in all parts of 


the world, and in particular with its African Regional Technical 


Assistance Centers (AFRITACs). These centers are being estab- 
lished in Abidjan, Côte d'ivoire and Dar es Salaam, Tanzania to 
meet the capacity-building needs of countries in West and East 
Africa. The specific technical skills and qualifications being 
sought are as follows: 





Fiscal Affairs Department 
Vacancy No: R02342B 
Expertise in one or more of the 
following: tax/customs administration; 
budget preparation and execution; 
expenditure management; treasury 
operations; and government accounting. 


Applicants must have extensive practical 
experience in senior positions in the — 
headquarters of a tax/customs adminis- 


: ; . tration, ministry of finance, treasury, or 
Similar institution, typically ending as 
- the director or deputy director of a 


department; a successful record in 
managing fiscal reforms; and an under- 
standing of the link between their 

area of expertise and macroeconomic 
policy Issues. 





Other Requirements: 


* University degree or equivalent qualification relevant to 


professional work 


* Strong written and oral communications skills 
* Familiarity with modern computer systems and 


applications software 


* Excellent interpersonal skills; ability to work as part of a team, 
to maintain effective and cooperative relations with national 
authorities, and to handle sensitive issues with discretion in 


a multicultural environment 


* Experience in organizing and conducting training courses 


is preferred 


*.. Successful candidates will be added to a panel of experts from 
c which individuals are recruited for particular assignments, which 
. may range from visits of a few weeks as part of a team, or 

. assignments involving 2-3 years of residence in member countries. 
-For assignments related to the AFRITACs, relevant experience 


in developing countries is desirable. In addition to experts 
undertaking short-term assignments in the countries 







Further details about the role and function 
of the IMF are provided on its website: 


http//www.imf.org 


Monetary and Exchange 
Affairs Department 

Vacancy No: R02333B 
Expertise in financial institutions supervi- 
sion and regulation, monetary policy and 
monetary operations, foreign exchange 
policy, foreign exchange regulations, 
foreign reserves management, central 
bank accounting and auditing, payments 
systems, or debt management. 
Hands-on expertise in the above areas, 
practical experience in senior positions 
in a relevant institution. | 
Extensive experience in capacity building 
or knowledge transfer, and institution- 
building in the relevant fields. 


Statistics Department 
Vacancy No: R02343B 
Economists or statisticians with a mini- 
mum five years of experience compiling 
the national accounts and/or price indices, 
balance of payments accounts, govern- 
ment finance statistics, or monetary and 
financial statistics. 


Hands-on compilation experience in a 
national statistics office, ministry of 
finance, or central bank in one or more 
of the areas of macroeconomic statistics 
indicated above, with detailed know- 
ledge of relevant methodology. Available 
positions include short-term advisory 
assignments and long-term resident 
expert posts. 

A university degree in economics or 
statistics. Fluency in Portuguese or 
Spanish is an asset in some assignments. 





concerned, a small number of experts will be assigned to these 
centers on a long-term basis to help develop and coordinate 
technical assistance programs in consultation with national 
authorities and other providers of technical assistance. These 
long-term experts wili reside in the cities in which the centers 
are established, but will travel regularly to the other countries 


covered by their center. They will be appointed for an initial 


period of 1 year, with the possibility of extensions for up to 
3 years. Fluency in French and sound working knowledge of 
written and spoken English are required for assignments to 


the AFRITAC in Côte d'Ivoire, and fluency in English for 


+I (202) 623-7333.) 


assignments to the center in Tanzania. 

interested candidates are invited to apply online at. 
www.imf.org/recruitment, no later than August 12, 2002. 
Please make explicit reference to the relevant Vacancy Number. 
(If you experience problems applying online, you may contact us by fax at 
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Institute of Technology 





Stevens Institute of Technology invites applications for the position of 
Dean, Charles V. Schaefer, Jr, School of Engineering. The position is 
available immediately. 


Because of Stevens's location, entrepreneurial spirit, and technology focus, 
Stevens is poised for tremendous growth during the next decade. The new 
dean must have the vision, management skills, technical knowledge, and 
entrepreneurial spirit to realize the exceptional potential of the Schaefer 
School. The successful candidate is expected to embrace Steven's strategic 
direction of Technogenesis®, which is defined as the educational frontier 
wherein faculty, students and colleagues in industry jointly nurture the 
process of conception, design, and marketplace realization of new 
technologies. 


Stevens is located on a scenic, 55-acre, park-like campus in Hoboken, New 
Jersey, just across the Hudson River from midtown Manhattan. Founded in 
1870 in Hoboken, New Jersey, Stevens is one of the leading technological 
universities in the country. The university has a total enrollment of 1,700 
undergraduates and 2,200 graduate students and a full-time faculty of 130. 
it offers bachelors, masters and doctoral degrees and is dedicated to 
solving real-world problems through study, research and innovative 
implementation of technology. The average SAT score for the class entering 
in 2001 was 1350, Visit www.stevens-tech.edu 


The Dean is the executive officer of the School and provides leadership in 
planning and fiscal management, faculty recruitment and development, 
university and community relations, and fund raising and public service 
activities needed to ensure the growth of the school. The Dean is a member 
of the dean's council, reporting directly to the President. 


Candidates should hold an earned doctorate in engineering or related 
discipline and have the academic credentials appropriate for appointment at 
the rank of tenured full professor. Business/ industrial/government experience 
in engineering/technical management would be viewed favorably. 
Outstanding interpersonal and communication skills are critical. The Dean is 
expected to be very active in representing the Schaefer School of Engineering 
externally, at various professional meetings, as well as in fundraising with 
alumni and corporations. 


Applicants should submit a letter describing their qualifications for the 
position, With the letter, the candidate should include a full resume and the 
names and addresses of five (5) references to: Stevens Institute of 
Technology, Dean of Engineering Search Committee, Office 
of Human Resources, Castle Point on Hudson, Hoboken, NJ 
07030 or email: dean_search@stevens-tech.edu. 


Stevens is an Affirmative Action, Equal Opportunity Employer committed to 
à diversified workforce. Minorities and women are encouraged to apply. 


www.stevens-tech.edu 
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a BAERS EFEX 


UNIVERSITY OF PENNSYLVANIA 





ANNENBERG SCHOOL FOR 
COMMUNICATION 


The University of Pennsylvania invites nominations and 
applications for the position of Dean of the Annenberg: 
School for Communication, effective July 1, 2003. The 
Annenberg School offers a doctoral program for 
approximately 50 students, whose graduates enter 
academic, non-profit, governmental and commercial. 
sectors. Its faculty also oversee an undergraduate 
program for 200 majors that is housed in the College of 
Arts and Sciences. The School currently has 17 faculty — 
and plans to increase this number. Its research and  * 
publie service activities are supported through a number — - 
of institutes and research centers, including the closely 
affiliated Annenberg Public Policy Center. 





The School's sources of income include tuition, research 
grants, and generous endowment and trusts. These 
resources permit a Dean, working with the faculty, to 
maintain the School's standards of excellence, and to 
develop new initiatives. 


The Dean is the chief academic, administrative and — . 
financial officer of the School and reports to the Provost  ..| 
of the University. He or she is expected to maintain the 
School's tradition of openness to a variety of evidence- 
based disciplinary and methodological approaches and 
to act as an advocate of the School's collective interests 
at the campus, local community, national and 
international levels. Strong preference will be accorded 
candidates with significant scholarly achievements in =] 
communication or a related discipline, leadership = 
experience in a university or professional setting, a 
commitment to the mission of a research university, and 
the presence and skill needed to represent the School to 
its many communities of interest. 


Applications and nominations, including a curriculum 
vitae, may be forwarded in confidence to: 


Chair, Annenberg School for Communication Dean 
Search Committee 

Office of the Associate Provost 

118 College Hall 

Philadelphia, PA 19104-6303 


For best consideration, please send materials no later 
than September 15th. 


SE 





The search committee is being assisted by 
Shelly Weiss Storbeck of A.T. Kearney: 
shelly.storbeck@atkearney.com, 
phone: 703/739-4613; 
facsimile: 703/518-1782. 


The University of Pennsylvania is an 
Affirmative Action/Equal Opportunity Employer 


] he Organization for Runs and Co-operation in Europe is 

the: largest regional security organization in the world and is 

active i in early warning, conflict prevention, crisis management 
d post-conflict rehabilitation. 


The ( SCE Secretariat in Vienna is looking for a | 
. Deputy Director for Human Resources (P5) 


o assist the Director in the development, implementation, 
date and co-ordination of strategic human resources policies 
ic ee. issues. You m monitor MEE ain and the 


mee note niche deadline for Aia es is 2 reper 2002. 
| You can apply online or send your application to: 


OSCE Recruitment Section 
Kärntner Ring 5-7. A-1010 Vienna, Austria 
or by fax to: +43-1-514 36-96. 


position is an international staff position with Accra, Ghünaras the duty station. 


| Duties and Responsibilities 

So Tbe Director will be required io provide strong and effective leadership as well as strate gie direc tion for the 
programme management teums at both the Enterprise Africa head office team and the national programme level, 
The specific duties and responsibilities of the Director will include the following, amongst ‘others: 


| Providing the overall strategic and technical direction. for impleme ntüng Enterprise Africa programmes : 


: ‘throughout Sub-Saharan Africa. 


3C sordinating and directing the dity-to-day administration of the Enterprise Africa Regional Office in Accra, 


. Ghana: 


“Coordinating the planning and implementation of comprehensive rescue mobilization programs for - 


| Enterprise Africa and its network of national programs. 


Al The tláited Nations Office for Project Services (UNOPS) invites: $quatif ied candidates to. apply for the position. f 
co COE Director of Enterprise Africa Phase IL, a re gional network of national organizations and programmes devoted 
cM de supporting entrepreneurs in the small and mediata. enterprise sector throughout Sub Sdtiaran Africa. and for 
vo] ccross-fertilizing enterprise development experiences from different countries. Enterprise Africa E currently 

AP funded by United Nations Development Programme (UNDP Africa) and administered by UNOPS. The Director 


4. Seting program targets and supervising the implementation of all planned activities in order to achieve the | 


targets, 


Developing, negotiating and strengthening linkages and strategic alliances with key Governments, regional ` 


and sub-regional institutions and bodies, international donor agencies as well us private sector interest 
groups to farther Enterprise Africa's objectives; and 
$. Directing the introduction and implementation of à series of measures intended to enhance the long-term 
Sustainability of Enterprise Africa and strengthen its corporate image. 
it ideal candidate must have: 
+. A post-graduate degree preferably in business administration, economies, banking and finance, law or social 
/U.cseiences, Professional certification in the relevant field will be à pius; 
At least fifieen. (15) years of working experience, preferably in a senior management position in the private 
sector or in any other area of enterprise development in Africa; 
Knowledge and specific experience in the private sector development in Africa, Prior knowledge and 
experience with small and medium e nterprise development programmes is an added sdvantage, 
+ Experience in dealing with governments, international donor institutions and the c corporate private sector, 
* Essential quality required is a-strong commitment to the objectives of Enterprise Africa, proven leadership 
ability, management consulting experience, sound analytical skills; team building skills, effective oral and 
E written communication skills in English and French: an entrepreneurial approach to work, 


Interested. caimididates are invited to submit a cover leter and curriculum vitae by August 16. 2002, at the 
follow ing address: . 
| Division for Africa 1, United Nations Office for Project Services 
; Ref: RAE/2/006-Enterprise Africa Phase [1-Director 
The Chrysler Building, 405 Lexington Avenue, New York, NY 10174, USA 
Co 70 Fax No, 212-45 244040 


iva short-listed candidates will be: cont 


‘Email address: vacancies @unops.org 


Conventional consultancy or contracting often 
loses sight of one crucial distinction. 

It's your money, so it's your project. 

That's why at Stapletonprice we act as Client 
Representatives on construction, build, revamp and 
engineering projects: reporting to you in real time, 
protecting your interests, keeping you in control of 
timescales and costs. 

We've been successfully championing the rights of 
those who own or fund projects for over 20 years. 
We've now just opened a London-based office, 
so whatever stage your project is at, talk to us and 
keep it on track. 

Call David Price on +44 (0) 774 840 7240 


Email: mail&stapletonprice.com 


www.stapletonprice.com 
Building, Construction, nanais Sokusions 


tapi 
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KING'S COLLEGE, CAMBRIDGE 


Provost 


. The Provost of King's, Professor Patrick Bateson, will retire r 


on 30th September 2003. The Electors, who are the Fellows © 


of the College, will elect a new Provost early in 2003. They - 5 | 
welcome both direct applications from men and women, and | 
suggestions as to suitably qualified candidates who might be | 


approached by the College. The electors are seeking a | 
Provost who will provide academic and organisational 
leadership in the College. 


Further information is available at 
http://www.kings.cam.ac.uk/vacancies 
or from 
Prof. E. B. Keverne at King’s College, Cambridge CB2 1ST 
telephone 01223 331332 or e-mail ebk10@cus.cam.ac.uk. 
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October 14th 2002, 
The Queen Elizabeth II 
Conference Centre, 
London 


In October 2002, an elite group of government and 
industry decision-makers will meet to debate the challenges 
facing international security and the global defence industry. 


During this one-day forum, an audience of senior defence 
industry executives will discuss the impact of globalisation, 
budgetary implications, new technologies and the changing 
nature of intelligence with some of the world’s most 
influential defence strategists. 


This international meeting will be the year’s most 
important forum on the global defence industry and the 
future world order. 








To ensure your place and request an information pack, - 
please contact: | 
E-mail: weurope_customerservice@economist.com 
Online: www.economistconferences.com 

(type 'Defence' in search box) 


Telephone: +44 (0) 207 830 1020 





Sponsored by 





Jane's 








Senior Management 


How do you 
break free of 
stale mental 
models? 


Wharton Executive Education 
can help you to step back, 
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3 Self-doomed to failure 


Anunsparing new report by Arab scholars explains why their region lags behind 


so much of the world 


HAT went wrong with the Arab 

world? Why is it so stuck behind the 
times? It is not an obviously unlucky re- 
gion. Fatly endowed with oil, and with its 
people sharing a rich cultural, religious 
and linguistic heritage, it is faced neither 
with endemic poverty nor with ethnic 
conflict. It shook off its colonial or neo-co- 
lonial legacies long ago, and the countries 


^ thathadrevolutions should have had time 


to recover from them. But, with barely an 
exception, its autocratic rulers, whether 
presidents or kings, give up their authority 
only when they die; its elections are a sick 
joke; half its people are treated as lesser le- 
gal and economic beings, and more than 
half its young, burdened by joblessness 
and stifled by conservative religious tradi- 
tion, are said to want to get out of the place 
as soon as they can. 

Across dinner tables from Morocco to 
the Gulf, but above all in Egypt, the Arab 
world's natural leader, Arab intellectuals 
endlessly ask one another how and why 
things came to turn out in this unnecessar- 
ily bad way. A team of such scholars (it is 
indicative of the barriers to freely ex- 
pressed thought that there are almost no 
worthwhile think-tanks in the Arab world) 
have now spenta year putting their experi- 


ence to diagnostic use in the "Arab Human 
Development Report 2002", published 
this week by the United Nations Develop- 
ment Programme (UNDP). 

With Nader Fergany, an Egyptian so- 
ciologist, as the chief author, the report 
carefully dissects and analyses the Arab 
world's strengths and failings. The 
strengths, alas, consume little space; the 
failings are what interest the writers. In- 
built caution holds them back from nam- 
ing too many names, but they explain hon- 
estly and convincingly how and why they 
think their world has gone wrong. 

For the past ten years, the UNDP's hu- 
man-development reports and index 
(HDI) have been gauging a country's per- 
formance by its record in life expectancy, 
school enrolment and adult literacy as 
well as by its income per head. This is the 
programme's first comprehensive look at a 
separate region. The Arab survey is in- 
tended as an annual affair, with the first 
broad-brush approach to be followed by 
narrower reports, pin-pointing specific 
themes, such as the Arabs' failure to keep 
pace with the tumult of information and 
communication technology. 

The Arab team has also produced a 
new index for the UNDP, the Alternative 





Human Development Index (Anp1). This 
excludes income per head but adds mea- 
surements to the HDI that take account of a 
country's record on freedom, use of the In- 
ternet, and carbon-dioxide emissions. Pre- 
dictably, the Arabs do even worse when 
they are measured this way. 

The Arab world is taken to mean the 22 
members of the Arab League, accounting 
at present for 280m people, or roughly the 
same as the United States, ranging from 
68m in Egypt to 565,000 in Qatar. The re- 
gion has the largest proportion of young 
people in the world—38% of Arabs are un- 
der 14—and itis calculated that the popula- 
tion will top 400m in 20 years’ time. 

There are good things to report: life ex- 
pectancy has increased by 15 years over 
the past three decades, and infant mortal- 
ity has dropped by two-thirds. Norisitany 
surprise to be told that Arab income per 
head is higher than that in most other de- » 








> veloping regions (though it is rather a sur- 
prise that its total GDP, at $531 billion, is 
less than Spain's). The Arabs have less ab- 
ject poverty (defined as an income of less 
than $1 a day) than any other developing 
region, which is in part a tribute to Arab 
and Islamic traditions of charitable giving 
to the destitute. But, growls the report, “the 
region is richer than it is developed.” 


Three things lacking 

One in five Arabs still live on less than $2 a 
day. And, over the past 20 years, growth in 
income per head, at an annual rate of 0.5%, 
was lower than anywhere else in the 
world except sub-Saharan Africa. At this 
rate, says the report, it will take the average 
Arab 140 years to double his income, a tar- 
get that some regions are set to reach in less 
than ten years. Stagnant growth, together 
with a fast-rising population, means van- 


Jordan's democratic freeze 


ishing jobs. Around 12m people, or 15% of 
the labour force, are already unemployed, 
and on present trends the number could 
rise to 25m by 2010. 

The barrier to better Arab performance 
is nota lack of resources, concludes the re- 
port, but the lamentable shortage of three 
essentials: freedom, knowledge and 
womanpower. Not having enough of 
these amounts to what the authors call the 
region’s three “deficits”. It is these deficits, 
they argue, that hold the frustrated Arabs 
back from reaching their potential—and al- 
low the rest of the world both to despise 
and to fear a deadly combination of 
wealth and backwardness. 

* Freedom. This deficit, in the UNDP's in- 
terpretation, explains many of the funda- 
mental things that are wrong with the 
Arab world: the survival of absolute autoc- 
racies; the holding of bogus elections; con- 


The king knows best 


AMMAN 


Retreating from glasnost 


A alone in this muzzled region, 
ordan, for a time, held out a glim- 
mer of hope. And it still all looks pretty 
good to a visitor; the immigration police, 
for instance, wave through Iraqi and Is- 
raeli passport-holders alike. But Jordani- 
ans say that a decade of cautious 
glasnost is now being reversed. 

Over the past two years, human- 
rights groups have counted 80 new 
temporary laws decreed by King Abdul- 
lah. Under changes to the penal code, for 
instance, unauthorised public meetings 
are banned and the authorities can now 
imprison journalists "for sowing the 
seeds of hatred". The decrees can be re- 
versed by parliament, but parliament 
has been dissolved. 

Nor has any date been set for elec- 
tions, already delayed for a year. The 
king says more time is needed to issue 
magnetic identity cards. But he adds that 
“If I want to change a government, I do it 
for the better; otherwise it is better to 
keep the one I know." 

As always, September 11th is the pre- 
text. The Americans, pushing hard for 
electoral change in Palestine, across the 
Jordan river, have been mute about the 
democratic freeze on the river's east 
bank. Jordanians are inclined to take this 
as an endorsement. 

Islamists have been detained in hun- 
dreds. And the net has stretched wider. 
In May, Toujan Faisal, the kingdom's first 
female member of parliament, was sen- 
tenced by the State Security Court to 18 
months in prison, for an article on the 
Internet that accused the prime minister 
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Faisal fights her corner 


of profiting from a decree doubling car- 
insurance rates. 

Ms Faisal's case won support that 
ranged from former prime ministers to 
Islamists, whose newspaper, Sabil, for 
the first time backed a female politician. 
After three months in prison, the king 
last week decreed her pardoned of her 
conviction, though not of her crime. Ms 
Faisal is now receiving well-wishers she 
hopes to turn into a new political force. 

Officials say that the new security 
measures are the price for stability in 
troubled times. Palestinian-born Jordani- 
ans, who comprise the majority, are rest- 
less at what they see as the king's lack of 
support for their kin. Jordanian Islamists 
are said to have returned from Afghani- 
stan to plot attacks on western 
Even so, it is a worry that the king has 
nobody to counter-balance the advice he 
gets from his intelligence men. 


fusion between the executive and the judi- 
ciary (the report points out the close 
linguistic link between the two in Arabic); 
constraints on the media and on civil soci- 
ety; and a patriarchal, intolerant, some- 
times suffocating social environment. 

The area is rich in all the outward trap- 
pings of democracy. Elections are held and 
human-rights conventions are signed. But 
the great wave of democratisation that has 
opened up so much of the world over the 
past 15 years seems to have left the Arabs 
untouched. Democracy is occasionally of- 
fered, but as a concession, not as a right. 

"The transfer of power through the bal- 
lot box is not a common phenomenon in 
the Arab world," the report says politely. 
Moreover, senior public servants, from 
ministers down, are seldom appointed 
solely on the basis of merit. People are 
given jobs not because of whatthey know, 
but because of whom they know. The re- 
sult, all too often, is an unmoving, unre- 
sponsive central authority and an incom- 
petent public administration. 

Freedom of expression and freedom of 
association are both sharply limited. The 
report quotes Freedom House, an Ameri- 
can-based monitor of political and civil 
rights, in recording that no Arab country 
has genuinely free media, and only three 
have "partly free". The rest are not free. 

Civil society, in the Arab world, has a 

terribly long way to go. NGOs are hobbled 
by legal and administrative obstacles laid 
in their path by authorities deeply suspi- 
cious of what they might beup to. But they 
also suffer from internal weaknesses, of- 
ten getting their money either from foreign 
sources, which adds to the suspicions, or 
from the government, which defeats the 
object of their creation. 
* Knowledge. “If God were to humiliate a 
human being," wrote Imam Ali bin abi Ta- 
leb in the sixth century, "He would deny 
him knowledge." Although the Arabs 
spend a higher percentage of GDP on edu- 
cation than any other developing region, it 
is not, it seems, well spent. The quality of 
education has deteriorated pitifully, and 
there is a severe mismatch between the la- 
bour market and the education system. 
Adult illiteracy rates have declined but are 
still very high: 65m adults are illiterate, al- 
most two-thirds of them women. Some 
10m children still have no schooling at all. 

One of the gravest results of their poor 
education is that the Arabs, who once led 
the world in science, are dropping ever fur- 
ther behind in scientific research and in in- 
formation technology. Investment in re- 
search and development is less than 
one-seventh of the world average. Only 
0.6% of the population uses the Internet, 
and 1.2% have personal computers. 

Another, no less grave, result is the 
dearth of creativity. The report comments 
sadly on the severe shortage of new writ- 
ing, and, for instance, the decline in the » 
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film industry. Nor are foreign books much 
‘translated: in the 1,000 years since the 
‘reign of the Caliph Mamoun, say the au- 
“thors, the Arabs have translated as many 
“books as Spain translates in one year. 
-e Women's status. The one thing that ev- 
-ery outsider knows about the Arab world 
“is thatit does not treat its women as full cit- 
"izens. The report sees this as an awful 
waste: how can a society prosper when it 
-stifles half its productive potential? After 
ll, even though women's literacy rates 
yave trebled in the past 30 years, one in ev- 
sry two Arab women still can neither read 
nor write. Their participation in their 
ountries' political and economic life is the 
owest in the world. 
Governments and societies (and some- 
mes, as in Kuwait, societies and par- 
imentarians are more backward than 
heir governments) vary in the degrees of 
_ bad treatment they mete out to women. 
- But in nearly all Arab countries, women 
- suffer from unequal citizenship and legal 
~ entitlements. The UNDP has a “gender- 
empowerment measure" which shows 
-the Arabs near the bottom (according to 
_ this measure, sub-Saharan Africa ranks 
"even worse). But the UN was able to mea- 
“sure only 14 of the 22 Arab states, since the 
-necessary data were not available in the 
others. This, as the report says, speaks for 
itself, reflecting the general lack of concern 
zin the region for women's desire to be al- 
lowed to get on. 





















Why it all went wrong 
^A country can have one or two of these 
deficits, says Clovis Maksoud, a respected 
Egyptian involved in the report's prepara- 
tion, and still surge ahead. Singapore, for 
- instance, manages to prosper without of- 
~ fering much political freedom. It is when a 
country or a region suffers from all three 
- deficits that it is in such a bad way. 
There are no clear historical reasons 
why it has turned out like this. The prior- 
ity, in the years after the second world war, 
was to get rid of the western powers that 
were still ruling much of the region either 
directly or through proxies. The emphasis 
"was on national liberation, not on individ- 


















ual liberty. Nationalism was drummed 
into people, leaving little room for 
thoughts of personal freedom. 

But when the imperialists were gone, 
the new independent governments often 
aped their old colonial administrations 
(not the European governments behind 


these administrations) by adopting their 


characteristics of extreme centralisation, 
very little separation of power between 
different branches of government, and a 
generally paternalistic attitude. The late 
Anwar Sadat even used to address the 
Egyptian people as *my children". 

The Arab authors of the survey avoid 
making the Arab-Israeli conflict either a 
cause of, or an excuse for, their region's 
failings. The report contains references to 
the particular circumstances of the Pal- 
estinians living under occupation or as ref- 
ugees, and its overview has a section that 
refers to the pall cast by the conflict over 
the political and economic life of the entire 
region. And, indeed, the business with Is- 
rael, in particular Israel's occupation of Pal- 
estine, is a severe distraction. It absorbs 
much-needed energy, and its effect is to 
turn people's thoughts, yet again, from 
individualliberty to nationalliberation. 

Blaming outside intervention for the re- 
gion's sorrows is not as fashionable as it 
was during the cold war. But it still has 
some validity. Since September 11th, for in- 
stance, outside events have provided 
authoritarian rulers with an excuse to get 
away with doing some pretty nasty things, 


particularly if done to Islamist 


issidents. 
Syria, for instance, is usually prominent on 
America's list of outcast states. But right 
now its security services are engaged in 
questioning an alleged al-Qaeda leader 
under torture, with America's tacit ap- 
proval and encouragement. 

Restrained about Israel, the report has 
other, no doubt less voluntary, con- 
straints. The Arab countries are a remark- 
ably heterogeneous lot. Little, for instance, 
links secular Tunisia and Islamic Saudi 
Arabia except for their common refusal to 
give a dissident voice a hearing. But the re- 
port—and this is both its strength and its 
weakness-takes the region as a whole, sel- 
dom differentiating between countries. 

The tables at the end give the game 
away by showing how individual Arab 
states are ranked on several delicate issues. 
But the text studiously avoids specificity, 
except to point out where some country or 
other is doing rather better. It is remarked 
upon, for instance, that Kuwait and Qatar 
have allowed reasonably free elections to 
national assemblies, and that Jordan and 
Egypt have made advances towards equal- 
ity of the sexes (but see the box on the pre- 
ceding page for Jordan's back-treading on 
democracy and civil rights). 


Do not search or question 

The most delicate issue of all, again care- 
fully skirted by the authors of the report, is 
the part that Islam plays in delaying and 
impeding the Arab world's advance to- 
wards the ever-receding renaissance that 
its intellectuals crave. One of the report's 
signed articles explains Islam's support for 
justice, peace, tolerance, equilibrium and 
all good things besides. But most secular- 
ists believe that the pervasive Islamisation 
of society, which in several Arab countries 
has largely replaced the frightening mili- 
tancy of the 1980s and early 19905, has 
played a significant part in stifling con- 
structive Arab thought. 

From their schooldays onwards, Arabs 
are instructed that they should not defy 
tradition, that they should respect author- 
ity, that truth should be sought in the text 
and not in experience. Fear of fawda 
(chaos) and fitna (schism) are deeply en- 
grained in much Arab-Islamic teaching. 
"The role of thought", wrote a Syrian intel- 
lectual “is to explain and transmit...and 
not to search and question." 

Such tenets never held back the great 
Arab astronomers and mathematicians of 
the Middle Ages. But now, it seems, they 
hold sway, discouraging critical thought 
and innovation and helping to produce a 
great army of young Arabs, jobless, un- 
skilled and embittered, cut off from chang- 
ing their own societies by democratic 
means. Islam at least offers them a little 
self-respect. With so many paths closed to 
them, some are now turning their danger- 
ous anger on the western world. $8 
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India 


The irresistible rise of L.K. Advani 


DELHI 


India’s leading Hindu demagogue moves a step closer to the top 


TAL BEHARI VAJPAYEE, India’s prime 
minister, this week performed his 
most sweeping ministerial reshuffle since 
coming to power four years ago, swapping 
the foreign-affairs and finance portfolios 
of Jaswant Singh and Yashwant Sinha, and 
strengthening the leadership of his Bhara- 
tiya Janata Party (BJP). But it is another ap- 
pointment that could have longer-term po- 
litical significance for India, notto mention 
for Pakistan and the wider world. The ele- 
vation of L.K. Advani (pictured left, with 
Mr Vajpayee), the home minister and Mr 
Vajpayee's long-time political comrade 
and rival, to the additional post of deputy 
prime minister is a milestone. 

Mr Advani's promotion and the lack of 
dissent from the ruling coalition appears to 
mean that the coalition's members have 
accepted him as the prime ministerial heir 
to Mr Vajpayee, who is 77 and has visibly 
aged in the past couple of years. This is a 
coup of sorts for Mr Advani, who is univer- 
sally seen as the government's leading 
Hindu-nationalist hardliner, a reputation 
he first earned ten years ago when he led a 
movement that demolished an ancient 
mosque on à disputed religious site in 
Ayodhya, sparking widespread riots. 

Although Mr Advani has since said that 
he regrets the demolition, there is little 


doubt that if the government were not 
constrained by its coalition partners, he 
would have wanted it to implement the 
BJP's Hindutva (^Hinduness") agenda. This 
would include rebuilding a Hindu temple 
at Ayodhya and reversing laws that favour 
India's 12% Muslim minority. A few weeks 
back, Mr Advani caused alarm by threaten- 
ing Pakistan with dismemberment, as in 
1971. And he has several times clashed 
with Mr Vajpayee recently, with Mr Ad- 
vani generally on the side of intransigence 
towards Pakistan and India's Muslims. 

The nervous will see this week's ap- 
pointment as a sign that the government is 
swinging to the right and that the ByP will 
notin future be prepared to see its hawkish 
Hindu nationalism tempered by political 
allies. Optimists argue that, for the time be- 
ing at least, things will not work out like 
that. Mr Advani is ambitious. He has been 
softening his hardline image and trying to 
play down his rivalry with Mr Vajpayee. 
This week, at his boss's request, he per- 
suaded Narendra Modi, the BjP ideologue 
who is chief minister of Gujarat, where 
2,000 people died in Hindu-Muslim riots 
in April, to postpone a controversial yatra, 
or tour of the state, that would almost cer- 
tainly have exacerbated already deeply 
worrying religious tensions. 
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No one believes that Mr Advani—seen 
in the BjP as Mr Vajpayee's undisputed 
successor as party leader—has really tem- 
pered his nationalist fervour. But he has 
been careful to make himself appear more 
acceptable to the Byp’s coalition allies. 
They must reckon that he is here to stay. Al- 
though only three years younger than Mr 
Vajpayee, he has led a more ascetic life, giv- 
ing him a leaner and sharper look. By con- 
trast, Mr Vajpayee is not expected to re- 
main in active politics much beyond the 
next general election, due by mid- to late 
2004- if he lasts that long. 

Mr Vajpayee's administration has any- 
way been in urgent need of a facelift. Its de- 
feats in elections and its failure to quell the 
Gujarat riots have helped the opposition 
Congress Party to look nationally credible 
again after six years in the doldrums. As 
well as promoting Mr Advani, this week's 
cabinet reshuffle is intended to reverse that 
trend in elections over the next 18 months 
in Delhi, Madhya Pradesh and Rajasthan, 
as well as in troubled Gujarat. 

The Singh-Sinha job swap is, at first 
glance, puzzling. Both men have had their 
posts since 1998, when the coalition first 
came to power. Mr Sinha needed to be 
moved because he had failed to win much 
support for reform. This forced him to wa- 
ter down some of the main proposals in 
his five annual budgets, and he was 
blamed for adding to the BJP's unpopular- 
ity this year when tax increases hit the 
middle classes. Though presiding over 
some serious financial-market liberalisa- 
tion, including opening up the insurance 
sector, he has failed to tackle the growing 
fiscal deficit and a stream of market scams. 


By contrast, Mr Singh has been» 


> acclaimed as one of India's most effective 
foreign ministers, maintaining a strong 
stand through India's peace bids and crises 
with Pakistan, and transforming relations 
with America, where he became popular 
with senior officials in both the Clinton 
and Bush administrations. 

Mr Sinha's logical replacement would 
have been one of the government's youn- 
ger members, probably Arun Shourie, 
who has been a successful privatisation 
minister. But Mr Shourie was regarded as 
too insensitive a reformer. Mr Singh, Mr 
Vajpayee's first choice for finance in 1998, 
emerged as a logical fall-back. It then made 
sense to replace him with Mr Sinha. 

This compromise may yet work out rea- 
sonably well for Mr Vajpayee. He now has 
a staunch ally in charge of the finance min- 
istry. He can also call the shots on foreign 
policy through Brajesh Mishra, his na- 
tional security adviser. But all this sup- 
poses that the fast-rising Mr Advani is con- 
tent for the present to be a co-operative 
deputy prime minister, holding his in- 
stincts in check and refraining from en- 
couraging the hardline Hindu nationalists 
behind the scenes. That is probably going 
to be the tricky bit. = 


Pakistan 


Constitutional 
quagmire 


LAHORE 
General Musharraf's plans for Pakistan 
are leading him deeper into trouble 


Hew do you safeguard democracy in 
Pakistan? By enshrining the army in 
politics. Or so contends General Pervez 
Musharraf. In the last ten days, the presi- 
dent has proposed sweeping constitu- 
tional amendments which, if accepted, 
would transform Pakistan’s Westminster- 
style prime-ministerial system into a presi- 
dential one in all but name, and empower 
him to lord it over the country for many 
years to come. 

Among the powers the general covets 
are the right to appoint anyone from par- 
liament as prime minister regardless of 
whether he or she commands a majority 
at the time; the right to fire the prime minis- 
ter and/or the cabinet and parliament; the 
right to nominate provincial governors 
with powers similar to the president's in 
relation to the elected chief ministers and 
provincial parliaments; and the chairman- 
ship of a ten-man National Security Coun- 
cil comprising himself and the prime min- 
ister, the four provincial chief ministers, 
the three service chiefs and the chairman 
of the Joint Chiefs of Staff. 

Meanwhile, steps are being taken to en- 
sure that general elections scheduled for 


early October yield a pliant, pro-Mushar- 
raf parliament, which will nod through all 
these amendments with the requisite two- 
thirds majority. A series of new laws pro- 
mulgated this week should help here. 

For example, politicians who have 
been convicted on any count from bank- 
loan default to terrorism are barred from 
standing, even if such convictions have 
been handed down by special “account- 
ability” or anti-terrorist courts in their ab- 
sence. This is aimed at the three most pop- 
ular party leaders; ex-prime ministers 
Benazir Bhutto (of the Pakistan People’s 
Party, or PPP) and Nawaz Sharif (Muslim 
League), and Mr Altaf Hussain, who heads 
the Muttahida Qaumi Movement, which 
has an electoral lock on Karachi and other 
urban areas of Sindh. These leaders also 
fall foul of another law requiring their par- 
ties to hold internal elections within two 
months-disqualifying any “convicts”. 

Meanwhile, efforts are under way to 
use the intelligence agencies to “persuade” 
electable candidates to leave these parties 
and join the general's camp. Some say the 
government is hoping to provoke the main 
parties into boycotting the polls so that it 
can then hold “non-party” elections and 
help its own candidates win. 

The opposition is not taking this lying 
down. Ms Bhutto is threatening to return 
from exile in Dubai next month and act as 
a focus for opposition. The Alliance for the 
Restoration of Democracy, which includes 
all the main opposition parties, is gearing 
up to stage rallies. Petitions are being filed 
almost every day before the courts chal- 
lenging the proposed constitutional 
amendments and the new laws. The Su- 
preme Court ruled in 1999 that General 
Musharraf could amend the constitution 
only in order to govern until the elections 
but could not change its basic structure. 
That is why he so desperately needs a 
friendly parliament. 

If it looks as though General Musharraf 
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cannot achieve one, some analysts believe 
he might postpone the elections rather 
than live with a hostile chamber. Yet even 
if he does get his way, there is no assurance 
his system will be sustainable. Pakistanis 
note the growing similarities between 
General Musharraf's plans and General 
Zia ul Haq's of almost 20 years ago. Gen- 
eral Zia attempted a similar constitutional 
upheaval in 1985, held elections which 
were boycotted by the PPP, and nomi- 
nated a compliant prime minister. Three 
years later, however, the system broke 
down when the supposedly loyal parlia- 
ment and prime minister turned against 
him, and he responded with absolute rule. 
Is this what lies in store for Pakistan? m 


Afghanistan 
Taking lives, losing 
friends 


By mistakenly killing Afghan civilians, 
America has harmed its cause 


N JULY 1st, in the southern province 

of Oruzgan, an Afghan wedding cele- 
bration turned into a funeral. While con- 
ducting an operation against Taliban and 
al-Qaeda remnants, American forces, ac- 
cording to the Afghan government, killed 
at least 40 civilians and injured another 
100, including many women and children. 
In one of the four villages said to have 
been hit during the operation, guests at a 
wedding party were killed. 

What exactly happened remains un- 
clear. The wedding victims appear to have 
been shot by heavy cannon fire from one 
of the coalition aircraft. Afghan officials 
have said that guests were firing into the 
air-an Afghan tradition at weddings- 
which was misinterpreted as enemy fire. 
According to American spokesmen, how- 
ever, the pilots felt they were being tar- 
geted by sustained anti-aircraft fire and 
that senior Taliban were sheltering in the 
village. 

During a two-day operation in the area, 
coalition planes had reportedly attacked 
what appears to have been legitimate tar- 
gets, including an anti-aircraft gun, and a 
total of seven 2,000lb bombs were 
dropped in a cave and tunnel complex. 
One bomb did go astray, but it seems to 
have landed on an unpopulated area. Af- 
ghan officials and American military per- 
sonnel have flown to Oruzgan to investi- 
gate. In the meantime, the UN is organising 
relief, and some of the injured children 
have been transferred to a coalition air- 
base for treatment. 

While supporting efforts to root out 
what may be left of al-Qaeda in Afghani- 
stan, the Afghan government has strongly » 
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> criticised what it perceives as carelessness 
from the American-led coalition. President 
Hamid Karzai called on American-led 
forces to apply themselves more earnestly 
to avoiding civilian casualties and to check 
intelligence reports more carefully before 
taking offensive action. Abdullah Abdul- 
lah, the foreign minister, says there is no 
reason why Afghan civilians should suffer 
as a result of the campaign against al- 
Qaeda. 

This is by no means the first American 
mistake since the war's end in which inno- 
cent Afghan civilians have died. About 
twenty Afghan civilians were killed dur- 
ing a special forces raid in January, also in 
Oruzgan province. And in April an Ameri- 


North Korea, South Korea and America 


can aircraft killed four Canadian soldiers. 
Donald Rumsfeld, the American de- 
fence secretary, calls mistakes of this kind 
unavoidable. “There cannot be the use of 
that kind of firepower and not have mis- 
takes, and errant weapons exist. It's going 
to happen. It always has and I'm afraid ital- 
ways will." But this is a high price for Af- 
ghans to pay while the coalition is having 
only limited success against al-Qaeda 
fighters, most of whom are believed to 
have crossed into Pakistan. So far, coalition 
troops have had little to show for their ef- 
forts besides uncovering weapon caches. 
Accidents such as this week's can only be 
good news for those determined to drive 
foreign troops out of Afghanistan. m 
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The dead are not the only casualties 


After yet another naval clash, talks are off, again 


T LEAST four South Korean sailors dead 
and 19 injured, and a frigate sunk by 
North Korean gunfire; some 30 North Kore- 
ans killed or injured by South Korea's re- 
turn fire. These are not the only casualties 
of the clash on June 29th, the worst in three 
years, between North and South Korean 
naval vessels in the Yellow Sea, off the pen- 
insula's west coast. 

Mounting public anger this week at 
North Korea's latest military provocation 
led the South's president, Kim Dae Jung, 
usually bent on engagement with the 


North,to demand an apology in unusually 
strong terms. The defence minister wants a 
stiffening of the rules of engagement, to al- 
low South Korean ships to open fire first at 
intruding North Korean vessels that ignore 
their warning shots. Plans to ship large 
quantities of surplusrice to the North have 
been put on hold, and new business con- 
tacts postponed. And on July 2nd, America 
announced that it would not send a senior 
official to visit Pyongyang next week, as 
had been planned. 

The visit by James Kelly, an assistant 
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secretary of state, was to have restarted 
talks between the United States and North 
Korea that had been suspended ever since 
the Bush administration took office early 
last year. Might this new opening have 
been the intended target of the Yellow Sea 
incident? If so, it would not be the first 
time that hardliners in North Korea's 
armed forces had torpedoed the dip- 
lomats. America's decision to send the 
more senior Mr Kelly, rather than the ad- 
ministration's usual point man on North 
Korea, Jack Pritchard, was a signal to the 
North that it wants real results. 

But that may be part of the problem. 
America's agenda for such talks includes a 
halt to North Korea's missile sales; the 
need for North Korea to demonstrate full 
compliance with a 1994 agreement that of- 
fers it two western-designed nuclear- 
power reactors and fuel oil in return for a 
verifiable end to its plutonium production 
and a return to full compliance with the 
Nuclear Non-Proliferation Treaty; discus- 
sion of confidence-building measures to 
reduce the risk of military conflict; and bet- 
ter ways to monitor food aid donated 
through the uN's World Food Programme 
to alleviate hunger in the North. All are su- 
per-sensitive issues in prickly North Korea. 
But if the Yellow Sea clash was a deliberate 
effort by hardliners to scupper new talks, 
they have allies of a sortin Washington. 

Debate smoulders there over how hard 
to press North Korea and how quickly, 
once talks resume. Earlier this year, the ad- 
ministration refused to certify that North 
Korea was in full compliance with the 1994 
nuclear agreement, but then issued a 
waiver to allow oil deliveries to continue. 
That was another sort of warning shot, say 
some hardline officials: that unless North 
Korea lets international inspectors in soon 
to check on its past plutonium dabbling, 
the whole agreement will unravel. The in- 
spectors will need at least three years to 
complete this work, they point out. Since 
this must be done before the nuclear com- 
ponents of the new reactors can be de- 
livered, and since delivery is scheduled for 
2005, the checks must begin now. 

Others demur: if North Korea wants to 
put off inspections until the last minute, 
the project will indeed be delayed further 
and put in some doubt. But why look for 
an unnecessarily early crisis when there is 
a chance to open discussions with North 
Korea on America's full agenda? 

The hawks remain unconvinced. Ac- 
tual construction work on the reactors is 
due to start next month. The first of several 
hundred North Korean engineers who are 
due to be trained to operate them arrived 
recently in South Korea. But why transfer 
nuclear knowledge to a country that has 
more than earned its place in President 
George Bush's axis of evil, ask critics. 
North Korea's latest naval spat is unlikely 
to have improved its evil reputation. = 
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China’s Three Gorges’ project 
Dam shame 


FENGJIE COUNTY 
What happens to the villagers who dare 
to protest 





MONGOLIA 4 — 
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I THE village of Yaowan on the northern 
bank of the Yangtze River, some resi- 
dents are dreading the imminent arrival of 
the demolition teams that will flatten their 
settlement and force its occupants to move 
elsewhere. Yaowan is one of hundreds of 
villages and dozens of towns that will be 
flooded after the world's biggest hydro- 
electric dam blocks the Yangtze at the bot- 
tom of the scenic Three Gorges in June next 
year. Many in the reservoir area, 600km 
(375 miles) long, complain that the govern- 
ment's resettlement programme is unfair 
and plagued by corruption. Yaowan's citi- 
zens are particularly angry. 

In late May, hundreds of Yaowan's in- 
habitants gathered to protest against what 
they say is the government's failure to 
compensate them adequately for the loss 
of their land and houses. They blocked 
traffic attempting to pass through the vil- 
lage, which lies on a main road running 
through Fengjie County at the entrance to 
the gorges. Elderly villagers sat on rocks 
placed in the middle of the road, until the 
authorities lost patience. 

The governmentis fearful of unrest that 
could cast more doubt over the controver- 
sial project and complicate the task of re- 
locating more than 1.2m people, or per- 
haps as many as 2m according to some 
Chinese experts. Criticism of the project is 
rarely allowed to appear in China's state- 
controlled media. But in 1999 a Chinese ac- 
ademic wrote in a leading journal that the 
resettlement of reservoir-area inhabitants 
could become “an explosive social pro- 
blem, a source of constant social instabil- 
ity in our country for the first half of the 
next century." 

It already is a huge social problem. A 
scarcity of arable land means many of 
those resettled will have to move far from 
their homes. The finance ministry has rec- 
ommended relocating them to sparsely 
populated areas such as Tibet and Xin- 


jiang, which will fuel anti-Chinese senti- 
ment among ethnic minorities in those ar- 
eas. Compensation payments are 
woefully inadequate and much of the lit- 
tle that is available is drained away by cor- 
ruption. The government admitted two 
years ago that some $58m of resettlement 
money, out of $2.1 billion then allocated, 
had been misappropriated. 

But the government does not want 
evacuees airing their grievances in public. 
Early last year, the authorities arrested 
four farmers in Yunyang, in the next 
county upriver from Fengjie, who had 
complained to foreign journalists about 
corruption among officials in charge of re- 
settlement. The farmers were accused of 
leaking state secrets. 

In Yaowan village, hundreds of police 
and paramilitary troops were deployed to 
stop the protests. Participants say the prot- 
ests were peaceful. Officials say some vil- 
lagers violently resisted attempts to dis- 
perse them. The police detained more than 
a dozen people, of whom villagers say 
nine remain in custody. They say the po- 
lice are still looking for organisers. “We 
don’t dare to speak out,” says one villager. 
“If we do, we'll be arrested.” 

Protests such as those in Yaowan could 
become more frequent in the coming 
months as the resettlement process moves 
into high gear. Between the start of the 
Three Gorges dam construction in 1993 
and the end of last year, 458,000 people 
were moved. This year alone, another 
148,000 will have to relocate. The aim is to 
complete the process by the end of the 
year, including the demolition of build- 
ings beneath the reservoir's initial water 
level. But even though demolition teams 
have already reduced much of the riparian 
settlement between the dam site and 
Chongqing, at the head of the reservoir- 
to-be, there is much work to be done. 

The government tried to create a sense 


The gathering flood 
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of urgency in January by organising televi- 
sion coverage of the dynamiting of Fengjie 
County’s government headquarters in 
Yongan and a disused power station. But 
much of Yongan is still standing. Its narrow 
streets, known as a haunt of some the na- 
tion’s most famous classical poets, still 
teem with life. Its decades-old rubbish tips 
have yet to be moved, if they ever will be. 
A Chinese newspaper said in a forthright 
report in February that the reservoir, filled 
with refuse, could breed disease. 

Much of the new county seat, high 
above the river, is still a building site, 
though government and Communist 
Party organs have already occupied their 
lavish new offices and a few senior offi- 
cials have moved into luxury five-bed- 
room apartments overlooking the river— 
suspiciously comfortable given that Feng- 
jie is relatively poor. Most of Fengjie's 
urban residents will end up with better 
housing. But the compensation scheme 
provides free housing only up to the same 
size as residents’ cramped homes. Since 
most of the new accommodation is bigger, 
residents have to pay premium prices for 
the additional floor space. “Ordinary peo- 
ple have to spend a lifetime’s savings for a 
new place,” says the manager of a Fengjie 
removal company. 

But the dam-builders are not holding 
back. On July 1st, the Chinese Communist 
Party's 81st birthday, the last coffer-dam 
protecting the dam itself from the full 
might of the Yangtze river was blown up, 
two months ahead of schedule. One of the 
dam's most vocal critics, Dai Qing, who 
once worked on a leading state newspa- 
per, says that in spite of the project's many 
drawbacks, many officials see it as a way 
of lining their pockets. She laments that 
some former officials have already ac- 
quired enough money to move abroad, 
leaving the dam and its problems for oth- 
ers to deal with. m 








Corporate scandals and politics 


The backlash against business 


WASHINGTON, DC 


Corporate malfeasance is on the verge of becoming a big political issue—even 


though the public hardly cares about it yet 


OMESTIC matters have failed to exert 

much of a hold on American politics 
since the destruction of the World Trade 
Centre. The vanishing budget surplus, 
campaign-finance reform and the rest 
have come and gone, leaving not a wrack 
behind. Yet disintegrating confidence in 
corporate America will surely be different. 
This week, it reached even the door of 
George Bush himself. 

Following the revelation that worthless 
WorldCom had padded its accounts to the 
tune of $3.9 billion—which itself followed 
a series of other scandals dating back to 
the collapse of Enron-Mr Bush put him- 
self at the head of a parade of outrage de- 
manding a measure of responsibility from 
corporate executives. He interrupted the 
G8 summit in Canada to complain about 
balance-sheet shenanigans. He gave a ra- 
dio address demanding that executives 
should be criminally liable if they give in- 
tentionally misleading information. Next 
week he will give a big speech on Wall 
Street to explain more policies. 

His rhetoric already marks a change. 
After the Enron affair, Mr Bush talked 
about a few “bad apples”. Now he is talk- 
ing about threats to "our entire free enter- 
prise system". His change was necessary 
not just because of the mess (to suffer one 
business scandal may be regarded as a 
misfortune; to suffer eight looks worse 


than careless), but also because the scan- 
dals have dangerously reinforced the idea 
that Republicans are soft on business. 

Although the WorldCom affair has 
nothing to do with political corruption 
(the company did not seek government 
help, as Enron did), it certainly smacks of 
corporate corruption. That is the stick 
Democrats are beating Republicans with. 
They sneer that the president's rhetoric 
about tackling white-collar fraud is belied 
by his earlier reluctance to give the Securi- 
ties and Exchange Commission (sEC) 
more money. The leader of the Senate, 
Tom Daschle, has incredulously con- 
trasted the Republicans' current outrage 
with their earlier deregulatory fervour. 
Most alarmingly, eyes are turning to the 
president's own business record. The SEC 
investigated some of his share dealings in 
1990-91, when Mr Bush, then on the board 
of Harken Energy Corporation, took 34 
weeks to give "timely" notice of an 
$848,560 stock trade, made a week before 
bad news was disclosed. 

The outrage has already revived a bill 
on accountancy reform that had appeared 
dead in the Senate only two months ago. 
The bill, sponsored by Paul Sarbanes, a 
Democrat from Maryland, would create 
an independent regulatory board to set 
book-keeping standards, limit accoun- 
tants' consultancy work, discipline dodgy 
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auditors and prevent a senior auditor from 
working with a public company for more 
than five years. Mr Daschle says the Senate — 
will vote on the bill next week and fore > 
casts it will pass by a landslide. Wi 

Weirdly, the outrage in Washington is. 
not matched by any surge in public opin = 


ion about the issue. There are some signs > 


of change. Mr Bush's ratings for handling _ 
the economy have begun to fall, from 60% 
in January to 53% now. Polls also show ris: 
ing concern about the quality of financial 
information. In March, a third of respon- 
dents thought the problem was confined 
to a few isolated cases—the "bad apples" 
theory. Now fewer than a quarter do, and 
at least two-thirds say they think most — 
companies tell lies. Talk radio, cable televi- = 
sion and other barometers of grass-roots 
political opinion have become incensed. 

On the other hand, Mr Bush's overall 
ratings remain stratospheric. A poll by Stan =- 
Greenberg (a former adviser to Al Gore) . 
found people still think Republicans do a 
better job of handling the economy than 
Democrats, though they trust Democrats 
more to crack down on fraud. 

Corporate ethics hardly figures in the 
mid-term elections yet. True, the fiercely 
competitive race in Mississippi's third dis- 
trict has become a battle of blame be- 
tween Chip Pickering, the Republican in- 
cumbent, and Ronnie Shows, a 
congressman from a neighbouring district 
who accuses Mr Pickering of being too 
close to the disgraced WorldCom, which is 
based in the district. But that is a special 
case. Elsewhere, corporate ethics ranks 
well below other issues. 

Karlyn Bowman, an observer of social 
trends at the American Enterprise Institute 
(AED), argues there has been no break in the 


overall pattern of attitudes to business as a »» 





> whole. For the past 20 years, 55-65% of the 
country has expressed “some confidence” 
in those running big businesses; 10-25% ex- 
press a great deal of confidence. The num- 
bers are now towards the lower end of 
those ranges—a decline in confidence, but 
no backlash against business. 

So is the current business-bashing in 
Washington just a short-term craze? It is 
possible. The economy still looks reason- 
ably healthy. Share prices are falling, but 
still hover above the point at which Alan 
Greenspan worried about “irrational exu- 
berance”. The bubble is deflating rather 
than bursting. Meanwhile, both sides have 
political reasons of their own for not ramp- 
ing up the rhetoric much further. The 
White House has to balance the need for 
good business ethics against the risk of 
panicking the markets. The Democrats fear 
regaining their reputation, so painstak- 
ingly shrugged off in the Clinton era, of be- 
ing hostile to business. 

That said, there are reasons for thinking 
the worries about corporate America will 
not conveniently go away. To begin with, 
there may be a lag in the public response. 
The scandals at WorldCom, Adelphia, 
Tyco and the rest may simply be too recent 
to have had their full effect yet. 

Next, it is almost impossible to believe 
that all the bad business news has now 
come out. Most of the misbehaviour 
seems to be related in some way to the 
huge incentives Wall Street provided in the 
past decade for reporting rising earnings 
quarter after quarter (or rather, earnings 
that exceeded ever-rising expectations). 
The half dozen firms which responded to 
this incentive by cooking their books can- 
not be the only ones. The likelihood is that 
many more will emerge: as Norm Ornstein 
of the AEI points out, public prosecutors 
and the press have incentives of their own 
to find more malefactors of great wealth. 

And if so, that would surely affect 
America's electoral politics. Bill McInturff, 
the head of a Republican polling outfit, 
Public Opinion Strategies, argues that over 
time a president's approval rating is gener- 
ally about 20 percentage points above the 
number of people saying the country is on 
the right track, which in turn is strongly in- 
fluenced by consumer confidence. At the 
moment, Mr Bush's 70% standing is both 
exceptionally high and 20 points above 
the right-track question. Since 1945, only 
three presidents have approached this sort 
of approval just before a mid-term elec- 
tion, and their parties did well in all of 
them. But consumer confidence, as mea- 
sured by the University of Michigan index, 
fell almost 4.5 points in June. 

A few more corporate scandals and a 
further decline in the stockmarket and the 
dollar could well push down both the 
right-track measure and Mr Bush's stand- 
ing. At that point, the Republicans would 
bein real trouble. The economy, too. m 
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The retirement of J.C. Watts 


Ave atque vale 


WASHINGTON, DC 


A black Caesar meets his Ides of July. Was Tom DeLay his Brutus? 


EORGE BUSH spent the week trying to 

put the compassion back into his con- 

servatism, speaking about school vouch- 

ers in Cleveland and welfare reform in Mil- 

waukee. Back in Washington, pc, the 
"compassion agenda" suffered a blow. 

On July 1st, J.C. Watts, the only black in 
the Republican caucus, announced that he 
plans to retire in November. Mr Watts, 
whose initials stand rather wonderfully 
for Julius Caesar, was the poster-boy of Mr 
Bush's inclusive Republicanism: a star uni- 
versity quarterback who became chair- 
man of the House Republican Conference, 
the fourth-highest office-holder in the con- 
gressional hierarchy. 

The Republicans wheeled out the artic- 
ulate Mr Watts whenever they needed to 
show a bit of diversity. He delivered the re- 
buttal to Bill Clinton's state-of-the-union 
address in 1997. Mr Bush gave him a lead- 
ing role in his multicultural convention in 
2000. None of the six black Republicans 
running for election this year stands much 
of a chance. (The Democratic caucus cur- 
rently has 38 blacks, though none are in 
leadership positions.) 

Why is he going? Mr Watts gives family 
reasons—he has a wife and five children. 
And commuting between Oklahoma and 
Washington is a pain. A forthcoming book, 
"What Colour is a Conservative?", may 
give him a chance to launch a new career 
as a black Bill Bennett, the man who went 
from being Ronald Reagan's education 
secretary to becoming a watchdog of 
"American values". 


But there are also political reasons for 
his departure. Mr Watts, who was first 
elected to Congress in 1994 as part of Newt 
Gingrich's conservative revolution, lost a 
power struggle with Tom DeLay, the ma- 
jority whip (and number three in the hi- 
erarchy). Mr DeLay has sewn up his acces- 
sion to the number-two position, the 
majority leadership, which is being va- 
cated by Dick Armey's imminent retire- 
ment; and he also seems to have made 
sure that his current job will go to one of 
his lieutenants, Roy Blunt, not Mr Watts. 

Mr Watts is also bitter about the admin- 
istration's decision to discontinue the Cru- 
sader, an army gun which is made in his 
constituency. He is angry that the Bush ad- 
ministration singularly failed to consult 
him or give him warning of the decision. 

Mr Watts's retirement will spark off one 
of the fiercest congressional battles in the 
country. Although he would have walked 
into his fifth term, his district-Oklahoma's 
third—is a classic swing seat: known as “lit- 
tle Dixie" because of its historically high 
Democratic registration, but increasingly 
drifting towards the Republican camp. 

Mr Watts is not the only high-profile Re- 
publican who is leaving. The departure 
from the Senate of Strom Thurmond (99) 
and Jesse Helms (80) may have been pre- 
dictable. But the Republicans have been 
shaken by the fact that Phil Gramm and 
Fred Thompson, too, are leaving the Sen- 
ate, and Dick Armey the House. A party 
once keen on term limits is now painfully 
aware of the value of incumbency. m 
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The International Criminal Court 


Right to the brink 


A last-minute reprieve at the UN, butno 
end to hostilities 


ARD cases provoke hard words. The 

United States rejects the jurisdiction 
of the International Criminal Court (1cc), 
and wants its European allies to know it. 
By vetoing the extension of the United Na- 
tions mission in Bosnia, said America's UN 
ambassador, John Negroponte, America 
was demonstrating “just how serious our 
concerns remain" about the *more than 
perplexing" refusal of other countries to 
grant American and other peacekeepers 
on UN operations immunity from pros- 
ecution by the court. That was tantamount 
to "taking hostage the operation in Bos- 
nia", retorted Javier Solana, the European 
Union's foreign-policy chief. 

Justasatemporary extension to the UN 
mandate was due to run out on July 3rd, ef- 
forts to reach a compromise foundered 
and both sides agreed to another 12-day 
breather. Even if an agreement is eventu- 
ally reached, the episode has shaken 
America's European allies. How far is the 
Bush administration willing to go to try to 
kill the court? And how committed is it, 
really, to international peacekeeping? 

After the brinkmanship at the UN this 
week, the answer to the first question, at 
least, seems pretty clear: the American 
government is willing to go much further 
than its allies had expected. The immedi- 
ate effect of a failure to renew the UN man- 
date in Bosnia would have been awkward, 
but not a catastrophe. The European Un- 
ion would have had to scramble to take 
Over a1,500-strong UN force that is training 
local police, a handover which is planned 
for January anyway. Even an American 
withdrawal from all uN peacekeeping op- 
erations would not have been an opera- 
tional disaster. Just 46 American police are 
working under a direct UN mandate in 
Bosnia, and the United States has only 700 
or so people serving in UN peacekeeping 
missions worldwide. 

However, America has not threatened 
to withdraw its personnel from UN mis- 
sions. It has threatened to veto, one by one, 
the missions themselves. In fact, most 
American troops abroad, including those 
in the Balkans, do not operate under UN 
mandates. Nevertheless, an American 
veto of UN peacekeeping would create 
huge headaches for its allies, and under- 
mine the whole concept of international 
peacekeeping generally. 

In a letter this week to Colin Powell, 
America's secretary of state, Kofi Annan, 
the UN general secretary, complained that 
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America's demand "flies in the face of 
treaty law" and risks bringing discredit to 
the Security Council itself. Even if this par- 
ticular quarrel can be patched up, Amer- 
ica's allies must now know itis not the end 
of the story. Some Bush officials not only 
think the creation of the court was mis- 
guided, they loathe it as a prime example 
of international agreements which could, 
some day and in some context, constrain 
America's freedom of action. 

One irony is that most of America's de- 
tailed objections to the court have been ac- 
cepted. Many of America's allies, includ- 
ing Britain and France, fellow permanent 
members of the Security Council and also 
involved in peacekeeping, shared Amer- 
ica's fears of a rogue court. They also 
wished to avoid precisely what they now 
face—unrelenting American hostility to 
the rcc. When Bill Clinton was in the 
White House, accommodation seemed a 
reasonable hope. The Clinton administra- 
tion opposed the rcc treaty, but its negoti- 
ators played a key role in its drafting and, 
just as important, the formulation of the 
detailed rules for the court's operation. 
George Bush put a stop to that in May. 


It can already escape 

The truth of the matter, an awkward fact 
for both the Europeans and the United 
States, is that Mr Clinton's negotiators suc- 
ceeded in inserting so many loopholes 
into the Icc treaty and the court's rules 
that American personnel now have de 
facto immunity. One loophole, which the 
Bush administration will exploitto the full, 
leaves intact the bilateral military agree- 
ments America has with more than 100 
countries, which give America exclusive 
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legal jurisdiction over its soldiers and offi- 
cials. These cannot be breached by the 
ICC. On top of that, they can probably be 
amended explicitly to exclude rcc juris- 
diction (lawyers argue about this, but 
America is likely to win). 

Moreover, American  negotiators 
played a key role in writing the “elements 
of crimes" that fall within the remit of the 
ICC. These cover only "widespread and 
systematic" atrocities-bombing Afghan 
weddings by mistake does not qualify. In 
any case, an atrocity must first be investi- 
gated by national authorities. Only if a na- 
tional government refuses to investigate or 
prosecute, or mounts a sham trial as a 
whitewash (Saddam Hussein can't simply 
acquit himself), would the 1cc be able to 
act. American accusations that the ICC's 
prosecutor will pursue Americans despite 
all these obstacles seem wildly exagger- 
ated. The prosecutor cannot open an in- 
vestigation without the approval of a 
three-judge panel. If the prosecutor and 
the judges all go berserk, the countries that 
have joined the court (most of them Amer- 
ica's allies) can remove them. 

The purpose of the 1cc is to provide a 
permanent forum to put on trial the likes 
of Pol Pot and Mr Hussein, not Americans 
or, for that matter, Europeans. In fact, 
many developing countries have signed 
up to the court precisely to gain some legal 
protection against such monsters. But the 
Europeans argue that, for the court to make 
a credible claim to even-handedness, no 
one can be guaranteed a permanent blan- 
ket immunity from its reach. Nearly all 
America's NATO allies are willing to take 
the infinitesimal risk that this entails. So 
far, the Bush administrationis not. m 
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Troubled youth 


Band on the run 


DES MOINES 
Why do more teenagers seem to be 
running away from home? 


ERY NIGHT, a van cruises the city 
streets, searching parks and abandoned 
buildings for runaways and homeless 
youths. Volunteers implore the adoles- 
cents they find to seek shelter. Failing that, 
they offer “survival packets” and free tele- 
phone calls. This is not Rio de Janeiro or 
Calcutta. Itis Des Moines, lowa. 

Some 7,000 young people ran away 
from home in Iowa last year. (For the inci- 
dent to be counted, a missing-person re- 
port must be filed with the police.) Most of 
those fleeing adolescents returned home 
within 24 hours; many did not. Around 
200 young people are living on the streets 
of Des Moines at any one time, reckons 
George Belitsos, the executive director of 
Youth and Shelter Services, a non-profit 
group. His organisation has offered shelter 
to 453 young people over the past 12 
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Source: Mid-west Longitudinal Study of Homeless Adolescents 





Recycling 
Waste of time 


NEW YORK 


New York's budget punctures a costly green fantasy 


NETS years ago, with much fanfare, 
Rudy Giuliani set up a recycling pro- 
gramme whereby New Yorkers had to 
separate their rubbish into its different 
elements before it got collected. Millions 
of dollars were spent on the advertising 
campaign. Righteous citizens, at the 
mayor's bidding, and under threat of be- 
ing fined, duly separated plastic from 
metal, glass from paper, using colour- 
coded bin bags. At a cost of $40m a year, 
garbage trucks made special runs to pick 
up the various loads. 

It was all very worthy. There was, 
however, a small problem: the lack of 
demand for recycled glass and plastic 
meant that a much of the rubbish des- 
tined for recycling ended up in a landfill, 
just like the rest of the city's waste. 

This expensive operation might well 
have continued were it not for New 
York's fiscal crunch. Battling for every 
dollar, the new mayor, Michael Bloom- 
berg, this week suspended the glass-and- 
plastic part of the programme. Howls of 
protest followed. The mayor got his way 
only after reluctant city councillors 
asked themselves what other cuts could 
save as much money without doing 
more harm. 

Environmentalists say this is the first 
serious rollback of a recycling pro- 
gramme in the United States. More may 
follow, since state and city governments 


months. Half are runaways and half are 
homeless. What is the difference? "They 
become homeless because nobody's look- 
ing for them any more," says Mr Belitsos. 
Of course, Iowa is no different from the 
rest of the country. The National Network 
for Youth reports that 2.8m youths had 
what it euphemistically calls *a runaway 
experience" during the previous year. It is 
hard to say how many of these runaways 
spent long spells on the street. Les Whit- 
beck, a University of Nebraska sociologist, 
reckons that counting the adolescent 
homeless is like trying to count flies in a 
room with the door and windows open. 
Many runaways don't want to be found, 


and, Mr Whitbeck says, they look little dif- 


ferent from other children. 

Looks deceive, however. Mr Whitbeck 
is part of a team from the University of Ne- 
braska that recently produced the Mid- 
west Longitudinal Study of Homeless Ad- 
olescents (MLSHA), based on interviews 
with 455 runaway adolescents in eight 
mid-western cities. The research, which 
began in 2000, with follow-up interviews 


almost everywhere face a financial 
squeeze. Half of the country does some 
sort of recycling, and presumably most 
of it, like New York's, is done at consider- 
able expense. In 1990, recycling diverted 
some 34m tonnes of rubbish away from 
landfills and incinerators. By the end of 
the 19905, that had gone up to 64m 
tonnes. But at what cost to the taxpayer? 

Mr Bloomberg says he is just being 
practical. Under Mr Giuliani, the cost of 
waste-disposal soared—thanks in part to 
Mr Giuliani himself, who closed the 
city's one landfill and, lacking an ade- 
quate replacement nearby, added 
$500m a year to the city's budget to cart 
the trash 500 miles away. Mr Bloomberg 
might have been stuck with the problem 
had he not found a loophole that allows 
the abandonment of a recycling plan if 
there is no market for the goods. 

This sensible decision earned Mr 
Bloomberg a bashing from the New York 
media, which he readily admits to loath- 
ing. (He also got into trouble this week 
for joking that the police now have 
enough weapons to “blow away the 
press".) He had better get used to it. With 
a likely budget deficit of at least $5 bil- 
lion in each of the next two or three 
years, New York will have to cut services 
that do far more useful things than de- 
luding the city's greens into thinking 
they are making a difference. 


every three months, paints a portrait of 
deeply troubled young people who leave 
home because they have been abused, 
only to find life on the streets often worse. 

Roughly half of the boys and a third of 
the girls in the study suffer from "conduct 
disorder", a mental illness associated with 
emotional problems, compared with 10% 
among all teenagers. Some 16% were 
thrown out of home; more left because 
they were sexually or physically abused. 
Nearly three-quarters of all runaways say 
they have been struck with some hard ob- 
ject; a quarter of the girls have been asked 
to do something sexual. Some 23% of the 
males and 43% of females show signs of 
post-traumatic stress disorder. 

Life on the street is rotten, too. A third of 
the subjects surveyed in the MLSHA have 
been beaten up; nearly half have been 
threatened with a weapon. Runaways are 
far more likely to engage in risky teenage 
behaviour: drugs, alcohol, unprotected 
sex. Nearly half of the girls interviewed 
had been pregnant at least once. With no 
means of support, homeless youths are p» 





trade sex for a place to stay. Half the teen- 
agers in the study have thought of killing 
themselves in the past 12 months. 

Why do more American boys and girls 
appear to be fleeing from home? Economic 
problems often play a role, despite the gen- 
erally healthy state of the American econ- 
omy until relatively recently. One in three 
of the young people turning up at lowa 
shelters report that one of their parents is 
unemployed. A more fundamental pro- 
blem is the shaky state of the American 
family. The rise in the number of single- 
parent families over the past quarter of a 
century has meant that more kids fall 
through the cracks of divorce. And weaker 
family ties mean that fewer troubled teen- 
agers find refuge with a kindly grandpar- 
ent or uncle. 

When it is possible (and safe), the run- 
away groups try to reunite children with 
their families. But a large number of run- 


Training doctors 


aways show no sign of wanting to go back: 
the average adolescent who turns up at an 
Iowa shelter has run away more than six 
times. The only way to deal with such 
chronic runaways is to treat them as "too 
early adults", argues Mr Whitbeck. That 
means offering them shelter and drop-in 
facilities and teaching them about jobs 
and living alone. "They simply won't go 
back to being children again," he says. 

Of course, it would be preferable to 
raise healthier children in the first place. 
That not-so-simple task would begin with 
parents learning to behave better. If that 
doesn't happen, the wish-list includes ear- 
lier intervention by schools, more money 
for counselling, better drug treatment-in- 
deed, anything that will bring responsible, 
caring adults into the lives of troubled 
young people. Without such help, the iron 
law of so many social problems will pre- 
vail. Deeply troubled families all too often 
produce deeply troubled children. m 


Too little money, too much paper 


Medical education is in pain 


HE true physician, said Plato, is not a 

mere moneymaker. America's well-off 
doctors would heartily agree—and not just 
because (as Plato explained) their minds 
are on their patients' welfare. Today's doc- 
tors too often feel like over-worked clerks. 
They have to slog their way through a 
nightmarish jungle of insurance claims 
and other paperwork. 

That is part of the reason why the num- 
ber of Americans wanting to go to medical 
college has fallen for five years in a row. 
Some of the decline can be chalked up to 
the past decade’s economic boom, when 
other work looked so much more lucra- 
tive. But a lot of potential doctors have 
been put off by horror stories of graduates 
who work 100 high-stress hours a week at 
training hospitals for a mere $40,000 a 
year, after piling up an average of 
$100,000 in medical-school debt. And 
then, having finished their training, doc- 
tors find themselves facing a mountain of 
administrative work. Other professions, 
notably the law, have recently halted the 
decline in their applicant numbers; but 
medicine is still on the skids. 

Jordan Cohen, president of the Associ- 
ation of American Medical Colleges 
(AAMC), Says that medical colleges are still 
getting a reasonable number of good stu- 
dents. The AAMC has a more pressing 
worry: money. Most teaching hospitals 
(where students do resident-work for at 


least three years) get their money mainly 
from the federal and state governments, 
plus doctors’ fees and undergraduate stu- 
dents’ tuition fees. These days they are 
hard up. According to Robert Dickler, the 
AAMC's senior vice-president, between 
25% and 30% of the big teaching hospitals 
are losing money each quarter. 

This is partly because teaching hospi- 
tals are expensive to run: teaching costs 
money, and teaching hospitals also tend to 
treat more uninsured patients, and do 
more specialised surgery, than regular 
hospitals. They also do a lot of research, 
the cost of which is rising fast, despite gen- 
erous injections of cash from the National 
Institutes of Health. There is less money 
than ever to pay for all this: teaching hospi- 
tals’ budgets have been squeezed by the 
managed-care system, which has cut the 
price and frequency of services such as di- 
agnostic tests, and by the scrimping im- 
posed by the 1997 balanced-budget act. So 
far, says Mr Dickler, most have managed to 
scrape by; but they may not be able to do 
so much longer. 

As money gets tighter, teaching gets 
shorter shrift. A recent study by the Com- 
monwealth Fund Task Force on Academic 
Health Centres showed that teaching hos- 
pitals don’t do nearly as much teaching as 
they should. Patients are hustled out of 
hospitals sooner—partly because of sur- 
gery's technological advances—and this 


deprives students of the chance to learn 
follow-up care. Teachers have less time to 
teach; their pay cheques come mostly from 
clinical care, not from teaching. Earnings 
from clinical care also help to pay for other 
hospital activities, such as research, so 
Medicare’s slashing of doctors’ pay (by 
more than 5% this year) hurts. 

Money worries at teaching hospitals 
could get even worse as resident students 
clamour for better conditions. Last month 
the Accreditation Council for Graduate 
Medical Education decreed an 80-hour-a- 
week cap on residents’ work hours; this 
will probably mean poorer service for pa- 
tients. In May, several doctors filed an anti- 
trust lawsuit claiming that the National 
Matching System—which single-handedly 
assigns all medical-school graduates to 
their residencies—keeps wages unfairly 
low and hours horribly long. All very well 
to complain, says Mr Cohen, whose orga- 
nisation is among the suit's defendants: 
but what, save chaos, is the alternative? 

The medical establishment is creakily 
tackling its host of problems. Urged on by 
the AAMC, many colleges are vigorously 
trying to recruit more non-white, non- 
Asian students (currently a dismal minor- 
ity). Some of them, such as Brown Univer- 
sity, have set up partnerships with colleges 
in non-white areas, and go trawling for stu- 
dents there. 

But the money problems are harder to 
fix. Some institutions are merging. Most 
have done painful cost-cutting, slicing 
down their administrative staffs. A few 
have closed; the largest of these was 
Mount Sinai Hospital in Cleveland, two 
years ago. And come October, medical 
education could lose yet more money 
from cuts in indirect Medicare payments. 
The profession is notin a healthy state. 8 
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UPPORTERS of school vouchers, which give parents the 

5 chance to choose where their children go to school, are walk- 
-ing on air. For years the education establishment has been argu- 
ing that one of the biggest school-voucher programmes in the 

|. country-in Cleveland, Ohio—violates the constitution’s separa- 
_ tion of church and state because virtually all the parents use 

_ their vouchers to send their children to religious schools. On 

< June 27th, by a five-to-four majority, the Supreme Court dis- 

* agreed: so long as the parents are doing the choosing, it argued, it 
does not matter if the money ends up in religious schools. 

= The voucher movement celebrated in the best way possi- 

_ ble—by going on the offensive. Within hours of the ruling, Rich- 
.. ard Armey, a Republican congressman from Texas, introduced a 
-<> faw to create an experimental voucher programme in Washing- 
oton, DC, one of the country’s worst school districts. There are 
also plans for similar bills in Virginia, Texas and Colorado. 

> tis time to come down to earth. Persuading five judges to re- 
— move a constitutional impediment to school choice is one thing. 
- Persuading the country at large to embrace a little-understood 

-- idea will be quite another—not least because it requires a war 
. With one of the most powerful forces in American politics. 

.— America’s two big teachers’ unions have a combined mem- 
bership of about 3.5m people, a political war chest of more than 
$1billion a year, a hardened corps of spin doctors and a vast 
army of busybodies. They are willing to do almost anything to 
destroy vouchers, which they regard as a mortal threat to their 
vell-being. A couple of years ago a union lawyer promised that, 
whatever the Supreme Court decided, his organisation would 
still fight school choice “on whatever grounds are available to 
us-from lofty principles to ‘Mickey Mouse’ procedural issues". 
^^ . Kisonly a small exaggeration to describe the Democratic 
;; Party as a wholly-owned subsidiary of the teachers’ unions. 
<: Throw a brick into any large gathering of Democrats and you are 
- sure to hit a teacher or two. It is impossible to win a nomination 
-for national office without pledging allegiance to the unions on 
. vouchers. Politicians who have erred (foolishly led astray by the 
p. patently ridiculous idea that they are supposed to look for ways 
<- to improve schools) have rapidly been strong-armed back into 
<` the fold: witness the craven retractions by Joe Lieberman and 

Bill Bradley before the 2000 election. 





This means that the job of championing vouchers falls by de- 
fault to the Republicans. But Republicans are hardly the ideal 


‘champions for a measure that primarily benefits poor blacks in 


the inner cities—not least because their own base, the middle- 
class suburbs, are perfectly happy with their local schools 
(which are often the reason why they live where they do). Very 
few think “their” schools really need a large influx of poor black 
children using vouchers to flee from inner-city schools. 

So far the only three voucher schemes to get off the 
ground-in the cities of Cleveland and Milwaukee and a state- 
wide one in Florida—have all required the whole-hearted sup- 
port of the Republican establishment (which they got in all three 
states). They have also usually needed street-level campaigns by 
inner-city supporters. Milwaukee and Cleveland would never 
have got the chance to experiment without the tireless work of 
poor black mothers who rallied their friends to protest. 

Even when the Republicans and inner-city leaders combine, 
the teachers' unions still have two lines of defence. The first is 
public opinion. Discontent with schools is concentrated in the 
inner cities: most Americans claim to like their schools and trust 
their children's teachers. It is much easier to scare people into re- 
sisting change than it is to persuade them to support experimen- 
tation. The two voucher initiatives on the ballot in November 
2000-in California and Michigan—both lost by huge margins, 
thanks largely to a negative advertising blitz financed by the 
teachers' unions. In the past two years as many as 28 state legis- 
latures have rejected voucher schemes of one sort or another. 

The second line of defence is legal. The Supreme Court has 
not necessarily had the last word on this subject. As many as 
three dozen states have constitutions that are even stricter about 
the separation of church and state than the federal constitution; 
some specifically ban states from giving money to religious 
schools. Supporters of vouchers are confident that they will be 
able to challenge these restrictions on the basis of the equal-pro- 
tection clause of the constitution. But state constitutions never- 
theless provide the unions with just the sort of "Mickey Mouse" 
issues that could hold vouchers at bay for years to come. 


Once more into the breach 

Which is not to say that the Supreme Court's ruling changes 
nothing. The simple fact that the voucher experiment has been 
allowed to continue is an enormous victory in itself. The longer 
the experiment continues, the harder it will be for the teachers' 
unions to claim that competition destroys public schools (which 
it patently has not done so far). With each positive result, inner- 
city minorities will be ever less willing to accept the status quo. 
Blacks with school-age children already support vouchers by a 
majority of three to one. 

The Supreme Court did more than allow vouchers to survive. 
It gave the movement a new energy. George Bush has hitherto 
treated vouchers as a little too hot to handle. But this week he 
went to Cleveland to celebrate the court's decision, which he 
compared with Brown v Board of Education, the landmark 1954 
ruling that ended school segregation. 

It was an apt comparison. There is no doubt that the teachers' 
unions will be able to blunt the impact of the court's decision, 
just as the segregationists did in the wake of Brown v Board of 
Education. But nor is there any doubt that America's future lies 
with the people who are trying to expand opportunity rather 
than those who are trying to bar the schoolroom door. @ 
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Bolivia's election 


Desperate for change—and for more of 


the same 


LA PAZ 


A free-market president and a strident leftist opposition ready to take to the streets: 


Bolivia’s election result may spell trouble 


IGHT up to polling day, it seemed that 

Bolivians would fall for the charmer. 
Manfred Reyes Villa, a slick former soldier 
with a handsome moustache, promised to 
dump the free-market “neoliberal” poli- 
cies that South America's poorest country 
has followed for the past 15 years and em- 
bark on a spending spree to boost the econ- 
omy. But as results trickled out after June 
3oth's vote, Mr Reyes found himself neck- 
and-neck with the very embodiment of 
such IMF-inspired policies: ex-president 
Gonzalo (*Goni") Sanchez de Lozada, a 
grizzled, American-educated  business- 
man with a thick gringo accent, whose 
1993-97 administration pushed through 
privatisations and other liberal reforms. 
With almost all votes counted, both candi- 
dates had around 22%. 

Faced with a choice of 11 parties, each 
with its own presidential candidate, Boliv- 
ians seem to have voted both for radical 
change and for more of the same. Most 
votes were shared among candidates who 
promised a rupture, including Evo Mo- 
rales, the hard-left leader of Bolivia's coca- 
leros (coca growers), who campaigned 
against the American-backed policy of 
eradicating coca plantations and was clos- 
ing fast on the leaders with a surprising 
21%. And yet Bolivians gave Mr Sanchez's 
misleadingly named Nationalist Revolu- 
tionary Movement (MNR) more seats in 
Congress than any other party, though not 
a majority. 


Under Bolivia's constitution, since no 
presidential candidate got 50% of the pop- 
ular vote, the new Congress will convene 
in early August to choose between the two 
frontrunners. Of them, Mr Sanchez is 
more likely to build a big enough coalition 
to secure the presidency and govern there- 
after, especially if he wins the support of 
ex-president (1989-93) Jaime Paz Zamora of 
the Movement of the Revolutionary Left, 
who came fourth. Mr Paz, though he at- 
tacks free-marketry, seems happy to sacri- 
fice his socialist principles for a slice of 
power, as he did when he joined the gov- 
ernment of Hugo Banzer, an ex-dictator 
turned democrat, in 1997. 

Mr Reyes and his populist New Repub- 
lican Force refused to accept defeat, seek- 
ing a coalition with Mr Morales's Move- 
ment to Socialism. Mr Morales would 
have none of it. He clearly sees his future 
role as that of opposition leader—in Con- 
gress and, if that doesn't bring results, back 
on the streets where his movement began 
as an uprising against the deepening of ru- 
ral poverty caused by the anti-coca pro- 
gramme. In the final days of the campaign, 
America's ambassador clumsily warned 
voters that the foreign loans and aid that 
Bolivia depends on might be stopped if Mr 
Morales's group gained power. He also 
said Bolivia's access to the United States 
market, its main export customer, would 
be at risk. To Mr Morales's joy, many Boliv- 
ians gave him their vote in protest. 
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The coca-eradication programme, and 
the economic troubles among Bolivia's 
neighbours, have cut the country's annual 
growth rate from the 5% seen in the 
mid-1990s to only 1.2% last year. Since the 
population is growing twice as fast, that 
means national income per head fell in a 
country where two out of three people al- 
ready live in poverty. Weak growth, a lack 
of spending restraint and a bungled pen- 
sions reform have sent the government's 
deficit soaring to a probable 6% of GDP this 
year, almost as much as last year’s, though 
they had promised the IMF to keep it to 
3.7%. If Bolivia hopes for more outside 
loans, the new government will have to 
cut that deficit sharply. Even the relatively 
modest economic-simulus package that 
Mr Sanchez proposes- $5 billion of public 
works over five years-looks impossible. 

Mr Sanchez thus risks suffering a 
plunge into deep unpopularity and rising 
unrest, like that being suffered by President 
Alejandro Toledo in next-door Peru. Trou- 
ble will come not just from Mr Morales's 
cocalero movement but from the Pacha- 
kuti Indigenous Movement, which claims 
to represent the Aymara and Quechua In- 
dians who make up most of Bolivia's 
population. The group's leader, Felipe 
Quispe, peddles a colourful but histori- 
cally dubious Inca revivalism, promising 
to free his people from the white Hispanic 
minority who rule them. 

Behind the candidates’ generous 
spending promises was the assumption 
that Bolivia’s huge but mainly untapped 
gas reserves will provide the means. Bo- 
livia is already selling some gas through a 
pipeline to Brazil, butit now wants to build 
another to the Pacific coast, where the gas 
would be liquefied and sold to America. 
The outgoing president, Jorge Quiroga, 
plans shortly to sign a treaty with Chile, to 
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pave the way for a pipeline to its northern »» 


40 The Americas 


* coastline. But this coastline used to be Bo- 
livia's until Chile grabbed it in a 19th-cen- 
tury war, so nationalistic Bolivians are de- 
manding that the gas be sent via Peru 
instead, which is unlikely to be economic. 

Hence more impossible expectations 
for the new president to cope with. And 
even if he persuades his countrymen to 
swallow their pride and build the pipeline 
through "their" lost territory, it will be 
some years before the gas, and the income 
from it, are flowing. The gas lies under Bo- 
livia's fertile eastern lowlands, and the 
wealth it will generate may increase the 
gap between that region and the high, 
chilly Altiplano where the Aymara and 
Quechua scratch a living. Mr Sanchez and 
his aides are blithely confident of being 
able quickly to kick-start the economy and 
thus defuse the tensions that have built up 
in recent years. With the rest of South 
America in a deepening crisis, this may be 
too optimistic. B 


Argentina 
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Montesinos on trial 


One down, just 70 
Or SO to go 


LIMA 


A first rap for the old spymaster 


TANDING stock-still, Peru's former spy 

chief, Vladimiro Montesinos, at last re- 
ceived his first prison sentence on July 1st. 
He got nine years for “usurping authority”: 
running the intelligence service and its 
special funds from 1991 to 2000, though 
this was not officially his job. 

Mr Montesinos still faces more than 70 
other charges arising from a corruption 
scandal, featuring everything from arms- 
and drugs-trafficking to death-squad kill- 
ings, that engulfed a former government. 
The president then in charge, Alberto Fuji- 


Duhalde heads for the door 


Argentina's president will step down early next year-if he lasts that long 


OPING to relieve the growing pop- 

ular pressure for him to resign after 
failing to lead the country out of its deep 
economic depression, Argentina's Presi- 
dent Eduardo Duhalde announced on 
July 2nd that he would bring forward 
next year's elections by six months, to 
March. Demands for him to go have in- 
tensified since a violent clash between 
protesters and police on the outskirts of 
Buenos Aires late last month, in which 
two demonstrators were shot dead. For 
many who have lost their livelihoods in 
the crash, a promise to leave early is not 
enough: the next day, thousands of un- 
employed marched on the presidential 
palace, the Casa Rosada, protesting at 
the deaths and demanding that Mr Du- 
halde go now. 

The president insisted he alone had 
decided to bring forward the elections; 
his officials denied suggestions that the 
IMF and the American government had 
demanded this as a condition for bailing 
out Argentina. But the day before his an- 
nouncement, the Fund's managing di- 
rector, Horst Kóhler, had remarked that 
Argentines' lack of support for Mr Du- 
halde's government was the country's 
"most difficult problem". 

Argentina defaulted on its $155 billion 
debts in December, shortly after violent 
protests brought down the then presi- 
dent, Fernando de la Rua. Its currency, 
previously pegged to the dollar, has 
crashed to around a quarter of its old 
value. With the economy in free fall, the 


banking system in collapse and millions 
of Argentines thrown into poverty, the 
government has been pleading with the 
IMF for help. But, mindful of a trail of 
broken promises by recent Argentine 
governments, the Fund refuses to budge 
until its long list of preconditions is met. 

Argentina has in fact met most of 
these demands, such as getting the free- 
spending provinces to cut their deficits 
and to stop printing their own quasi-cur- 
rencies. But to the exasperation of Mr 
Duhalde and his economy minister, 
Roberto Lavagna, each time Argentina 
fulfils a condition the 1MF seems to add 
another to its list. 

Still, in recent days there have been 
some hopeful signs. Mr Lavagna has per- 
suaded the Fund to let him delay a near- 
$1 billion repayment due this month, 
which would have further depleted Ar- 
gentina's dwindling reserves. And the 
IMF said this week that its talks with Ar- 
gentina had gained a “new momentum". 

Steering Argentina through its con- 
tinuing chaos is a thankless task, but sev- 
eral of Mr Duhalde's fellow Peronists are 
keen to grab the wheel. In pole position 
is a former Formula 1 driver, now a pro- 
vincial governor, Carlos Reutemann. But 
revving up behind him is ex-President 
Carlos Menem (1989-99) who is con- 
vinced his countrymen will forgive all 
the scandals and the debts he ran up 
when he governed them. So desperate 
are Argentines for a return to the good 
old days, they just might. 
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mori, fled the country for Tokyo and the 
shelter of Japanese citizenship; Mr Monte- 
sinos fled too, but was captured in Venezu- 
ela a year ago. 

Ever since, Mr Montesinos has toyed 
with investigators. He has refused to talk to 
many prosecutors and judges, but has 


been voluble in filmed meetings with in- 


vestigating congressional committees, im- 
plicating many of Peru's top judges, politi- 
cians, army chiefs and business leaders. 
He is thought to have explosive informa- 
tion on many more public figures, and his 
accusations are eagerly reported. 

The law is also his element, of course. 
Before he became Mr Fujimori's supreme 
fixer, Mr Montesinos was adept at "disap- 
pearing" evidence and leaning on judges. 
His first sentencing was delayed three 
times when he sacked his lawyers, then 
filed for removal of the judge and finally 
insisted that the statute of limitations had 
run out on the charge. 


There have also been signs that the in- 


vestigations are losing steam. In January 
the attorney-general, Nelly Calderon, re- 
placed three of six special anti-corruption 
prosecutors, breaking the flow of investi- 
gations. Then a newspaper denounced her 
for privately meeting three generals who 
were under investigation by her office. It 
was a set-up, she insists. 

Apart from Mr Montesinos, only two 
people have been sentenced and only one, 
a former congressman, Alberto Kouri, has 
been jailed: six years for receiving a bribe. 
Some feel the prosecution service has 
been dragging its feet. Yet the case is laby- 
rinthine. In all, 1,310 people in 249 cases 
are being investigated by prosecutors, 
courts or Congress. Of these, 81 are in jail, 
47 are under house arrest and 105 face ar- 
rest warrants but are on the run. Prosecu- 
tors say they are making progress in recov- 
ering funds stowed away in Switzerland, 
and have repatriated some of them. 

Most of the charges Mr Montesinos 
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* faces carry sentences of, at most, 15 years, 
and under Peru's system they would run 
concurrently. So the chances of the spy 
chief spending longer in jail hinge on pro- 
gress in human-rights and drugs-traffick- 
ing cases, which carry sentences of 25 
years or more. Charges have been lodged 
in three human-rights cases: for a death- 
squad attack on a party in Barrios Altos; for 
ordering intelligence agents to execute left- 
ist rebels who were captured alive after the 
siege of the Japanese embassy in 1997; and 
for engineering a fire, in which six people 
died, during an opposition march. 

As for ex-President Fujimori, he seems 
safely ensconced in Japan. He faces four 
charges so far, including ordering death- 
squad killings, but Japan does not extra- 
dite its citizens. Investigators have failed to 
detect the funds they believe he has squir- 
reled away, probably in Asian banks. 

However, Jorge Santistevan, a former 
ombudsman, says Peru's efforts should 
not be underestimated. "The great success 
to date is that Montesinos and many of his 
associates are behind bars," he says. The 
hardest part, as he admits, is to get such 
people punished at all. m 





Cuba's economy 


The disaster is 
now "irrevocable" 


HAVANA 
A non-working system is enshrined 
forever 


NE more European firm suspended 
operations in Cuba recently. The 
company, a building firm working in part- 
nership with the Cuban government, 
found that its partner was dipping into 
company funds and that workers were 
selling materials on the black market. An- 
other European company wants to be 
available to serve its customers 24 hours a 
day, seven days a week; but company cars, 
easily identifiable by their licence plates, 
may be used only at certain times. No es fa- 
cil, as people say all the time in Cuba. It's 
not easy for foreigners to do business here. 
Cuba, out of necessity, has allowed 
capitalism into its socialist system. But it 
then keeps capitalism down, as it feels it 
must, with a mass of complex and some- 
times contradictory rules and regulations. 
Just when foreigners find out how things 
work, the rules change again. 

There are rewards, of course: most obvi- 
ously, a firm foothold in a market just 90 
miles (145km) from the United States, 
which Americans are forbidden to enter. 
But they barely outweigh the frustrations, 
and foreign investors are growing impa- 
tient. Now the European Union has pre- 
sented a document to the Cuban govern- 


Not much but revolution available 


ment, laying out investors' complaints and 
suggesting improvements. 

Government decrees, the report says, 
are being applied in an arbitrary and hap- 
hazard way. Bank and customs charges are 
prohibitively high. Cuba's comparative ad- 
vantages are being eroded "by excessive 
overheads and by unnecessary difficul- 
ties." "There are times when the Cubans 
seem to go out of their way to create obsta- 
cles" said one European businessman 
with several years' experience in Cuba. 
"They need us, we can do business here, so 
I don't understand what the problem is." 

The Cuban ministry for foreign invest- 
ment has held a series of meetings with 
European businessmen to try to iron 
things out. But the minister, Marta Lomas, 
made it clear that Cuba was not about to 
change its spots. "You know the rules 
when you get here," she told her audience. 
President Fidel Castro, too, has always 
made it clear that he will not let such paltry 
matters as economic growth dilute the pu- 
rity of his revolution. No dabbling with 
the IMF or the World Bank for him. 

Meanwhile, the economy lurches on. 
Few people know the true figures for how 
bad things are, and those who do aren't 


Brazil's football scandals forgotten 


Brazil's financial crisis, its plunging 
currency, its unemployment, poverty, 
violence and corruption were all forgotten 
on June 30th, when the national football 
side beat Germany 2-0 to lift the World 
Cup for an unprecedented fifth time. Also 
forgotten were the scandals that have 
dogged Brazilian football in recent years, 
and the impulse to investigate them. As 
the victorious players headed home, 
Ricardo Teixeira, the president of the 
Brazilian Football Confederation and one 
of the men accused in the congressional 
inquiries, repeated a promise to step 
down next year. But his allies hope the 
fans will forgive all and let him stay. 








telling; but tourism, the island's main for- 
eign-currency earner, is down, and the 
sugar industry, its largest employer, is fac- 
ing continuously low prices. Almost half 
the country's ageing, decrepit sugar mills 
are to be closed down. Meanwhile, peso 
shops are empty of goods, while essential 
items are increasingly being removed from 
ration books and sold for dollars only. 

If the government is worried, it is not 
admitting it. Mr Castro's latest piece of 
showmanship has been to shut down fac- 
tories, banks, schools and offices for three 
days so that Cubans could watch on televi- 
sion a special session of the National As- 
sembly. The assembly was passing an 
amendment to the constitution to make 
Cuba's socialist system “irrevocable”. 

In the run-up to the session, more than 
8m voters—99.7% of all those registered— 
signed a petition supporting the measure. 
In hospitals, the dying were helped to sign. 
A few days earlier, 9m of the country's 11m 
people (by government estimates) took to 
the streets and fields in a mass rally. To 
celebrate, Mr Castro spoke, for several 
hours, about his achievements and the 
evils of capitalism in general. Somewhere, 
that EU petition gently gathers dust. = 
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Africa’s great war 


BUKAVU, KINSHASA AND KISANGANI 
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Congo's civil war may have claimed as many as 3m lives. The country is so 
inaccessible that its horrors are rarely reported 


| 2: THE chocolate waters of the Congo 
river, a mutilated corpse rolls by. The re- 
bels' *minister for children" shivers. How 
is he going to explain this to the horrified 
UN peace envoys from the capital, Kin- 
shasa, who are at that moment stepping 
on to the quay to meet him? Not by telling 
the truth, obviously, which was that his re- 
bel group had slaughtered 150 people in 
the town of Kisangani on May 14th-15th, 
then pitched their disembowelled bodies 
into the river with stones crammed into 
their bellies. Instead, he smiles, accepts the 
envoys' offerings of food aid, and talks 
chummily of other things. 

Over the past four years, Congo's war 
has claimed more lives than any other. The 
International Rescue Committee, an 
American aid agency, says that by the mid- 
dle of last year, 2.5m people had died be- 
cause of the war in eastern Congo alone. 
Some were shot or hacked to death; many 
more succumbed to starvation or disease 
as nine national armies and a shifting 
throng of rebel groups pillaged their coun- 
try. By now, the death toll is probably over 
3m, although this is the roughest of esti- 
mates. As one UN worker puts it: “Congo is 
so green, you don't even see the graves.” 

Western powers seem barely to have 
noticed the catastrophe. This is partly be- 


cause, unlike the Middle East, Congo has 
no strategic importance. But it is also be- 
cause it is two-thirds the size of Western 
Europe, thickly-forested, incredibly dan- 
gerous and has hardly any paved roads or 
working telephones. Simply finding out 
whatis happening in Congo is a challenge, 
as your correspondent discovered while 
accompanying militiamen on patrol by the 
shore of Lake Kivu last week, when he was 
forced to hide in a bush to avoid 200 hos- 
tile Rwandan soldiers passing by. 

And yet there is hope. In April, the Con- 
golese government signed a peace deal 
with most rebel groups. By offering rebel 
leaders a share of power, the government 
won nominal control of 70% of the coun- 
try (see map on next page). This part of 


Room for improvement 

Democratic Republic of Congo, 2000 

GDP per person, $ oF 90 
Population per doctor — 24,319 
Telephone lines per 1,000 people — <1 
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Congo is now relatively peaceful, and 
slowly recovering economically. But one 
important rebel group refused to sign. The 
Rwandan-controlled Rally for Congolese 
Democracy (RCD), whose minister for 
children brazened out the watery corpse, 
still holds most of eastern Congo. 

Here, the war blazes on. Or rather, doz- 
ens of overlapping micro-wars flicker, in 
which almost all the victims are civilians. 
A typical village can expect to be looted by 
several different bands of armed men. Un- 
der what amounts to Rwandan occupa- 
tion, eastern Congo is arguably the most 
miserable place on earth. 


A rough neighbourhood 

The story of Congo's war began in 1994, 
with the genocide in Rwanda, Congo's tiny 
neighbour. A government dominated by 
Rwanda's Hutu tribe tried to exterminate 
the Tutsis, a prosperous minority. In 100 
days, 800,000 Tutsis, and Hutus who re- 
fused to co-operate, were murdered. The 
slaughter stopped when an army of exiled 
Tutsis invaded from Uganda, and drove 
the killers into Congo (which was then 
called Zaire) The new, Tutsi-dominated 
government in Rwanda was afraid that the 
genocidaires would regroup and return to 
finish the job. So when Mobutu Sese Seko, 
Zaire's dictator, gave them  succour, 
Rwanda engineered a rebellion that top- 
pled him. 

In his place, the Rwandans installed a 
guerrilla leader and drunk, Laurent Kabila. 
They hoped he would do their bidding. In- 
stead, he rearmed the genocidaires. So 
Rwanda tried to topple him, too. With help 
from Uganda and Burundi, it nearly suc- 
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ceeded. Kabila was saved by five friendly »» 








ations, of which the most effective were 

ngola and Zimbabwe. Most of the coun- 
tries that intervened had legitimate inter- 
ests in Congo. Rebels from most neigh- 
-bouring states were using Congo’s lawless 
forests as a base from which to launch 
‘cross-border raids. The failure of the Kabila 
government to curb these rebels prompted 
Rwanda, Uganda and Angola to enter the 
war. Zimbabwe, which shares no border 
with Congo, sent troops for different rea- 
'sons: to satisfy the power-broking preten- 
Sions of its president, Robert Mugabe, and 
his army's appetite for loot. 

. Before long, the war reached a stale- 
mate and the miscellany of armies settled 

lown to the serious business of plunder. 

‘imbabwe bagged diamond seams in the 

outh. Angola joined the Congolese gov- 
ernment in an oil venture. Rwanda and 
"Uganda began digging for diamonds and 
«coltan (a mineral used in mobile tele- 
phones) harvested timber and ivory, and 
even emptied schools of desks and chairs. 
Though supposedly allies, Rwandan and 
Ugandan troops have occasionally 
clashed over the spoils. But in general, the 
more all the armies plundered, the less 
willing they became to fight each other (as 
‘opposed to unarmed peasants). 


<< A younger, thinner, nicer Kabila 
Then, in January last year, one of Kabila’s 
bodyguards shot him once in the gullet 


- and twice in the guts. No one knows who 
- gave the order, because the assassin was 


- himself killed almost immediately. One 
= rumour is that his allies were so sick of his 
< double-crossing that they had him killed. 
Kabila's legacy is not a happy one. At 
:. his mausoleum in Kinshasa, a bronze 
-statue shows the dead president clutching 
a book, which is an odd memorial for a 
man who halted book-keeping at the Con- 
golese finance ministry. In the parts of 
Congo he controlled, Kabila ruled as des- 
potically as his predecessor, but less com- 


petently. He scared off investors by jailing 


foreign businessmen and demanding mil- 
lion-dollar ransoms. He banished aid by 
insulting foreign diplomats. By printing 
money while enforcing price controls, he 
caused Soviet-style shortages. By the end, 
petrol was so scarce that the state oil firm 
resorted to flushing its main pipeline with 
river water to force out the dregs. 

Kabila was succeeded by his son, Jo- 
seph. Now 31, Mr Kabila junior is doing a 
better job. He endorsed a peace plan that 
his father rejected. A ceasefire followed, 
policed, where possible, by the UN. An- 
gola withdrew to its border, and Uganda 
pulled out some troops, leaving others to 
mind its businesses in northern Congo. 

Zimbabwe stayed, at the government's 
request. The young Mr Kabila wants to be 
protected from the Rwandans, who refuse 
to leave. The Rwandan government says it 
will not withdraw its army, which occu- 








pies a slice of Congo 27 times bigger than 
its own country, until the last Hutu fighter 
has been captured or killed. 

Rwanda reckons that 55,000 Hutus, still 
intent on genocide, continue to lurk in 
Congo's jungles or have joined the Congo- 
lese army under false names. The estimate 
of the International Crisis Group, a think- 
tank, is half that number. All the same, to 
prevent the Hutus from regrouping and in- 
vading Rwanda, the UN has proposed set- 
ting up a Congo-based border force. Mr Ka- 
bila's government accepts this. To show 
goodwill, it has already released 2,000 
Rwandan Hutus from its army and invited 
the international genocide tribunal to in- 
vestigate. But Rwanda says no. 

No one is suggesting that Rwanda's 
fears are unfounded. Yet many observers 
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ia Congolese government 
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say that Rwanda and its pet rebels are no 
longer pursuing the genocidaires with 
much passion. Refugees from Mwenga, a 
bush-town in South Kivu, a mineral-rich 
province, complain that their homes were 
attacked by Hutu militiamen a dozen 
times in the past two months, but that the 
town’s Rwandan garrison did nothing. The 
townspeople say they asked the Rwandan 
commander why. He is said to have re- 
plied: “These are our brothers, do you 
think we can kill them?” 

Another example: the Hutus’ camps on 
South Kivu’s Ruzizi plain are well known 
to the Rwandan troops nearby, say UN offi- 
cials, but they are seldom, if ever, attacked. 
A local Hutu commander claims that the 
Rwandans regularly supply him with 
arms. Elsewhere, according to a senior 








Rwandan officer who recently sought asy- 
lum in Belgium, the army hires Hutu mi- 
litiamen to work its coltan mines. He told 
the Belgian senate that they could other- 
wise be eradicated “in less than a month”. 

Besides securing its own borders, 
Rwanda claims to be protecting Congo's 
ethnic Tutsis, the foot-soldiers of its two re- 
bellions, from being murdered by Hutu 
militias or other Congolese. But even this 
group is now rising against Rwanda's occu- 
pation. Early this year, a brigade of Congo- 
lese Tutsis mutinied and returned to their 
tribal homeland, in the hills above Lake 
Tanganyika. Around 1,000 rebel fighters 
have deserted to join them. Rwanda 
swiftly sent 8,000 troops to crush the re- 
volt, and is now reportedly herding Tutsi 
villagers into a barren camp, to stop them 
feeding the deserters. Tutsi against Tutsi, 
thisis now the fiercest battle of the war. 

With mid-ranking rebels meanwhile 
crossing to the government side, and se- 
nior rebels expected to follow, the RCD 
could be on the verge of disintegration. 
Rwanda has tried to deter desertions by 
force, of which the massacre in Kisangani 
was an example. But if the RCD crumbles, 
Rwanda will doubtless find an alternative 
cover for its occupation of eastern Congo. 
Indeed, it has already started looking: in 
June, Rwanda deposed the rcp "govern- 
ment" of South Kivu, and replaced it with 
the leaders of a more pliable militia. 

The players change; but the game re- 
mains the same. This is bad news for the 
hapless people of eastern Congo. Every- 
where they look, they see men with guns. 
Besides the Hutu militias, the Rwandans 
and their rebel allies, there are the Mai- 
Mai, a warrior cult, and myriad gangs of 
bandits. All prey on the poor. 

Across Kivu, a land of postcard-perfect 
green hills, villages are half-deserted, 
fields neglected and livestock a fond mem- 
ory. In the forests around Mantu, near Bu- 
kavu, villagers have dug waist-deep 
trenches and covered them with branches. 
When Hutu marauders come, as they do 
most weeks, they hide in these holes. 

The peasants of Ramba Chitanga, a vil- 
lage too tiny to appear on any map, tell a 
grisly tale. When the rcp left, Hutus 
moved in, and accused the villagers of 
feeding their enemies. Then the Mai-Mai 
attacked. During the ensuing battle, the 
Hutus hacked off 29-year-old Janet Vumi- 
lia's hands. Now, with her skittle-like 
stumps, she ticks off the relatives they 
killed: her parents-in-law, her brother-in- 
law, her pregnant sister, her niece. 

Villagers say they can distinguish differ- 
ent factions by their actions. The Hutus, 
they say, are more vicious than the Mai- 
Mai, while the rebels are more likely than 
the Rwandans to abduct children. But 
sometimes the distinctions become 
blurred. Francine, a 14-year-old new 
mother, says she thinks her baby's father » 





> was an RCD rebel. But he could have been 
a Mai-Mai; men from both groups raped 
her. When her father objected, the Mai- 
Mai slit his throat. 

In Kivu, cattle are now scarce, yet live- 
stock prices have plummeted. Locals cal- 
culate that if they buy a cow, armed men 
will take it, so they don't buy cows. The re- 
bels levy a "security tax" of $1 per hut, but 
payment does not seem to reduce the like- 
lihood that, sooner or later, killers will 
come in the night. 

In Walungu hospital, near Bukavu, 
1,200 patients compete for 300 beds, and 
the attention of three doctors. About half 
the inmates are relatively healthy, but too 
terrified to go home. Murals in the hospital 
depict black doctors in white coats peering 
into microscopes, recalling the lost hopes 
of the 1960s. Now, the wards are full of 
black children with blonde hair, a sign of 
malnutrition. The hospital's 32-year-old 
head of nursing says she has received only 
three months' salary in her whole career. 
Why does she carry on? "It's our country," 
she shrugs. "It's painful, but there it is." 

If Rwanda had been a benevolent occu- 
pier, it might have turned a profit without 
stealing. As Congo's infrastructure crum- 
bled over the past 40 years, people in the 
east of the country strengthened their 
commercial links with Rwanda. This trend 
accelerated when war closed the Congo 
river, the country's main highway, sever- 
ing eastern Congo from Kinshasa. Had the 
Rwandans built a decent road or two link- 
ing eastern Congo with Kigali, their own 
capital, they could have exploited this. 

Instead, they chose to murder and 
plunder. “We couldn't believe the things 
these people did during the genocide, until 
they came and started doing them to us,” 
said amarket-woman in Bukavu, jumbling 
together Hutu killers and Tutsi invaders. 


Heroic optimism 

In Kinshasa, meanwhile, stinking bank 
notes suggest that things are looking up. 
The new government printed no money in 
the second half of last year, and lifted price 
controls. Inflation is currently below 5%, 
down from 511% in 2000. On June 13th, the 
World Bank approved a $450m loan, part 
of a multilateral aid package that could to- 
tal $1.7 billion. The Bank’s new man in Kin- 
shasa, the first posted there in a decade, 
says that Congo could be about to see sur- 
prisingly rapid development. 

This is heroic optimism. Congo’s insti- 
tutions are as dirty as its bank notes. Cor- 
rupt parastatals disgorge no revenue to the 
central bank. Their past thieving has sad- 
dled Congo with $13 billion in debt. Civil 
servants make ends meet by demanding 
bribes or doing other jobs on the side. In 
the offices of the immigration ministry, for 
example, not only visas but also sexual fa- 
vours are for sale. Respect for human rights 
has improved under the new regime, but 


only a bit. Political troublemakers, and 
journalists, are regularly arrested. Police- 
men and soldiers, often drunk, in mirrored 
sunglasses, freelance as muggers. During a 
random “visa inspection", The Economist's 
correspondent was bundled into a black 
Mercedes and relieved of $450 by four 
men claiming to be security officers. It 
could have been worse: an American aid 
worker was recently beaten senseless after 
overtaking a general on the boulevard. 

Whether Joseph Kabila could control 
these abuses is unclear. He is popular 
throughout Congo, because people regard 
him as the best hope for peace. But he has 
some ugly people around him, including 
some of the worst crooks and thugs of his 
father’s administration, and of Mobutu's 
too. The people of Congo tell anyone who 
asks that they want their country to be un- 
ited, invader-free and democratic. The 
prospects for this are woeful, in the short 
term at least. 

Mr Kabila has promised to hold free 
and fair elections as soon as the country is 
reunited. But no Congolese leader has ever 
kept such a promise before, and some of 
Mr Kabila's allies have cause to try to pre- 
vent the young president from keeping his. 
For example, Mwenze Kongolo, who is Mr 
Kabila's uncle and Mr Mugabe's good 
friend, is associated with the worst abuses 
of the old Kabila regime, and so cannot ex- 
pect anyone to vote for him. He is however 
popular with certain army brigades. 

If Congo's different factions agree 
about anything, it is that white foreigners 
are responsible for their troubles. Given a 
history of western meddling-King Leo- 
pold of the Belgians plundered Congo in 
the 19th century, and America fist 
propped up Mobutu and then helped 
overthrow him-such a view is under- 
standable. But it is hopelessly out of date. 
Since the cold war ended, western govern- 


ments have seen no reason to care much 
about Congo. 

Mostly, they ignore it, considering its 
problems too tangled to solve. The UN's 
ceasefire-monitoring mission consists of 
only 442 military observers. Efforts to dis- 
arm the militias in eastern Congo have 
been crippled by the RCD's refusal to grant 
the UN free passage. 

Since 1994, western donors have put a 
bigger effort into Rwanda than Congo. In 
part, this stems from guilt at having failed 
to stop the genocide. It is also because bite- 
sized Rwanda's problems seem more man- 
ageable, and its efficient government is re- 
freshing to deal with. Throughout Congo's 
war, aid has poured into Kigali. 

All the same, Rwanda's behaviour in 
Congo may soon cost it some friends. In 
August, a UN Security Council panel will 
deliver its third report on the looting of 
Congo's resources, focusing on the 
humanitarian impact of Rwanda's plun- 
der in the east of the country. Sanctions, or 
atleast a reduction of aid, are possible. Brit- 
ain, Rwanda's biggest bilateral donor and 
keenest apologist, is expected to oppose 
such moves. But France will probably be in 
favour. And the Americans may be willing 
to go along with some sort of censure of 
Rwanda, even if itis only a reprimand. 

It will take more than a reprimand to 
eject Rwanda from Congo. Its leaders—the 
Tutsi fighters who stopped the genocide— 
have turned their country into one of the 
most militarised in Africa. By plundering 
Congo, some have found a way of enrich- 
ing themselves without upsetting their 
own people. Meanwhile, war gives 
Rwanda's president, Paul Kagame, an ex- 
cuse to squelch dissent and muffle the 
press. It also keeps at least 20,000 unruly, 
mostly-Hutu soldiers from coming home 
and stirring fresh trouble in Rwanda, 
where it all began. 8 








The pity of war 
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No place for a worn-out prime minister 
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Bulent Ecevit is sick. Turkey risks being so too, if he insists on hanging on to power 


UST go. That is the message from Turkish 

businessmen, politicians and commen- 
tators of all ideological hues to Turkey's ail- 
ing prime minister, Bulent Ecevit. But after 
spending nearly two months in bed under 
the care of his autocratic wife, Rahsan, the 
77-year-old prime minister, whose afflic- 
tions range from a spinal disorder via 
cracked ribs and a thrombosis to loss of ap- 
petite, is clinging mulishly to power. In so 
doing, he is putting at risk not only a cru- 
cial economic-recovery programme being 
overseen by the IMF, but the very future of 
Turkey, a strategic pivot between Europe 
and the Middle East. 

Mr Ecevit insists that he must remain in 
charge until April 2004, when parliamen- 
tary elections are next due. But his last 
public appearance, after a meeting with 
his coalition partners last week, the first in 
more than 40 days, dispelled any remain- 
ing hopes that he is fit to do so. Stumbling 
over his words, his voice quavering, Mr Ec- 
evit was hard pressed to string together an 
intelligible sentence as journalists camped 
outside his official residence bombarded 
him with questions about the future of his 
government. 

It is an awkward coalition: his own 
Democratic Left, the centre-right Mother- 
land party and the far-right Nationalist Ac- 
tion Party. Yet until recently it has been 
among the more stable in Turkey's modern 
history. It could yet hold together, keeping 


reforms-and on the financial side they 
have been sweeping-on track. But only if 
it gets a new leader, and fast. 

A recent fall in interest rates had in- 
spired confidence that Turkey was coming 
out of its fierce recession. Mr Ecevit's ill- 
health has reversed these hopes, in turn 
unleashing fears that the country will not 
be able to roll over its total public debt of 
some $200 billion. The rMr, which has 
pledged Turkey loans worth $17 billion, 
could well wonder whether to come to the 
rescue again. 

On the political front, the European Un- 
ion is demanding a range of reforms be- 
fore it will name a date for starting negotia- 
tions on Turkish membership. Mr Ecevit's 
ill-health has put these on hold. They in- 
clude scrapping laws that criminalise free 
speech; allowing the use of the Kurdish 
language in education and broadcasting; 
abolition of the death penalty; and ending 
torture in police cells or prisons. 

The government last month decided to 
lift the state of emergency in two mainly 
Kurdish provinces in the south-east, leav- 
ing only Diyarbakir and Sirnak, which is 
on the Iraqi border, under such rule. But 
parents across Turkey are still being prose- 
cuted for giving their children Kurdish 
names, and publications fined for using 
the letter W, part of the Kurdish alphabet 
but not the Turkish one, on the ground that 
such things encourage ethnic separatism. 
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An accord in Cyprus remains out of 
reach, which increases the risk that the EU 
will admit what would, in practice, be only 
the Greek-run bit of the island on its own— 
and that Turkey's own hopes of EU mem- 
bership would be swamped by nationalist 
and Islamist sentiment. Turkey, as one EU 
diplomat puts it, might then go down "the 
Uzbek road", becoming nothing more 
than “an aircraft-carrier for the Ameri- 
cans" from which to harry Iraq and Iran. 

That need not happen. The great major- 
ity of Turks, and indeed Turkish Cypriots, 
want to join the Eu. That may mean some 
arm-twisting of Rauf Denktash, the Turk- 
ish-Cypriot leader. But Mr Ecevit on his 
sickbed is not the man to do it. 

The road ahead could be an extraordi- 
nary congress of his party and election of a 
new leader, who could then reasonably 
aim to take over as prime minister. But 
whoever got the job would have to be 
blessed by Mr Ecevit-or would be seri- 
ously weakened from the start. 

Who could this be? Maybe Husamettin 
Ozkan, a deputy prime minister from Mr 
Ecevit's party, who is widely credited with 
bridging differences within the coalition. 
Orthe foreign minister, Ismail Cem, a com- 
mitted Europhile, well liked by the public, 
though less so within his own party. But 
the best choice, for many Turks as for west- 
ern governments, would be Kemal Dervis, 
the economy minister, who was brought 
in last year from a job at the World Bank. 
He is hardworking, honest, personable 
and a firm backer of the sorts of changes 
sought both by the Eu and the IMF. The 
snag is that he is not now a member of any 
party, let alone Mr Ecevit's. 

There is another snag: Devlet Bahceli, 
the Nationalist leader and also deputy 
prime minister. His party is the second- 


largest in parliament, and he has hinted >» 
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> that he will pull out of the coalition if Mr 
Ecevit steps down. He has also threatened 
to do so if the government strikes a deal 
with the opposition to end the death pen- 
alty, so sparing the neck of Abdullah 
Ocalan, the captured Kurdish rebel leader, 

That would bring down the govern- 
ment and probably force the president to 
call a general election. And then? Polls sug- 
gest that none of the parties in the ruling 
coalition would even get the 10% of votes 
needed to win seats at all (a point Mr Bah- 
celi might well consider before pulling the 
plug) and that Recep Tayyip Erdogan and 
his Islamic-minded White party would 
grab the biggest share. 

That would upset Turkey’s American 
allies, who distrust his attitude to the West 
and to Israel. It would also upset Turkey’s 
fiercely secular generals. Most probably 
they would block Mr Erdogan’s road to 
power, and in so doing further tarnish Tur- 
key's democratic credentials. 

Unsurprisingly, therefore, the generals 
are thought to be quietly campaigning for 
Mr Ecevit to go—but not until he has 
named a successor. Just who they have in 
mind is unclear. But almost anyone who is 
not an Islamist, by now even Mr Bahceli, 
looks preferable to the uncertainty that 
would follow a general election. = 


Italy's government 


A blow to the 
prime minister 


MILAN 
A powerful Italian is punished for an 
ungracious remark 


I STARTED as a tragedy in Bologna in 
March. It ended up this week in Rome 
with a string of embarrassments culminat- 
ing in the resignation of one of Italy's most 
powerful politicians, Claudio Scajola, the 
interior minister. And the affair is not yet 
over. The murder of Marco Biagi, a profes- 
sor who was advising the right-wing gov- 
ernment of Silvio Berlusconi on how to 
loosen up the labour laws, has turned into 
a messy business on many levels. 

The police do not seem close to catch- 
ing the killers, who call themselves Red 
Brigades after the terrorists who shot their 
way into Italian history with a wave of 
murders in the 1970s and early 1980s. In 
the past week or so, the police's Shame has 
been increased by the publication of five 
letters which suggest that Mr Biagi's death 
could have been prevented. 

They were written by Mr Biagi himself, 
pleading for help after receiving a series of 
death threats. Plainly, nobody took them 
seriously enough. The letters were written 
on the professor's own computer, which 
the police failed to examine when they 








Scowling Scajola's howler 


started investigating his death. Mr Biagi 
begged several prominent people, includ- 
ing parliament's speaker and the head of 
Confindustria, the employers' club, to help 
him persuade the government to give him 
more security, since he feared for his life: 
three years ago terrorists had killed an- 
other leading reform-minded labour-min- 
istry adviser, Massimo D'Antona. 

The fallout has descended on two peo- 
ple in particular: Mr Scajola and Sergio 
Cofferati, leader of CGIL, Italy's largest 
trade-union group. As interior minister, 
Mr Scajola had the final word in giving 
special protection to individuals. Mr Cof- 
ferati has been the most dogged opponent 
of reforming Italy’s rigid labour laws. Pro- 
fessor Biagi complained in his letters that 
Mr Cofferati was “criminalising” him. 

Though stung by these accusations, Mr 
Cofferati refused to criticise the murdered 
professor. Mr Scajola showed less sensitiv- 
ity. He called Mr Biagi a “pain in the arse” 
interested mainly in having his govern- 
ment consultancy renewed. Italians were 
shocked. Italy's president, Carlo Azeglio 
Ciampi, apologised to Mr Biagi's widow. 
Virtually all opposition politicians and 
many in Mr Scajola’s own coalition de- 
manded that he should go. And he did. 

This was something of a surprise. Mr 
Scajola, a tough and shrewd Ligurian, was 
perhaps the most powerful man in govern- 
ment after Mr Berlusconi himself, who is 
still doubling up as foreign as well as 
prime minister. It was Mr Scajola who 
turned Mr Berlusconi's Forza Italia (Go, It- 
aly!) movement into a real party, which 
won last year's election so handsomely. 
He may well have been the most influen- 
tial of Mr Berlusconi's friends. Despite 
having mismanaged a meeting for the G8 
rich countries last year in Genoa, he 
seemed secure in his job. But answering 
the sensible question as to why his minis- 
try skimped on security for Professor Biagi 
with an insult was too much. Mr Berlus- 
coni has asked another of his oldest 
friends, Giuseppe Pisanu, to fill the gap. @ 
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Portugal's public finances 


Too much red ink 
for the euro-zone 


LISBON 


Last year's deficit broke the rules. Ought 
this year’s government to be punished? 


p has become the first coun- 
try to plead guilty to a capital crime un- 
der the euro-zone's growth and stability 
pact. Answering a parliamentary question 
last week, the new centre-right prime min- 
ister, Jose Manuel Durao Barroso, blurted 
out the scale of—yes, the previous, centre- 
left government's offence: a budget deficit 
in 2001 of 3.9% of Gpp, far above the pact's 
3*6 limit, and much higher than any previ- 
ous official figures. And now for the sen- 
tence of the court? 

The full force of the law, says Pedro 
Solbes, the European commissioner for 
economic and monetary affairs: if the 2001 
deficit is confirmed to be above 3%, the 
commission will not hesitate to apply the 
rules, so Portugal could face fines of up to 
0.5% of GDP and/or be denied access to the 
European Union's "cohesion" funds. 

Well, maybe. The threat is meant to de- 
ter, not actually to be applied. Mr Durao 
Barroso says it would be “incomprehensi- 
ble"to punish Portugal this way, just when 
his coalition government is implementing 
painful austerity measures to cut the defi- 
cit. So why invite trouble, asked his critics, 
by publicising the figure of the deficit, 
which until he did so had been kept under 
wraps by the European Central Bank? The 
country "has a right to know", he replied. 

Again, maybe. The new government, 
which took office in April, is indeed trying 
to lessen the deficit. The better *the coun- 
try" knows how big a problem it faces, the 
readier voters may be to accept its tough 
measures, which have already seen Mr 
Durao Barroso's support fall behind the 
Socialist opposition in some opinion polls. 
And the bigger the 2001 deficit, the more 
credit to him if he can bring the 2002 defi- 
cit down to the proposed 2.8% of GDP, a 
target which Mr Solbes had earlier criti- 
cised as not being bold enough. 

This is a risky strategy. The prime min- 
ister has incurred displeasure by leaking 
the ECB figures and pre-empting the find- 
ings of a commission, headed by the gov- 
ernor of Portugal's central bank, that is due 
to determine the definitive 2001 deficit by 
the end of July. He may also have pushed 
the European Commission into asserting 
its authority, at a time when more than 
one EU government would like to ease the 
obligation to reach budget balance by 
2004, and when France has already been 
allowed a bit of leeway. Rapping little Por- 
tugal over the knuckles might be seen as a 
way of discouraging grander folk. m 







































Denmark and asylum 
The welcome-mat 
has gone 


COPENHAGEN 
ind the rush of people claiming 
asylum has suddenly slowed 


I" HE Margretheholm centre for asylum- 
-A seekers, a down-at-heel former army 
barracks ten minutes’ drive from the heart 
“of Copenhagen, will close at the end of Au- 
gust. Overthe pastsix months, the number 
of refugees seeking asylum in Denmark 
ias almost halved. With fewer refugees to 
cope with, the Danish Red Cross is plan- 
ning to close 16 of its 32 reception centres. 

.. Refugees and administrators at the Co- 
-penhagen centre are in no doubt about 
-what is going on. Denmark’s new laws to 
. deter asylum-seekers are having their in- 
“tended effect. A young Iraqi at the centre, 
who has just had his application turned 
„down, says that when he set off for Europe 
"two years ago the word was that Denmark 
‘offered a “golden asylum". It was high in 
-the European Union's league of asylum- 
“seekers per head of population. 
- But a lot of Danes began to balk. Asy- 


_Jum-seekers, they complained, were ex- 
- ..ploiting the country's generous welfare 
state. Immigrants, they claimed, were 

responsible for rising crime. The anti-im- 
migration Danish People's Party got 12% of 











the vote in last November's general elec- 
tion. Though. it has no ministerial posts, 
the new, rightleaning minority govern- 
ment of Anders Fogh Rasmussen depends 
on its support in parliament. Mr Rasmus- 
sen says he definitely had to "stop immi- 
grants who take advantage of a very gener- 
ous welfare state". His government has cut 
back benefits for asylum-seekers and now 
forbids any resident of Denmark from 
bringing in a foreign spouse who is under 
24 years of age, a move aimed against ar- 
ranged marriages, which were swelling 
the country's immigrant population. 

More important than the measures 
taken by the government is the general 
message it has sent out. Merethe Laubjerb, 
the Margretheholm centre's director, says 
that after the law was passed "things 
changed very quickly. People are calling 


their families and calling each other... peo- 
ple are aware that it's not comfortable to go 
to Denmark." Neighbouring Sweden has 
now seen a sharp rise in the number of 
asylum-seekers turning up on its doorstep. 

The People's Party is pleased. Rasmus 
Hjordt, its spokesman, says that Muslim 
immigrants have been changing Denmark 
for the worse, asking for girls to be excused 
from gym at school and for pork to be 
taken off schools’ menus, for instance. Im- 
migrants, he claims, are responsible for 
68% of all rapes in Copenhagen-a figure 
contested by newcomers' support groups. 
He says that the government's new law 
met most of his party's initial demands. 
And he feels that the rest of Europe will 
soon emulate Denmark's new policy. 
“Holland, the United Kingdom, Italy: 
they're all going the same way." m 





France's new plan 


Too good to be true? 


PARIS 


France's president has said most of the right things. But will he deliver? 


¥ ACQUES CHIRAC's message, read out 

on his behalf this week to both houses of 
the French parliament, was clear enough. 
“By the middle of this summer, you will 
have passed bills to strengthen the state's 
authority, guarantee the French people's 
safety, restore France's competitiveness 
and ensure the nation's solidarity." In 
other words, the election celebrations are 
over and an extraordinary month-long 
session of the National Assembly and Sen- 
ate must begin forthwith. 

It is easy enough for a president, pre- 
vented by a constitutional separation of 
powers from declaiming in person, to de- 
claim from on high; the senators and depu- 
ties stood up to listen in respectful silence, 
apart, that is, from three Socialist deputies 
who stayed seated in protest at this "mo- 
narchical" behaviour. But how exactly 
will the government of Jean-Pierre Raffa- 
rin, even with a pro-Chirac majority of 399 
of the National Assembly's 577 seats, fulfil 
the president's wish list? As a former econ- 
omic adviser to Mr Chirac puts it, "Now is 
nota good time to be prime minister." 

Quite so. The president has promised a 
cut in income tax of 5% in September and a 
cut of up to one-third over the course of his 
five-year term. His promise to "strengthen 
the authority of the state" means tackling 
crime with more police and expensive 
new prisons. His pledge to "restore com- 
petitiveness" means lowering taxes on 
business, making the 35-hour working 
week more flexible, inviting bosses and 
workers to negotiate new deals on unem- 


ployment and health insurance, and slim- 
ming down the public sector-and any 
part of this could all too easily send the un- 
ions on to the streets in protest. 

Perhaps the deceptively unassuming 
Mr Raffarin will prove equal to a task that 
in 1995-1997 was so clearly beyond the un- 
popular Alain Juppé, the last pro-Chirac 
prime minister. The day after Mr Chirac's 
message, Mr Raffarin faced parliament for 
a full 80 minutes to outline what he called 
his government's “programme without ar- 
rogance". In truth, however, save for a flat 
rejection of European Union plans to cut 
France's fishing fleet, he added little to 
what had already been declared in the 
president's message or in the earlier elec- 
tion manifesto. Meanwhile, friends and 
foes alike are well aware that Mr Raffarin's 
margin for manoeuvre is narrow. 

Mr Chirac’s promises, worked out be- 
fore the presidential elections of April and 
May by his astute economics adviser, Jean- 
Francois Cirelli, are based on an annual 
economic growth rate of 3%. Yet this year it 
will be about half that. Moreover, an audit 
commissioned by the new government of 
the nation’s accounts revealed last week 
that the budget deficit for this year will be 
between 2.3% and 2.6% of GDP, compared 
with the 1.8% predicted (doubtless with a 
self-serving pre-election optimism) by the 
now-defeated left-wing government as re- 
cently as February. Translate that into 
money, and it means that the deficit may 
widen from the €30.4 billion ($30 billion) 
originally inscribed in this year’s budget to »» 





> as much as €45 billion. 

Naturally, the audit is self-serving. If 
promises have to be broken, it will be easy 
enough to blame the set of books inherited 
from the left. Similarly, even though the 
new finance minister, Francis Mer, has al- 
ready persuaded the European Commis- 
sion to loosen the rules that say that all zu 
countries must balance their public bud- 
gets by 2004, he can still blame the Union 
if promises have to be broken. 

But in the long term what will matter 
most is not the promises' arithmetic but 
the reforms that will have to accompany 
them. Jean-Claude Trichet, the governor of 
the Bank of France (and presumed next 
head of the European Central Bank), de- 
clared this week that social services, the la- 
bour market and education all need re- 
form, both to improve French industry's 
competitiveness and to reduce govern- 
ment spending, which last year was 52.696 
of GDP. As Mr Trichet noted, Austria is the 
only other euro-zone country in which 
government spending accounts for more 
than half of economic output. 

Clearly, all this is more easily advo- 
cated than achieved. How, for example, 
will Mr Raffarin reform a demographically 
unsustainable pensions system which of- 
fers earlier retirement and better benefits 
to the fully unionised public sector than to 
the less unionised private sector? And will 
strike-prone railway workers and others in 
that public sector take kindly to the idea 
that they should "guarantee" a minimum 
level of service to the public? 

Yet if the president's dreams leave the 
prime minister with a headache, so be it. 
After all, itis hard to disagree with the pres- 
ident's declared intention to "protect the 
weakest, reduce unemployment, fight 
poverty and exclusion, and struggle reso- 
lutely against the discrimination that 
flouts the essence of the French ideal." And 
the business community, so often ignored 
by the outgoing government, will be de- 
lighted by his pledge to set free the coun- 
try's entrepreneurial spirit and to let the 
French "profit from their efforts". 

In the end, however, the most far-reach- 
ing of this presidency's proposals may 
turn out to be a change of administrative 
rather than economic policy. "The mo- 
ment has come", declared Mr Chirac, "to 
resume the long march, so often thwarted, 
towards decentralisation. I call for a great 
national debate on local freedoms and 
responsibilities." Translate that into action 
(the prime minister invited the regions, in- 
cluding the troubled island of Corsica, to 
experiment as a matter of pragmatism 
rather than ideology), and the Raffarin 
government will be devolving to the re- 
gions more tax-raising powers—and the 
responsibilities that go with them. Since 
that, in turn, will mean a lessening of the 
powers of the Parisian elite, the debate 
should be interesting. m 
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A controversial German appointment 
Unwed mother as 
family guardian 


BERLIN 
To win elections, conservatives must 
avoid looking fuddy-duddy 


HE sounded like the answer to Edmund 

Stoiber's prayers. Katherina Reiche is 28, 
clever, good-looking, hails from the former 
communist East Germany, and combines 
motherhood with a successful political ca- 
reer. What more could a silver-haired 
chancellor candidate, surrounded by a 
greying, predominantly male team from 
western Germany, want in order to jazz up 
his campaign and attract votes from where 
they are least forthcoming—from women 
and from Ossis (easterners)? Mr Stoiber 
pounced, this week announcing her ap- 
pointment as the fifth member of his 
"team of experts", a kind of shadow cabi- 
net, and making her responsible for policy 
on women, the young and the family. 

But instead of joy there is embarrass- 
ment and gnashing teeth. For Ms Reiche, 
who already has one child and is expect- 
ing another next month, is unmarried. 
Support for marriage and the family is a 
cardinal value promoted by both the 
Christian Democrats and by their Bavar- 
ian and predominantly Catholic sister 
party, the Christian Social Union, which 
Mr Stoiber heads. Many conservatives, 
along with representatives of the German 
Women's Union and the Catholic Church, 
are aghast. Some suggest removing the 
family from Ms Reiche's responsibilities. 
Others protest that an unmarried mother 
should not be in Mr Stoiber's team at all. 

Among northern Europeans, Germans 
bear relatively few children out of wed- 
lock—just 23% of births, compared with 





The Reiche new lady for the right 
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some 40% in Britain, France and Finland, 
and more than half in Sweden (see chart). 
Germany's constitution specifically pro- 
tects “marriage and the family". On the 
campaign stump, Mr Stoiber proudly an- 
nounces that he has been married to the 
same woman for 34 years—“unlike some", 
he sometimes adds, in a thinly disguised 
dig at the current chancellor, Gerhard 
Schróder, who is on his fourth marriage. 
Many conservatives castigated a new law 
giving gay couples the same welfare and 
inheritance rights as married couples, be- 
cause—they said—it undermined marriage. 

Not all conservatives are old-fash- 
ioned. The Christian Democrats’ own 
party leader, Angela Merkel, lived with her 
partner for 17 years before marrying him in 
1998. And Mr Stoiber knows it is elec- 
torally wise to move with the times. While 
still upholding marriage as the ideal, he 
now says that "other forms of partner- 
ship" should be “accepted and respected”. 
Theunmarried Ms Reiche is modern, bold, 
ambitious. That, he is convinced, will go 
down well with voters. Despite the rum- 
pus, he is standing by her; he could do little 
else, without reinforcing the right's fuddy- 
duddy reputation. = 





FEW years ago Franz Fischler astonished the dignitaries at a 
-LA European farm ministers’ meeting in Biarritz by tramping 
. through the lobby of a posh hotel in a tiny swimming costume 
- after a bracing dip in the Atlantic. It was an impressive act of bra- 
-vado from the Union's amply-proportioned agriculture commis- 
sioner. However grumpy the mutterings behind his back, he 
will need all his guts and skill to press ahead when, on July 10th, 
he unveils his proposals for reforming the Eu's famously costly 
and protectionist common agricultural policy (CAP). 
— Early drafts of Mr Fischler's ideas have been hailed as likely 
-to create a radical upheaval in the CAP. Traditional beneficiaries 
of farm subsidies, such as France, have made it plain they will 
oppose much of what he is suggesting. The most far-reaching 
- idea is to cut the links between subsidies and production. EU 
farmers will still get plenty of public cash thrown at them but 
the money will no longer be tied to how much beef or grain or 
oil-seed rape they produce. Farmers will be guided by the de- 
mands of the market in deciding what to grow. Their new subsi- 
dies will be linked to environmental and animal-welfare 
standards and cut by a fifth in stages, with the savings redirected 
- towards rural development. And in future, rural-development 
projects will have to be co-financed by the countries that benefit 
from them rather than all be paid out of a central pot in Brussels. 
The end product, it is hoped, is an agriculture policy more ori- 
ented towards consumers and less to big farmers. 
:- Mr Fischler’s proposals will be controversial. “If there wasn’t 
a big fight over agricultural reform," he notes, "people would 
think there was something wrong." But don't exaggerate the rad- 
ical nature of his plans. He assumes without question that farm- 
ing deserves to be subsidised. Nor does he propose an overall 
cut in the enormous amount of money that goes into the CAP, 
which at €40 billion amounts to almost half of the Eu's overall 
spending. "I'm not a revolutionary," Mr Fischler notes carefully. 
<- Despite his jovial manner and background in Austria's con- 
servative mainstream, he is not just a straightforward Tyrolean 
farmer; his bluff exterior hides a shrewd political brain. When 
. Austria was virtually isolated in EU politics after the far-right 
Freedom Party joined the government in 2000, Mr Fischler said 
just the right things to preserve his political viability both in 
- Brussels and in conservative circles in Vienna. Now he is trying 
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iorthern and southern Europeans—and is now further 
complicated by the imminent enlargement of the Eu to include 
poorer and more rural countries in Central Europe. 

The strategy behind the proposals is evident in the way Mr 
Fischler proposes severing the link between production and 
subsidy. The simplest idea would be to move to an "area pay- 
ment", with farmers getting money based on the amount of 
land they farm. But that idea would be immediately shot down 
by the French, who, because they farm intensively, do very well 
out of production-based subsidies and would be hurt by a sim- 
ple move to area payments. Instead, Mr Fischler is trying to dis- 
arm opposition by proposing that all farmers should start with 
the same level of subsidy they got under the old system but that 
the amount paid to the biggest farms should be capped and then 
progressively reduced. In this way Mr Fischler hopes gradually 
to address one of the most widely criticised of the CAP's anom- 
alies: the fact that a policy often defended as a way of protecting 
small farms and traditional rural life in fact lavishes around 80% 
of its subsidies on just 20% of the Ev's largest farms. 

Mr Fischler's wiles are apparent in other bits of his proposals. 
For the time being, "Mediterranean products" like wine and ol- 
ive oil are exempt from the proposed abolition of production 
subsidies. These markets, says Mr Fischler, are not yet ready for 
so radical a move; he will bring forward proposals for them next 
year. Conveniently for him, this means that the Spaniards, Ital- 
ians and Greeks are less likely to join a militantly anti-reform 
camp. Mr Fischler's proposals are also meant to give countries 
like Germany, Britain and the Netherlands, which grumble that 
they foot the CA» bill, just enough to win him their backing. For 
the northerners Mr Fischler emphasises that his is a market- 
based reform that will benefit consumers and the environment, 
and will eventually lessen their payments. For the French and 
the southerners, he stresses that he does not question the need 
to preserve a subsidised "European model" of farming. His strat- 
egy, he says with a smile, is to ind a "balance of unhappiness". 

He applies the same idea to countries such as Poland and the 
Czech Republic, which are banging on the door of the Eu but are 
increasingly nervous that they will be offered a rotten deal over 
agriculture. Mr Fischler agrees with the applicants that the EU's 
efforts to reform the CAP» should on no account stand in the way 
of enlargement; but he also sticks to the European Commis- 
sion's line that the newcomers cannot expect to get the full range 
of agricultural subsidies as soon as they join. 


Tyrolean tiptoes 

This carefully calibrated strategy worries those who are agitating 
for a really radical CA» reform. They are concerned, in particu- 
lar, that if the amount of money spent on the CAP is not cut be- 
fore eastward enlargement, the new farmer-heavy members 
may form an anti-reform block once they are inside the Union. 
Mr Fischler shares the reformers' view that in the long run farm 
subsidies cannot stay the biggest single item in the EU’s budget. 
But he argues that the budget will have to be reshaped after a 
postenlargement deal is struck, with aid to poor regions going 
up sharply as farm subsidies shrink. Eu history suggests that ag- 
ricultural reformers invariably enter cold and treacherous wa- 
ters. Mr Fischler may have a risqué bathing suit, but his style is 
to walk in step by step, not to plunge head first into the waves. @ 
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During exploration, problems can replenishing those removed, it's also 
arise that we can't solve on our own. p : Q providing a new habitat for endangered 
ilippi iant Fruit Flying F Is. 
At the Malampaya Deep Water Gas VAY = AT ' S A R OVE Philippine Giant Fruit and Flying Fox bats 


to Power Project in the Philippines, for By enlisting help like this, we're 


example, the removal of trees (many ensuring that the extraction of one natural 
small scrub trees) to accommodate a temporary structure resource doesn’t mean the destruction of another. 
proved unavoidable. For details of this and similar projects, see the Shell Report 


‘People, Planet and Profits’ at www.shell. 
Shell asked local botanists to look at the likely impact before ESEE ER in MEL 


felling. And with the structure now gone, specialists then helped us 
to replant 10 saplings for every tree removed. This is not just 





Flying blind 
It comes as a shock to discover how little in- 


formation there is on the environment. 
Page5 


Blowing hot and cold 


Climate change may be slow and uncertain, 
but that is no excuse for inaction. Page 7 


Local difficulties 


Greenery is for the poor too, particularly on 
their own doorstep. Page 9 
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Can technology save the planet? Page 11 
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Markets could prove to be a potent force for 
greenery—if only greens could learn to love 
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USTAINABLE development is a danger- 

ously slippery concept. Who could pos- 
sibly be against something that invokes 
such alluring images of untouched wilder- 
nesses and happy creatures? The difficulty 
comes in trying to reconcile the “develop- 
ment” with the “sustainable” bit: look 
more closely, and you will notice that 
there are no people in the picture. 

That seems unlikely to stop a contin- 
gent of some 60,000 world leaders, busi- 
nessmen, activists, bureaucrats and jour- 
nalists from travelling to South Africa next 
month for the UN-sponsored World Sum- 
mit on Sustainable Development in Johan- 
nesburg. Whether the summit achieves 
anything remains to be seen, but at least it 
is asking the right questions. This survey 
will argue that sustainable development 
cuts to the heart of mankind’s relationship 
with nature—or, as Paul Portney of Re- 
sources for the Future, an American think- 
tank, puts it, “the great race between de- 
velopment and degradation”. It will also 
explain why there is reason for hope about 
the planet’s future. 

The best way known to help the poor 
today—economic growth—has to be han- 
dled with care, or it can leave a degraded or 
even devastated natural environment for 
the future. That explains why ecologists 
and economists have long held diametri- 
cally opposed views on development. The 
difficult part is to work out what we owe 
future generations, and how to reconcile 
that moral obligation with what we owe 


Growth need not be the enemy of greenery. But much more effort is 
required to make the two compatible, says Vijay Vaitheeswaran 


























the poorest among us today. : 
It is worth recalling some of the argu 
ments fielded in the run-up to the big Earth 
Summit in Rio de Janeiro a decade ago. A 
publication from UNESCO, a United Na+. 
tions agency, offered the following vision 
of the future: "Every generation should. . 
leave water, air and soil resources as pure 
and unpolluted as when it came on earth. 
Each generation should leave undimin- 
ished all the species of animals it found ex-- 
isting on earth." Man, that suggests,isbuta - 
strand in the web of life, and the naturalor- 
der is fixed and supreme. Put earth first, it 
seems to Say. í 
Robert Solow, an economist at the 
Massachusetts Institute of Technology, t 
plied at the time that this was “fund 
mentally the wrong way to go”, arguing 
that the obligation to the future is “not to 
leave the world as we found it in detail, bu 
rather to leave the option or the capacity to 
be as well off as we are.” Implicit in that a 
gument is the seemingly hard-hearted n 
tion of "fungibility": that natural re- 
sources, whether petroleum or giant 
pandas, are substitutable. 


Rio's fatal flaw at 
Champions of development and defend- 
ers of the environment have been locked - 
in battle ever since a UN summit in Stock- - 
holm launched the sustainable-develop- 
ment debate three decades ago. Over the 
years, this debate often pitted indignant 
politicians and social activists from the + 





poor world against equally indignant poli- 
ticians and greens from the rich world. But 
seme thes me Rio summit came along, it 


rot ps grew cor ined over Boren and 
lopment charities waxed lyrical 
ut greenery. Even the World Bank 
in. Its World Development Report 
2 gushed about "win-win" strate- 
uch as ending environmentally 
‘subsidies, that would help both 

le economy and the environment. 

-By nearly universal agreement, those 
grand aspirations have fallen flat in the de- 
cade since that summit. Little headway has 
been made with environmental problems 
such as climate change and loss of biodi- 
versity. Such progress as has been 
achieved has been largely due to three fac- 
_-tors that this survey will explore in later 
sections: more decision-making at local 
. level, technological innovation, and the 
tise of market forces in environmental 
J matters. 

o5. The main explanation for the disap- 

pointment—and the chief lesson for those 
about to gather in South Africa—is that Rio 
overreached itself. Its participants were so 
anxious to reach a political consensus that 
they agreed to the Brundtland definition 
of sustainable development, which Daniel 
Esty of Yale University thinks has turned 
into “a buzz-word largely devoid of con- 
tent". The biggest mistake, he reckons, is 
that it slides over the difficult trade-offs be- 
tween environment and development in 
the real world. He is careful to note that 
there are plenty of cases where those goals 
are linked—but also many where they are 
not: *Environmental and economic policy 
goals are distinct, and the actions needed 
to achieve them are not the same." 








No such thing as win-win 
To insist that the two are "impossible to 
parate", as the Brundtland commission 
claimed,is nonsense. Even the World Bank 
ow accepts that its much-trumpeted 1992 
report was much too optimistic. Kristalina 
. Georgieva, the Bank's director for the envi- 
- ronment, echoes comments from various 
- colleagues when she says: "I've never seen 
a real win-win in my life. There's always 
somebody, usually an elite group grabbing 
. rents, that loses. And we've learned in the 


past decade that those losers fight hard to 
make sure that technically elegant win- 
win policies do not get very far." 

So would it be better to ditch the con- 
cept of sustainable development alto- 
gether? Probably not. Even people with 
their feet firmly planted on the ground 
think one aspect of it is worth salvaging: 
the emphasis on the future. 

Nobody would accuse John Graham of 
jumping on green bandwagons. As an offi- 
cial in President George Bush's Office of 
Management and Budget, and previously 
as head of Harvard University's Centre for 
Risk Analysis, he has built a reputation for 
evidence-based policymaking. Yet he in- 
sists sustainable development is a worth- 
while concept: "It's good therapy for the 
tunnel vision common in government 
ministries, as it forces integrated policy- 





making. In practical terms, it means that 
you have to take economic cost-benefit 
trade-offs into account in environmental 
laws, and keep environmental trade-offs in 
mind with economic development." 

Jose Maria Figueres, a former president 
of Costa Rica, takes a similar view. “As a 
politician, I saw at first hand how often 
policies were dictated by short-term con- 
siderations such as elections or partisan 
pressure. Sustainability is a useful tem- 
plate to align short-term policies with me- 
dium- to long-term goals." 

It is not only politicians who see value 
in saving the sensible aspects of sustain- 
able development. Achim Steiner, head of 
the International Union for the Conserva- 
tion of Nature, the world's biggest con- 
servation group, puts it this way: "Let's be 
honest: greens and businesses do not have 
the same objective, but they can find com- 
mon ground. We look for pragmatic ways 
to save species. From our own work on the 
ground on poverty, our members-be they 


bird watchers or passionate ecologists— 
have learned that ‘sustainable use’ is a bet- 
ter way to conserve." 

Sir Robert Wilson, boss of Rio Tinto, a 
mining giant, agrees. He and other busi- 
ness leaders say it forces hard choices 
about the future out into the open: "I like 
this concept because it frames the trade- 
offs inherent in a business like ours. It 
means that single-issue activism is simply 
not as viable." 

Kenneth Arrow and Larry Goulder, 
two economists at Stanford University, 
suggest that the old ideological enemies 
are converging: "Many economists now 
accept the idea that natural capital has to 
be valued, and that we need to account for 
ecosystem services. Many ecologists now 
accept that prohibiting everything in the 
name of protecting nature is not useful, 
and so are being selective." They think the 
debate is narrowing to the more empirical 
question of how far it is possible to substi- 
tute natural capital with the man-made 
sort, and specific forms of natural capital 
for one another. 


The job for Johannesburg 

So what can the Johannesburg summit 
contribute? The prospects are limited. 
There are no big, set-piece political treaties 
to be signed as there were at Rio. America’s 
acrimonious departure from the Kyoto 
Protocol, a UN treaty on climate change, 
has left a bitter taste in many mouths. And 
the final pre-summit gathering, held in 
early June in Indonesia, broke up in disar- 
ray. Still, the gathered worthies could use- 
fully concentrate on a handful of areas 
where international co-operation can help 
deal with environmental problems. Those 
include improving access for the poor to 
cleaner energy and to safe drinking water, 
two areas where concerns about human 
health and the environment overlap. If 
rich countries want to make progress, they 
must agree on firm targets and offer the 
money needed to meet them. Only if they 
do so will poor countries be willing to co- 
operate on problems such as global warm- 
ing that rich countries care about. 

That seems like a modest goal, but it 
just might get the world thinking seriously 
about sustainability once again. If the 
Johannesburg summit helps rebuild a bit 
of faith in international environmental co- 
operation, then it will have been worth- 
while. Minimising the harm that future 
economic growth does to the environment 
will require the rich world to work hand in 
glove with the poor world—which seems 


nearly unimaginable in today's atmo- » 





* sphere poisoned by the shortcomings of 
Rio and Kyoto. 

To understand why this matters, recall 
that great race between development and 
degradation. Mankind has stayed comfort- 
ably ahead in that race so far, but can it go 
on doing so? The sheer magnitude of the 
economic growth that is hoped for in the 
coming decades (see chart 1, previous 
page) makes it seem inevitable that the 
clashes between mankind and nature will 
grow worse. Some are now asking 
whether all this economic growth is really 
necessary or useful in the first place, citing 
past advocates of the simple life. 


Flying blind 


TAM is the true state of the planet? It 
depends from which side you are 
peering at it. "Things are really looking 
up," comes the cry from one corner (usu- 
ally overflowing with economists and 
technologists), pointing to a set of rosy sta- 
tistics. "Disaster is nigh,” shouts the other 
corner (usually full of ecologists and envi- 
ronmental lobbyists), holding up a rival set 
of troubling indicators. 

According to the optimists, the 20th 
century marked a period of unprece- 
dented economic growth that lifted 
masses of people out of abject poverty. It 
also brought technological innovations 
such as vaccines and other advances in 
public health that tackled many prevent- 
able diseases. The result has been a breath- 
taking enhancement of human welfare 
and longer, better lives for people every- 
where on earth (see chart 2). 

At this point, the pessimists interject: 
"Ah, but at what ecological cost?" They 
note that the economic growth which 
made all these gains possible sprang from 
the rapid spread of industrialisation and 
its resource-guzzling cousins, urbanisa- 
tion, motorisation and electrification. The 
earth provided the necessary raw materi- 
als, ranging from coal to pulp to iron. Its 
ecosystems-—rivers, seas, the atmosphere— 
also absorbed much of the noxious fall- 
out from that process. The sheer magni- 
tude of ecological change resulting directly 
from the past century's economic activity 
is remarkable (see table 3, next page). 

To answer that Gandhian question 
about how many planets it would take if 


"God forbid that India should ever take 
to industrialism after the manner of the 
West... It took Britain half the resources of 
the planet to achieve this prosperity. How 
many planets will a country like India re- 
quire?", Mahatma Gandhi asked half a 
century ago. That question encapsulated 
the bundle of worries that haunts the sus- 
tainable-development debate to this day. 
Today, the vast majority of Gandhi's coun- 
trymen are still living the simple life—full 
of simple misery, malnourishment and 
material want. Grinding poverty, it turns 
out, is pretty sustainable. 

If Gandhi were alive today, he might 


everybody lived like the West, we need to 
know how much-or how little-damage 
the West's transformation from poverty to 
plenty has done to the planet to date. Econ- 
omists point to the remarkable improve- 
mentin local air and water pollution in the 
rich world in recent decades. "It's Getting 
Better All the Time", a cheerful tract co- 
written by the late Julian Simon, insists 
that: “One of the greatest trends of the past 
100 years has been the astonishing rate of 
progress in reducing almost every form of 
pollution." The conclusion seems un- 
avoidable: "Relax! If we keep growing as 
usual, we'll inevitably grow greener." 

The ecologically minded crowd takes a 
different view. *GEO3", a new report from 


1 Better lives 
Worldwide improvements over past 30 years 


look at China next door and find that the 
country, once as poor as India, has been 
transformed beyond recognition by two 
decades of roaring economic growth. Vast 
numbers of people have been lifted out of 
poverty and into middle-class comfort. 
That could prompt him to reframe his 
question: how many planets will it take to 
satisfy China's needs if it ever achieves 
profligate America's affluence? One green 
group reckons the answer is three. The 
next section looks at the environmental 
data that might underpin such claims. It 
makes for alarming reading—though not 
for the reason that first springs to mind. m 
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‘It comes as a shock to discover - 


how little information thereis 
on the environment E 


the United Nations Environment Pro- 
gramme, looks back at the past few de- 
cades and sees much reason for concern. 
Its thoughtful boss, Klaus Tópfer (a former 
German environment minister), insists 
that his report is not “a document of doom 
and gloom". Yet, in summing it up, UNEP 
decries "the declining environmental 
quality of planet earth", and wags a finger 
at economic prosperity: "Currently, one- 
fifth of the world's population enjoys high, 
some would say excessive, levels of afflu- 
ence." The conclusion seems unavoidable: 
"Panic! If we keep growing as usual, we'll 
inevitably choke the planet to death." 
"People and Ecosystems", a collabora- 


tion between the World Resources Insti- » 

























ute, the World Bank and the United Na- 
tions, tried to gauge the condition of 
ecosystems by examining the goods and 
services they produce~—food, fibre, clean 
ater, carbon storage and so on~and their 
pacity to continue producing them. The 
authors explain why ecosystems matter: 
half of all jobs worldwide are in agricul- 
ture, forestry and fishing, and the output 
from those three commodity businesses 
still dominates the economies of a quarter 
of the world’s countries. 
The report reached two chief conclu- 
ons after surveying the best available 
nvironmental data. First, a number of 
cosystems are “fraying” under the impact 
of human activity. Second, ecosystems in 
future will be less able than in the past to 
deliver the goods and services human life 
depends upon, which points to unsustain- 
ability. But it took care to say: “It’s hard, of 
course, to know what will be truly sustain- 
able.” The reason this collection of leading 
experts could not reach a firm conclusion 
was that, remarkably, much of the in- 
__ formation they needed was incomplete or 
_ missing altogether: “Our knowledge of 
ecosystems has increased dramatically, 
but it simply has not kept pace with our 
-.. ability to alter them." 
_ Another group of experts, this time or- 
-~ . ganised by the World Economic Forum, 
- found itself similarly frustrated. The leader 
of that project, Daniel Esty of Yale, ex- 
claims, throwing his arms in the air: "Why 
hasn'tanyone done careful environmental 
measurement before? Businessmen al 
ways say, ‘what matters gets measured.’ 
‘Social scientists started quantitative mea- 
surement 30 years ago, and even political 
cience turned to hard numbers 15 years 
igo. Yet look at environmental policy, and 
he data are lousy." 































































Gaping holes 

\t long last, efforts are under way to im- 
rove environmental data collection. The 
most ambitious of these is the Millennium 
icosystem Assessment, a joint effort 
among leading development agencies and 
'nvironmental groups. This four-year ef- 
ort is billed as an attempt to establish sys- 
ematic data sets on all environmental 
matters across the world. But one of the re- 
searchers involved grouses that it “has 
“very, very little new money to collect or 
-analyse new data". It seems astonishing 
-that governments have been making 
sweeping decisions on environmental pol- 
icy for decades without such a baseline in 
the first place. 

- One positive sign is the growing inter- 


est of the private sector in collecting envi- 
ronmental data. It seems plain that leaving 
the task to the public sector has not 
worked. Information on the environment 
comes far lower on the bureaucratic peck- 
ing order than data on education or social 
affairs, which tend to be overseen by min- 
istries with bigger budgets and more politi- 
cal clout. A number of countries, ranging 
from New Zealand to Austria, are now 
looking to the private sector to help collect 
and manage data in areas such as climate. 
Development banks are also considering 
using private contractors to monitor urban 
air quality, in part to get around the cor- 
ruption and apathy in some city govern- 
ments. 

“I see a revolution in environmental 
data collection coming because of com- 
puting power, satellite mapping, remote 
sensing and other such information tech- 
nologies," says Mr Esty. The arrival of hard 
data in this notoriously fuzzy area could 
cut down on environmental disputes by 
reducing uncertainty. One example is the 
long-running squabble between Amer- 
ica s mid-western states, which rely 
heavily on coal, and the north-eastern 
states, which suffer from acid rain. Tech- 
nology helped disprove claims by the mid- 
western states that New York's problems 
all resulted from home-grown pollution. 

The arrival of good data would have 
other benefits as well, such as helping mar- 
kets to work more robustly: witness Amer- 
ica's pioneering scheme to trade emissions 
of sulphur dioxide, made possible by 
fancy equipment capable of monitoring 
emissions in real time. Mr Esty raises an 
even more intriguing possibility: "Like in 
the American West a hundred years ago, 
when barbed wire helped establish rights 
and prevent overgrazing, information 
technology can help establish ‘virtual 
barbed wire' that secures property rights 
and so prevents overexploitation of the 
commons." He points to fishing in the wa- 
ters between Australia and New Zealand, 


where tracking and monitoring devices 
have reduced over-exploitation. 

Best of all, there are signs that the use of 
such fancy technology will not be con- 
fined to rich countries. Calestous Juma of 
Harvard University shares Mr Esty's ex- 
citement about the possibility of such a 
technology-driven revolution even in Af- 
rica: “In the past, the only environmental 
‘database’ we had in Africa was our grand- 
mothers. Now, with global information 
systems and such, the potential is enor- 
mous." Conservationists in Namibia, for 
example, already use satellite tracking to 
keep count of their elephants. Farmers in 
Mali receive satellite updates about im- 
pending storms on hand-wound radios. 
Mr Juma thinks the day is not far off when 
such technology, combined with ground- 
based monitoring, will help Africans mea- 
sure trends in deforestation, soil erosion 
and climate change, and assess the effects 
on their local environment. 


Make a start 

That is at once a sweeping vision and a 
modest one. Sweeping, because it will re- 
quire heavy investment in both sophisti- 
cated hardware and nuts-and-bolts in- 
formation infrastructure on the ground to 
make sense of all these new data. As the 
poor world clearly cannot afford to pay for 
all this, the rich world must help- partly 
for altruistic reasons, partly with the self- 
ish aim of discovering in good time 
whether any global environmental calam- 
ities are in the making. A number of multi- 
lateral agencies now say they are willing to 
invest in this area as a "neglected global 
public good"-neglected especially by 
those agencies themselves. Even President 
Bush's administration has recently indi- 
cated that it will give environmental satel- 
lite data free to poor countries. 

But that vision is also quite a modest 
one. Assuming that this data "revolution" 
does take place, all it will deliver is a reli- 
able assessment of the health of the planet 
today. We will still not be able to answer 
the broader question of whether current 
trends are sustainable or not. 

To do that, we need to look more 
closely at two very different sorts of envi- 
ronmental problems: global crises and lo- 
cal troubles. The global sort is hard to pin 
down, but can involve irreversible 
changes. The local kind is common and 
can have a big effect on the quality of life, 
but is usually reversible. Data on both are 
predictably inadequate. We turn first to the 
most elusive environmental problem of 
all, global warming. @ 
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Wee would Winston Churchill have 
done about climate change? Imagine 
that Britain's visionary wartime leader 
had been presented with a potential time 
bomb capable of wreaking global havoc, 
although not certain to do so. Warding it 
off would require concerted global action 
and economic sacrifice on the home front. 
Would he have done nothing? 

Not if you put it that way. After all, 
Churchill did not dismiss the Nazi threat 
for lack of conclusive evidence of Hitler’s 
evil intentions. But the answer might be 
less straightforward if the following provi- 
sos had been added: evidence of this pro- 
blem would remain cloudy for decades; 
the worst effects might not be felt for a cen- 
tury; but the costs of tackling the problem 
would start biting immediately. That, in a 
nutshell, is the dilemma of climate change. 
Itis asking a great deal of politicians to take 
action on behalf of voters who have not 
even been born yet. 

One reason why uncertainty over cli- 
mate looks to be with us for a long time is 
that the oceans, which absorb carbon from 
the atmosphere, act as a time-delay mech- 
anism. Their massive thermal inertia 
means that the climate system responds 
only very slowly to changes in the compo- 
sition of the atmosphere. Another com- 
plication arises from the relationship be- 
tween carbon dioxide (co:), the principal 
greenhouse gas (GHG), and sulphur diox- 
ide (s02), a common pollutant. Efforts to re- 
duce man-made emissions of GHGs by 
cutting down on fossil-fuel use will reduce 
emissions of both gases. The reduction in 
CO: will cut warming, but the concurrent 
SO: cut may mask that effect by contribut- 
ing to the warming. 

There are so many such fuzzy factors— 
ranging from aerosol particles to clouds to 
cosmic radiation—that we are likely to see 
disruptions to familiar climate patterns for 
many years without knowing why they 
are happening or what to do about them. 
Tom Wigley, a leading climate scientist 
and member of the UN's Intergovernmen- 
tal Panel on Climate Change (1Pcc), goes 
further. He argues in an excellent book 
published by the Aspen Institute, “us Poli- 
cies on Climate Change: What Next?”, that 
whatever policy changes governments 





pursue, scientific uncertainties will “make 
it difficult to detect the effects of such 
changes, probably for many decades.” 

As evidence, he points to the negligible 
short- to medium-term difference in tem- 
perature resulting from an array of emis- 
sions “pathways” on which the world 
could choose to embark if it decided to 
tackle climate change (see chart 4). He 
plots various strategies for reducing GHGs 
(including the Kyoto one) that will lead in 
the next century to the stabilisation of at- 
mospheric concentrations of co: at 550 
parts per million (ppm). That is roughly 
double the level which prevailed in pre-in- 
dustrial times, and is often mooted by cli- 
mate scientists as a reasonable target. But 
even by 2040, the temperature differences 
between the various options will still be 
tiny—and certainly within the magnitude 
of natural climatic variance. In short, in an- 
other four decades we will probably still 
not know if we have over- or undershot. 


Ignorance is not bliss 
However, that does not mean we know 
nothing. We do know, for a start, that the 
"greenhouse effect" is real: without the 
heat-trapping effect of water vapour, CO2, 
methane and other naturally occurring 
GHGS, our planet would be a lifeless 30*C 
or so colder. Some of these GHG emissions 
are captured and stored by "sinks", such as 
the oceans, forests and agricultural land, as 
part of nature's carbon cycle. 

We also know that since the industrial 


1 What's the difference? n 
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_ Climate change may be slow an 
uncertain, but that is no excuse 
for inaction. 







revolution began, mankind's actions have 
contributed significantly to that green- 
house effect. Atmospheric concentrations 
of GHGs have risen from around 280ppm 
two centuries ago to around 370ppm to- 
day, thanks chiefly to mankind's use of 
fossil fuels and, to a lesser degree, to defor- 
estation and other land-use changes. Both 
surface temperatures and sea levels have 
been rising for some time. 

There are good reasons to think tem- 
peratures will continue rising. The 1PCC 
has estimated a likely range for that in- 
crease of 1.4°C-5.8°C over the next century, 
although the lower end of that range is 
more likely. Since what matters is not just 
the absolute temperature level but the rate 
of change as well, it makes sense to try to 
slow down the increase. 

The worry is that a rapid rise in tem- 
peratures would lead to climate changes 
that could be devastating for many 
(though not all) parts of the world. Central 
America, most of Africa, much of south 
Asia and northern China could all be hit 
by droughts, storms and floods and other- 
wise made miserable. Because they are 
poor and have the misfortune to live near 
the tropics, those most likely to be affected 
will be least able to adapt. 

The colder parts of the world may ben- 
efit from warming, but they too face perils. 
One is the conceivable collapse of the At- 
lantic "conveyor belt", a system of currents 
that gives much of Europe its relatively 
mild climate; if temperatures climb too 
high, say scientists, the system may un- 
dergo radical changes that damage both 
Europe and America. That points to the 
biggest fear: warming may trigger irrevers- 
ible changes that transform the earth into a 
largely uninhabitable environment. 

Given that possibility, extremely re- 
mote though it is, it is no comfort to know 
that any attempts to stabilise atmospheric 
concentrations of GHGs at a particular 
level will take a very long time. Because of 
the oceans' thermal inertia, explains Mr 
Wigley, even once atmospheric concentra- 
tions of GHGs are stabilised, it will take de- 
cades or centuries for the climate to follow 
suit. And even then the sea level will con- 
tinue to rise, perhaps for millennia. 

This is a vast challenge, and it is worth » 


> bearing in mind that mankind's contribu- 
tion to warming is the only factor that can 
be controlled. So the sooner we start draw- 
ing up a long-term strategy for climate 
change, the better. 

What should such a grand plan look 
like? First and foremost, it must be global. 
Since CO: lingers in the atmosphere for a 
century or more, any plan must also ex- 
tend across several generations. 

The plan must recognise, too, that cli- 
mate change is nothing new: the climate 
has fluctuated through history, and man- 
kind has adapted to those changes-and 
must continue doing so. In the rich world, 
some of the more obvious measures will 
include building bigger dykes and flood 
defences. But since the most vulnerable 
people are those in poor countries, they 
too have to be helped to adapt to rising 
seas and unpredictable storms. Infrastruc- 
ture improvements will be useful, but the 
best investment will probably be to help 
the developing world get wealthier. 

|t is essential to be clear about the 
plan’s long-term objective. A growing 
chorus of scientists now argues that we 
need to keep temperatures from rising by 
much more than 2-3°C in all. That will re- 
quire the stabilisation of atmospheric con- 
centrations of GHGs. James Edmonds of 
the University of Maryland points out that 
because of the long life of co», stabilisa- 
tion of CO: concentrations is not at all the 
same thing as stabilisation of CO2 emis- 
sions. That, says Mr Edmonds, points to an 
unavoidable conclusion: "In the very long 
term, global net co: emissions must even- 
tually peak and gradually decline toward 
zero, regardless of whether we go for a tar- 
get of 3soppm or 1,000ppm." 


A low-carbon world 

That is why the long-term objective for cli- 
mate policy must be a transition to a low- 
carbon energy system. Such a transition 
can be very gradual and need not neces- 
sarily lead to a world powered only by bi- 
cycles and windmills, for two reasons that 
are often overlooked. 

One involves the precise form in which 
the carbon in the ground is distributed. Ac- 
cording to Michael Grubb of the Carbon 
Trust, a British quasi-governmental body, 
the long-term problem is coal. In theory, 
we can burn all of the conventional oil and 
natural gas in the ground and still meet the 
most ambitious goals for tackling climate 
change. If we do that, we must ensure that 
the far greater amounts of carbon trapped 
as coal (and unconventional resources like 
tar sands) never enter the atmosphere. 


Melting moments 


The snag is that poor countries are 
likely to continue burning cheap domestic 
reserves of coal for decades. That suggests 
the rich world should speed the develop- 
ment and diffusion of “low carbon" tech- 
nologies using the energy content of coal 
without releasing its carbon into the atmo- 
sphere. This could be far off, so it still 
makes sense to keep a watchful eye on the 
soaring carbon emissions from oil and gas. 

The other reason, as Mr Edmonds took 
care to point out, is that it is net emissions 
of co: that need to peak and decline. That 
leaves scope for the continued use of fossil 
fuels as the main source of modern energy 
if only some magical way can be found to 
capture and dispose of the associated CO2. 
Happily, scientists already have some 
magic in the works. 

One option is the biological “sequestra- 
tion" of carbon in forests and agricultural 
land. Another promising idea is capturing 
and storing CO.—underground, as a solid 
or even at the bottom of the ocean. Plan- 
ting "energy crops" such as switch-grass 
and using them in conjunction with 
sequestration techniques could even re 
sult in negative net co: emissions, be: 
cause such plants use carbon from the at: 
mosphere. If sequestration is combined 
with techniques for stripping the hydro- 
gen out of this hydrocarbon, then coal 
could even offer a way to sustainable hy- 
drogen energy. 

But is anyone going to pay attention to 
these long-term principles? After all, over 
the past couple of years all participants in 
the Kyoto debate have excelled at produc- 
ing short-sighted, selfish and disingenu- 
ous arguments. And the political rift con- 
tinues: the eu and Japan pushed ahead 
with ratification of the Kyoto treaty a 


month ago, whereas President Bush reaf- 


firmed his opposition. 





However, go back a decade and you 
will find precisely those principles en- 
shrined in a treaty approved by the elder 
George Bush and since reaffirmed by his 
son: the uN Framework Convention on 
Climate Change (rccc). This treaty was 
perhaps the most important outcome of 
the Rio summit, and it remains the basis 
for the international climate-policy re- 
gime, including Kyoto. 

The treaty is global in nature and long: 
term in perspective. It commits signatories 
to pursuing "the stabilisation of GHG con- 
centrations in the atmosphere at a level 
that would prevent dangerous interfer- 
ence with the climate system." Note that 
the agreement covers GHG concentra- 
tions, not merely emissions. In effect, this 
commits even gas-guzzling America to the 
goal of declining emissions. 


Better than Kyoto 

Crucially, the Fccc treaty not only lays 
down the ends but also specifies the 
means: any strategy to achieve stabilisa- 
tion of GHG concentrations, it insists, 
"must not be disruptive of the global econ- 
omy". That was the stumbling block for 
the Kyoto treaty, which is built upon the 
FCCC agreement: its targets and timetables 
proved unrealistic. 

Any revised Kyoto treaty or follow-up 
accord (which must include the United 
States and the big developing countries) 
should rest on three basic pillars. First, gov- 
ernments everywhere (but especially in 
Europe) must understand that a reduction 
in emissions has to start modestly. That is 
because the capital stock involved in the 
global energy system is vast and long- 
lived, so a dash to scrap fossil-fuel produc- 
tion would be hugely expensive. How- 
ever, as Mr Grubb points out, that pragma- 
tism must be flanked by policies that » 





* encourage a switch to low-carbon technol- 
ogies when replacing existing plants. 

Second, governments everywhere (but 
especially in America) must send a power- 
ful signal that carbon is going out of fash- 
ion. The best way to do this is to levy a car- 
bon tax. However, whether it is done 
through taxes, mandated restrictions on 
GHG emissions or market mechanisms is 
less important than that the signal is sent 
clearly, forcefully and unambiguously. 
This is where President Bush's mixed sig- 
nals have done a lot of harm: America's in- 
dustry, unlike Europe's, has little incentive 
to invest in low-carbon technology. The 
irony is that even some coal-fired utilities 
in America are now clamouring for co: 
regulation so that they can invest in new 
plants with confidence. 

The third pillar is to promote science 
and technology. That means encouraging 
basic climate and energy research, and giv- 
ing incentives for spreading the results. 
Rich countries and aid agencies must also 
find ways to help the poor world adapt to 
climate change. This is especially impor- 
tant if the world starts off with small cuts 





HY should we care about the envi- 

ronment? Ask a European, and he 
will probably point to global warming. 
Ask the two little boys playing outside a 
newsstand in Da Shilan, a shabby neigh- 
bourhood in the heart of Beijing, and they 
will tell you about the city's notoriously 
foul air: “It’s bad—like a virus!" 

Given all the media coverage in the rich 
world, people there might believe that 
global scares are the chief environmental 
problems facing humanity today. They 
would be wrong. Partha Dasgupta, an eco- 
nomics professor at Cambridge Univer- 
sity, thinks the current interest in global, 
future-oriented problems has “drawn at- 
tention away from the economic misery 
and ecological degradation endemic in 
large parts of the world today. Disaster is 
not something for which the poorest have 
to wait; itis a frequent occurrence." 

Every year in developing countries, a 
million people die from urban air pollu- 
tion and twice that number from exposure 
to stove smoke inside their homes. An- 
other 3m unfortunates die prematurely ev- 


in emissions, leaving deeper cuts for later. 
That, observes Mr Wigley, means that by 
mid-century "very large investments 
would have to have been made-and yet 
the ‘return’ on these investments would 
not be visible. Continued investment is go- 
ing to require more faith in climate science 
than currently appears to be the case." 

Even a visionary like Churchill might 
have lost heart in the face of all this uncer- 
tainty. Nevertheless, there is a glimmer of 
hope that today's peacetime politicians 
may rise to the occasion. 


Miracles sometimes happen 

Two decades ago, the world faced a similar 
dilemma: evidence of a hole in the ozone 
layer. Some inconclusive signs suggested 
thatit was man-made, caused by the use of 
chlorofluorocarbons (crcs). There was 
the distant threat of disaster, and the 
knowledge that a concerted global re- 
sponse was required. Industry was reluc- 
tant at first, yet with leadership from Brit- 
ain and America the Montreal Protocol 
was signed in 1987. That deal has proved 
surprisingly successful. The manufacture 


ery year from water-related diseases. All 
told, premature deaths and illnesses aris- 
ing from environmental factors account 
for about a fifth of all diseases in poor 
countries, bigger than any other prevent- 
able factor, including malnutrition. The 
problem is so serious that lan Johnson, the 
World Bank's vice-president for the envi- 
ronment, tells his colleagues, with a touch 
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of crcsis nearly phased out, and there are 
already signs that the ozone layer is on the 
way to recovery. 

This story holds several lessons for the 
admittedly far more complex climate pro- 
blem. First, it is the rich world which has 
caused the problem and which must lead 
the way in solving it. Second, the poor 
world must agree to help, but is right to in- 
sist on being given time—as well as money 
and technology-to help it adjust. Third, in- 
dustry holds the key: in the ozone-deple- 
tion story, it was only after DuPont and tcI 
broke ranks with the rest of the CFC manu- 
facturers that a deal became possible. On 
the climate issue, BP and Shell have simi- 
larly broken ranks with Big Oil, but the 
American energy industry—especially the 
coal sector—remains hostile. 

The final lesson is the most important: 
that the uncertainty surrounding à threat 
such as climate change is no excuse for in- 
action. New scientific evidence shows that 
the threat from ozone depletion had been 
much deadlier than was thought at the 
time when the world decided to act. Chur- 
chill would surely have approved. = 





Greenery is forthe poor too, 
particularly on their own D 


of irony, that he is really the bank's vice- 
president for health: *I say tackling the un- 
derlying environmental causes of health 
problems will do a lot more good than just 
more hospitals and drugs." 

The link between environment and 
poverty is central to that great race for sus- 
tainability. It is a pity, then, that several 


powerful fallacies keep getting in the way » 
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> of sensible debate. One popular myth is 
that trade and economic growth make 
poor countries’ environmental problems 
worse. Growth, it is said, brings with it ur- 
banisation, higher energy consumption 
and industrialisation—all factors that con- 
tribute to pollution and pose health risks. 

In a static world, that would be true, be- 
cause every new factory causes extra pol- 
lution. But in the real world, economic 
growth unleashes many dynamic forces 
that, in the longer run, more than offset 
that extra pollution. As chart 5 on the previ- 
ous page makes clear, traditional environ- 
mental risks (such as water-borne dis- 
eases) cause far more health problems in 
poor countries than modern environmen- 
tal risks (such as industrial pollution). 


Rigged rules 

However, this is not to say that trade and 
economic growth will solve all environ- 
mental problems. Among the reasons for 
doubt are the "perverse" conditions under 
which world trade is carried on, argues 
Oxfam. The British charity thinks the rules 
of trade are “unfairly rigged against the 
poor", and cites in evidence the enormous 
subsidies lavished by rich countries on 
industries such as agriculture, as well as 
trade protection offered to manufacturing 
industries such as textiles. These measures 
hurt the environment because they force 
the world's poorest countries to rely 
heavily on commodities—a particularly 
energy-intensive and ungreen sector. 

Mr Dasgupta argues that this distortion 
of trade amounts to a massive subsidy of 
rich-world consumption paid by the 
world's poorest people. The most persua- 
sive critique of all goes as follows: "Econ- 
omic growth is not sufficient for turning 
environmental degradation around. If 
economic incentives facing producers and 
consumers do not change with higher in- 
comes, pollution will continue to grow un- 
abated with the growing scale of econ- 
omic activity." Those words come not 
from some anti-globalist green group, but 
from the World Trade Organisation. 

Another common view is that poor 
countries, being unable to afford greenery, 
should pollute now and clean up later. 
Certainly poor countries should not be 
made to adopt American or European 
environmental standards. But there is evi- 
dence to suggest that poor countries can 
and should try to tackle some environ- 
mental problems now, rather than wait till 
they have become richer. 

This so-called "smart growth" strategy 
contradicts conventional wisdom. For 


Don't breathe deeply 


many years, economists have observed 
that as agrarian societies industrialised, 
pollution increased at first, but as the soci- 
eties grew wealthier it declined again. The 
trouble is that this applies only to some 
pollutants, such as sulphur dioxide, but 
not to others, such as carbon dioxide. Even 
more troublesome, those smooth curves 
going up, then down, turn out to be mis- 
leading. They are what you get when you 
plot data for poor and rich countries to- 
gether at a given moment in time, but ac- 
tual levels of various pollutants in any 
individual country plotted over time wig- 
gle around a lot more. This suggests that 
the familiar bell-shaped curve reflects no 
immutable law, and that intelligent gov- 
ernment policies might well help to reduce 
pollution levels even while countries are 
still relatively poor. 

Developing countries are getting the 
message. From Mexico to the Philippines, 
they are now trying to curb the worst of 
the air and water pollution that typically 
accompanies industrialisation. China, for 
example, was persuaded by outside ex- 
perts that it was losing so much potential 
economic output through health troubles 
caused by pollution (according to one 
World Bank study, somewhere between 
3.5% and 7.7% of GDP) that tackling it was 
cheaper than ignoring it. 

One powerful-and until recently ig- 
nored—weapon in the fight for a better 
environment is local people. Old-fash- 
ioned paternalists in the capitals of de- 
veloping countries used to argue that poor 
villagers could not be relied on to look 





after natural resources. In fact, much aca- 
demic research has shown that the poor 
are more often victims than perpetrators 
of resource depletion: it tends to be rich lo- 
cals or outsiders who are responsible for 
the worst exploitation. 

Local people usually have a better 
knowledge of local ecological conditions 
than experts in faraway capitals, as well as 
a direct interest in improving the quality of 
life in their village. A good example of this 
comes from the bone-dry state of Raja- 
sthan in India, where local activism and 
indigenous know-how about rainwater 
"harvesting" provided the people with re- 
liable water supplies-something the gov- 
ernment had failed to do. In Bangladesh, 
villages with active community groups or 
concerned mullahs proved greener than 
less active neighbouring villages. 

Community-based forestry initiatives 
from Bolivia to Nepal have shown that lo- 
cal people can be good custodians of na- 
ture. Several hundred million of the 
world's poorest people live in and around 
forests. Giving those villagers an incentive 
to preserve forests by allowing sustainable 
levels of harvesting, it turns out, is a far bet- 
ter way to save those forests than erecting 
tall fences around them. 

To harness local energies effectively, it 
is particularly important to give local peo- 
ple secure property rights, argues Mr Das- 
gupta. In most parts of the developing 
world, control over resources at the village 
level is ill-defined. This often means that 
local elites usurp a disproportionate share 
of those resources, and that individuals » 












































> have little incentive to maintain and up- 
grade forests or agricultural land. Authori- 
ties in Thailand tried to remedy this pro- 
blem by distributing 5.5m land titles over a 
20-year period. Agricultural output in- 
creased, access to credit improved and the 
value of the land shot up. 


Name and shame 
Another powerful tool for improving the 
local environment is the free flow of in- 
formation. As local democracy flourishes, 
ordinary people are pressing for greater 
environmental disclosure by companies. 
In some countries, such as Indonesia, gov- 
ernments have adopted a “sunshine” pol- 
icy that involves naming and shaming 
companies that do not meet environmen- 
tal regulations. It seems to achieve results. 
Bringing greenery to the grass roots is 
good, but on its own it will not avert per- 
ceived threats to global "public goods" 
such as the climate or biodiversity. Paul 
Portney of Resources for the Future ex- 
plains: "Brazilian villagers may think very 
carefully and unselfishly about their fu- 
ture descendants, but there's no reason for 





c6 OTHING endures but change.” 


That observation by Heraclitus of- 


ten seems lost on modern environmental 
thinkers. Many invoke scary scenarios as- 
suming that resources—both natural ones, 
like oil, and man-made ones, like knowl- 
edge~are fixed. Yet in real life man and na- 
ture are entwined in a dynamic dance of 
development, scarcity, degradation, inno- 
vation and substitution. 

The nightmare about China turning 
into a resource-guzzling America raises 
two questions: will the world run out of re- 
sources? And even if it does not, could the 
growing affluence of developing nations 
lead to global environmental disaster? 

The first fear is the easier to refute; in- 
deed, history has done so time and again. 
Malthus, Ricardo and Mill all worried that 
scarcity of resources would snuff out 
growth. It did not. A few decades ago, the 
limits-to-growth camp raised worries that 
the world might soon run out of oil, and 
that it might not be able to feed the world’s 
exploding population. Yet there are now 
more proven reserves of petroleum than 


them to care about and protect species or 
habitats that no future generation of Brazil- 
ians will care about.” 

That is why rich countries must do 
more than make pious noises about global 
threats to the environment. If they believe 
that scientific evidence suggests a credible 
threat, they must be willing to pay poor 
countries to protect such things as their 
tropical forests. Rather than thinking of 
this as charity, they should see it as pay- 
ment for environmental services (say, for 
carbon storage) or as a form of insurance. 

In the case of biodiversity, such pay- 
ments could even be seen as a trade in lux- 
ury goods: rich countries would pay poor 
countries to look after creatures that only 
the rich care about. Indeed, private green 
groups are already buying up biodiversity 
“hot spots” to protect them. One such ini- 
tiative, led by Conservation International 
and the International Union for the Con- 
servation of Nature (IUCN), put the cost of 
buying and preserving 25 hot spots excep- 
tionally rich in species diversity at less 
than $30 billion. Sceptics say it will cost 
more, as hot spots will need buffer zones 


three decades ago; there is more food pro- 
duced than ever; and the past decade has 
seen history's greatest economic boom. 
What made these miracles possible? 
Fears of oil scarcity prompted investment 
that led to better ways of producing oil, 
and to more efficient engines. In food pro- 
duction, technological advances have 
sharply reduced the amount of land re- 
quired to feed a person in the past 50 years. 
Jesse Ausubel of Rockefeller University 
calculates that if in the next 60 to 70 years 
the world’s average farmer reaches the 
yield of today’s average (not best) Ameri- 
can maize grower, then feeding 10 billion 
people will require just half of today’s 
cropland. All farmers need to do is main- 
tain the 2%-a-year productivity gain that 
has been the global norm since 1960. 
“Scarcity and Growth”, a book pub- 
lished by Resources for the Future, sums it 
up brilliantly: “Decades ago Vermont gran- 
ite was only building and tombstone ma- 
terial; now it is a potential fuel, each ton of 
which has a usable energy content (ura- 
nium) equal to 150 tons of coal. The notion 


of “sustainable harvesting” around them 
Whatever the right figure, such creative aj 
proaches are more likely to achieve resul 
than bullying the poor into conservation. 

It is not that the poor do not have gree 
concerns, but that those concerns are ver 
different from those of the rich. In Beijing 
Da Shilan, for instance, the air is full of soi 
from the many tiny coal boilers. Unl 
most of the neighbouring districts, wh 
have recently converted from coal to natt 
ral gas, this area has been considered to 
poor to make the transition. Yet ask Liu S 
hua, a shopkeeper who has lived in 
same spot for over 20 years, and he insis! 
he would readily pay a bit more for th 
cleaner air that would come from usin: 
natural gas. So would his neighbours. 

To discover the best reason why poo 
countries should not ignore pollution, as 
those two little boys outside Mr Liu's shop 
what colour the sky is. "Grey!" says one 
tyke, as if it were the most obvious thing in: 
the world. “No, stupid, it's blue!” retorts 
the other. The children deserve blue skies 
and clean air. And now there is reason to 
think they will see them in their lifetime. @ 





of an absolute limit to natural resource 
availability is untenable when the defin: 
tion of resources changes drastically and 
unpredictably over time.” Those wort 
were written by Harold Barnett and Ch: 
dler Morse in 1963, long before the lim 
to-growth bandwagon got rolling. 


Giant footprint 
Not so fast, argue greens. Even if we are nc 
going to run out of resources, guzzling 
more resources could still do irreversib] 
damage to fragile ecosystems. 

wwr, an environmental group, regu 
larly calculates mankind's “ecologic: 
footprint", which it defines as the “biolog 
cally productive land and water areas re 
quired to produce the resources consumed 
and assimilate the wastes generated by a 
given population using prevailing technol- 
ogy." The group reckons the planet has 
around 11.4 billion "biologically produc- 
tive" hectares of land available to meet 
continuing human needs. As chart 6 over- 
leaf shows, wwr thinks mankind has re- 
cently been using more than that. This is »i 
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> possible because a forest harvested at 
twice its regeneration rate, for example, ap- 
pears in the footprint accounts at twice its 
area—an unsustainable practice which the 
group calls “ecological overshoot”. 

Any analysis of this sort must be 
viewed with scepticism. Everyone knows 
that environmental data are incomplete. 
Whatis more, the biggest factor by faris the 
land required to absorb co: emissions of 
fossil fuels. If that problem could be man- 
aged some other way, then mankind's eco- 
logical footprint would look much more 
sustainable. 

Even so, the w'wr analysis makes an 
important point: if China's economy were 
transformed overnight into a clone of 
America's, an ecological nightmare could 
ensue. If a billion eager new consumers 
were suddenly to produce CO: emissions 
at American rates, they would be bound to 
accelerate global warming. And if the 
whole of the developing world were to 
adopt an American lifestyle tomorrow, lo- 
cal environmental crises such as desertifi- 
cation, aquifer depletion and topsoil loss 
could make humans miserable. 

Soisthis cause for concern? Yes, but not 
for panic. The global ecological footprint is 
determined by three factors: population 
size, average consumption per person and 
technology. Fortunately, global popula- 
tion growth now appears to be moderat- 
ing. Consumption per person in poor 
countries is rising as they become better 


off, but there are signs that the rich world is 
reducing the footprint of its consumption 
(as this survey's final section explains). 
The most powerful reason for hope-inno- 
vation—was foreshadowed by w'wr's 
own definition. Today's "prevailing tech- 
nologies" will, in time, be displaced by to- 
morrow’s greener ones. 

“The rest of the world will not live like 
America,” insists Mr Ausubel. Of course 
poor people around the world covet the 
creature comforts that Americans enjoy, 
but they know full well that the economic 
growth needed to improve their lot will 
take time. Ask Wu Chengjian, an environ- 
mental official in booming Shanghai, 
what he thinks of the popular notion that 
his city might become as rich as today’s 
Hong Kong by 2020: "Impossible-that's 
just not enough time." And that is Shang- 
hai, not the impoverished countryside. 


Leaps of faith 
This extra time will allow poor countries 
to embrace new technologies that are 
more efficient and less environmentally 
damaging. That still does not guarantee a 
smaller ecological footprint for China in a 
few decades’ time than for America now, 
but it greatly improves the chances. To see 
why, consider the history of “demateriali- 
sation” and “decarbonisation” (see chart 
7). Viewed across very long spans of time, 
productivity improvements allow econo- 
mies to use ever fewer material inputs— 
and to emit ever fewer pollutants—per unit 
of economic output. Mr Ausubel con- 
cludes: “When China has today’s Ameri- 
can mobility, it will not have today's 
American cars," but the cleaner and more 
efficient cars of tomorrow. 

The snag is that consumers in develop- 
ing countries want to drive cars not tomor- 
row but today. The resulting emissions 


i The richer, the cleaner 
Decarbonisation of final energy 
Carbon intensities (tonnes carbon/tonnes of oil equivalent) 
indi 1.2 
—_ ndia 
edens “SRP 1.1 
= 1.0 
0.9 
France 
0.8 
US 0.7 
Japan 
et 0.6 


mead sias VYENU EEVEE CEVEA WENYN VUNE, 4 
1960 65 70 75 80 85 90 95 


Source: Nebojsa Nakicenovic and Arnulf Gruebler, International 
Institute for Applied Systems Analysis 


have led many to despair that technology 
(in the form of vehicles) is making matters 
worse, not better. 

Can they really hope to “leapfrog” 
ahead to cleaner air? The evidence from 
Los Angeles—a pioneer in the fight against 
air pollution—suggests the answer is yes. 
"When I moved to Los Angeles in the 
1960s, there was so much soot in the air 
that it felt like there was a man standing on 
your chest most of the time," says Ron 
Loveridge, the mayor of Riverside, a city to 
the east of LA that suffers the worst of the 
region's pollution. But, he says, "We have 
come an extraordinary distance in LA." 

Four decades ago, the city had the 
worst air quality in America. The main 
problem was the city's infamous "smog" 
(an amalgam of "smoke" and “fog”). It took 
a while to figure out that this unhealthy 
ozone soup developed as a result of com- 
plex chemical reactions between nitrogen 
oxides and volatile organic compounds 
that need sunlight to trigger them off. 

Arthur Winer, an atmospheric chemist 
at the University of California at Los Ange- 
les, explains that tackling smog required 
tremendous perseverance and political 
will. Early regulatory efforts met stiff resis- 
tance from business interests, and began to 
falter when they failed to show dramatic 
results. 

Clean-air advocates like Mr Loveridge 
began to despair: "We used to say that we 
needed a ‘London fog’ [a reference to an 
air-pollution episode in 1952 that may 
have killed 12,000 people in that city] here 
to force change.” Even so, Californian offi- 
cials forged ahead with an ambitious plan 
that combined regional regulation with 
stiff mandates for cleaner air. Despite un- 
certainties about the cause of the problem, 
the authorities introduced a sequence of 
controversial measures: unleaded and 
low-sulphur petrol, on-board diagnostics 
for cars to minimise emissions, three-way 
catalytic converters, vapour-recovery at- 
tachments for petrol nozzles and so on. 

As a result, the city that two decades 
ago hardly ever met federal ozone stan- 
dards has not had to issue a single alert in 
the past three years. Peak ozone levels are 
down by 50% since the 1960s. Though the 
population has shot up in recent years, 
and the vehicle-miles driven by car-crazy 
Angelenos have tripled, ozone levels have 
fallen by two-thirds. The city’s air is much 
cleaner than it was two decades ago. 

“California, in solving its air-quality 
problem, has solved it for the rest of the 
United States and the world—but it doesn't 


get credit for it,” says Joe Norbeck of the » 





? University of California at Riverside. He is 
adamant that the poor world's cities can 
indeed leapfrog ahead by embracing some 
of the cleaner technologies developed spe- 
cifically for the Californian market. He 
points to China’s vehicle fleet as an exam- 
ple: “China’s typical car has the emissions 

: of a 1974 Ford Pinto, but the new Buicks 
sold there use 1990s emissions technol- 
ogy.” The typical car sold today produces 
less than a tenth of the local pollution of a 
comparable model from the 1970s. 

That suggests one lesson for poor cities 
such as Beijing that are keen to clean up: 
they can order polluters to meet high emis- 

sions standards. Indeed, from Beijing to 
Mexico city, regulators are now imposing 
rich-world rules, mandating new, cleaner 
technologies. In China’s cities, where pol- 
lution from sooty coal fires in homes and 
industrial boilers had been a particular 
hazard, officials are keen to switch to natu- 
ral-gas furnaces. 

However, there are several reasons 
why such mandates~which worked won- 
ders in LA—may be trickier to achieve in 
impoverished or politically weak cities. 
For a start, city officials must be willing to 
pay the political price of reforms that raise 
prices for voters. Besides, higher standards 
for new cars, useful though they are, can- 
not do the trick on their own. Often, clean 
technologies such as catalytic converters 








66 ANDATE, regulate and litigate.” 

That has been the environmental- 
ists’ rallying cry for ages. Nowhere in the 
green manifesto has there been much 
mention of the market. And, oddly, it was 
market-minded America that led the diri- 
giste trend. Three decades ago, Congress 
passed a sequence of laws, including the 
Clean Air Act, which set lofty goals and 
generally set rigid technological standards. 
Much of the world followed America’s 
lead. 

This top-down approach to greenery 
has long been a point of pride for groups 
such as the Natural Resources Defence 
Council (NRDC), one of America's mostin- 
fluential environmental outfits. And with 
some reason, for it has had its successes: 
the air and water in the developed world is 

. undoubtedly cleaner than it was three de- 


will require cleaner grades of petrol too. In- 
troducing cleaner fuels, say experts, is an 
essential lesson from LA for poor coun- 
tries. This will not come free either. 

There is another reason why merely or- 
dering cleaner new cars is inadequate: it 
does nothing about the vast stock of dirty 
old ones already on the streets. In most cit- 
ies of the developing world, the oldest fifth 
of the vehicles on the road is likely to pro- 
duce over half of the total pollution caused 
by all vehicles taken together. Policies that 
encourage a speedier turnover of the fleet 
therefore make more sense than "zero 
emissions" mandates. 


Policy matters 
In sum, there is hope that the poor can 
leapfrog at least some environmental pro- 
blems, but they need more than just tech- 
nology. Luisa and Mario Molina of the 
Massachusetts Institute of Technology, 
who have studied such questions closely, 
reckon that technology is less important 
than the institutional capacity, legal safe- 
guards and financial resources to back it 
up: “The most important underlying factor 
is political will." And even a techno-opti- 
mist such as Mr Ausubel accepts that: 
"There is nothing automatic about techno- 
logical innovation and adoption; in fact, at 
the micro level, it's bloody." 

Clearly innovation is a powerful force, 


cades ago, even though the rich world's 
economies have grown by leaps and 
bounds. This has convinced such groups 
stoutly to defend the green status quo. 

But times may be changing. Gus Speth, 
now head of Yale University's environ- 
ment school and formerly head of the 
World Resources Institute and the UNDP, 
as well as one of the founders of the 
NRDC, recently explained how he was 
converted to market economics: "Thirty 
years ago, the economists at Resources for 
the Future were pushing the idea of pollu- 
tion taxes. We lawyers at NRDC thought 
they were nuts, and feared that they would 
derail command-and-control measures 
like the Clean Air Act, so we opposed 
them. Looking back, Pd have to say this 
was the single biggest failure in environ- 
mental management-not getting the 



































but government policy still matters. Th: 
suggests two rules for policymakers. Firs 
don't do stupid things that inhibit innove 
tion. Second, do sensible things that re 
ward the development and adoption o 
technologies that enhance, rather than de 
grade, the environment. 

The greatest threat to sustainabil 
may well be the rejection of science. Con 
sider Britain's hysterical reaction to geni 
cally modified crops, and the Europea 
Commission's recent embrace of a woo 
"precautionary principle". Precaution ap 
plied case-by-case is a undoubtedly a go 
thing, but applying any such principl 
across the board could prove disastrous 

Explaining how not to stifle innovatioi 
that could help the environment is a lo 
easier than finding ways to encourage i 
Technological change often goes hand-in 
hand with greenery by saving resource: 
as the long history of dematerialisatio 
shows-but not always. Sports utility veh: 
cles, for instance, are technologically inno- 
vative, but hardly green. Yet if those suvs. 
were to come with hydrogen-powered fuel 
cells that emit little pollution, the pictum. 
would be transformed. : 

The best way to encourage such green 
innovations is to send powerful signals to: 
the market that the environment matter: 
And there is no more powerful signal than. 
price, as the next section explains. 8| | 















prices right." 

A remarkable mea culpa; but in truth 
the command-and-control approach wa 
never as successful as its advocate 
claimed. For example, although it ha 
cleaned up the air and water in rich coun 
tries, it has notably failed in dealing wit 
waste management, hazardous emissions. 
and fisheries depletion. Also, the gains. 
achieved have come at a needlessly high: 
price. That is because technology man: 
dates and bureaucratic edicts stifle innova- 
tion and ignore local realities, such as vary- 
ing costs of abatement. They also fail to use 
cost-benefit analysis to judge trade-offs. — 

Command-and-control methods will 
also be ill-suited to the problems of the fu- 
ture, which are getting trickier. One reason 
isthatthe obviousissues- like dirty air and 
water-have been tackled already. An-** 





> other is increasing technological complex- 
ity: future problems are more likely to in- 
volve subtle linkages—like those involved 
in ozone depletion and global warming- 
that will require sophisticated responses. 
The most important factor may be soci- 
ety's ever-rising expectations: as countries 
grow wealthier, their people start clam- 
ouring for an ever-cleaner environment. 
But because the cheap and simple things 
have been done, that is proving increas- 
ingly expensive. Hence the greens' new in- 
terest in the market. 


Carrots, not just sticks 

In recent years, market-based greenery has 
taken off in several ways. With emissions 
trading, officials decide on a pollution tar- 
get and then allocate tradable credits to 
companies based on that target. Those that 
find it expensive to cut emissions can buy 
credits from those that find it cheaper, so 
the target is achieved at the minimum cost 
and disruption. 

The greatest green success story of the 
past decade is probably America's innova- 
tive scheme to cut emissions of sulphur di- 
oxide (so:). Dan Dudek of Environmental 
Defence, a most unusual green group, and 
his market-minded colleagues persuaded 
the elder George Bush to agree to an 
amendment to the sacred Clean Air Act 
that would introduce an emissions-trad- 
ing system to achieve sharp cuts in SO:. At 
the time, this was hugely controversial: 
America's power industry insisted the cuts 
were prohibitively costly, while nearly ev- 
ery other green group decried the measure 
as a sham. In the event, ED has been vindi- 
cated. America's scheme has surpassed its 
initial objectives, and at far lower cost than 
expected. So great is the interest world- 
wide in trading that ED is now advising 
groups ranging from hard-nosed oilmen at 
BP to bureaucrats in China and Russia. 

Europe, meanwhile, is forging ahead 
with another sort of market-based instru- 
ment: pollution taxes. The idea is to levy 
charges on goods and services so that their 
price reflects their "externalities"—jargon 
for how much harm they do to the envi- 
ronment and human health. Sweden in- 
troduced a sulphur tax a decade ago, and 
found that the sulphur content of fuels 
dropped 50% below legal requirements. 

Though "tax" still remains a dirty word 
in America, other parts of the world are be- 
ginning to embrace green tax reform by 
shifting taxes from employment to pollu- 
tion. Robert Williams of Princeton Univer- 
sity has looked at energy use (especially 
the terrible effects on health of particulate 
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Diminishing returns 


pollution) and concluded that such exter- 
nalities are comparable in size to the direct 
economic costs of producing that energy. 

Externalities are only half the battle in 
fixing market distortions. The other half 
involves scrapping environmentally 
harmful subsidies. These range from 
prices below market levels for electricity 
and water to shameless cash handouts for 
industries such as coal. The boffins at the 
OECD reckon that stripping away harmful 
subsidies, along with introducing taxes on 
carbon-based fuels and chemicals use, 
would result in dramatically lower emis- 
sions by 2020 than current policies would 
be able to achieve. If the revenues raised 
were then used to reduce other taxes, the 
cost of these virtuous policies would be 
less than 1% of the OECD's economic out- 
putin 2020. 

Such subsidies are nothing short of per- 
verse, in the words of Norman Myers of 
Oxford University. They do double dam- 
age, by distorting markets and by encour- 
aging behaviour that harms the environ- 
ment. Development banks say such 
subsidies add up to $700 billion a year, but 
Mr Myers reckons the true sum is closer to 
$2 trillion a year. Moreover, the numbers 
do not fully reflect the harm done. For ex- 
ample, EU countries subsidise their fishing 
fleets to the tune of $1 billion a year, but 
that has encouraged enough overfishing to 
drive many North Atlantic fishing grounds 
to near-collapse. 

Fishing is an example of the “tragedy of 
the commons”, which pops up frequently 
in the environmental debate. A resource 





such as the ocean is common to many, but 
an individual “free rider” can benefit from 
plundering that commons or dumping 
waste into it, knowing that the costs of his 
actions will probably be distributed 
among many neighbours. In the case of 
shared fishing grounds, the absence of 
individual ownership drives each fisher- 
man to snatch as many fish as he can-to 
the detriment of all. 


Of rights and wrongs 

Assigning property rights can help, be- 
cause providing secure rights (set at a sus- 
tainable level) aligns the interests of the 
individual with the wider good of preserv- 
ing nature. This is what sceptical conserva- 
tionists have observed in New Zealand 
and Iceland, where schemes for tradable 
quotas have helped revive fishing stocks. 
Similar rights-based approaches have led 
to revivals in stocks of African elephants in 
southern Africa, for example, where the 
authorities stress property rights and priv- 
ate conservation. 

All this talk of property rights and mar- 
kets makes many mainstream environ- 
mentalists nervous. Carl Pope, the boss of 
the Sierra Club, one of America’s biggest 
green groups, does not reject market forces 
out of hand, but expresses deep scepticism 
about their scope. Pointing to the difficult 
problem of climate change, he asks: “Who 
has property rights over the commons?” 

Even so, some greens have become con- 
verts. Achim Steiner of the ITUCN reckons 
that the only way forward is rights-based 
conservation, allowing poor people “sus- >» 















































* tainable use” of their local environment. 
Paul Faeth of the World Resources Institute 
goes further. He says he is convinced that 
market forces could deliver that holy grail 
of environmentalism, sustainability—“but 
only if we get prices right.” 


The limits to markets 

Economic liberals argue that the market it- 
self is the greatest price-discovery mecha- 
nism known to man. Allow it to function 
freely and without government meddling, 
goes the argument, and prices are discov- 
ered and internalised automatically. Jerry 
Taylor of the Cato Institute, a libertarian 
think-tank, insists that “The world today is 
already sustainable—except those parts 
where western capitalism doesn’t exist.” 
He notes that countries that have relied on 
central planning, such as the Soviet Union, 
China and India, have invariably misallo- 
cated investment, stifled innovation and 
fouled their environment far more than 
the prosperous market economies of the 
world have done. 

All true. Even so, markets are currently 
not very good at valuing environmental 
goods. Noble attempts are under way to 
help them do better. For example, the Ka- 
toomba Group, a collection of financial 
and energy companies that have linked up 
with environmental outfits, is trying to 
speed the development of markets for 
some of forestry’s ignored “co-benefits” 
such as carbon storage and watershed 
management, thereby producing new rev- 
enue flows for forest owners. This ap- 
proach shows promise: water consumers 
ranging from officials in New York city to 
private hydro-electric operators in Costa 
Rica are now paying people upstream to 


çe WHAT do we owe the future? A pre- 
cise definition for sustainable develop- 
mentis likely to remain elusive but, as this 
survey has argued, the hazy outline of a 
useful one is emerging from the experi- 
ence of the past decade. 

For a start, we cannot hope to turn back 
the clock and return nature to a pristine 
state. Nor must we freeze nature in the state 
it is today, for that gift to the future would 
impose an unacceptable burden on the 

poorest alive today. Besides, we cannot 





manage their forests and agricultural land 
better. Paying for greenery upstream turns 
out to be cheaper than cleaning up water 
downstream after it has been fouled. 

Economists too are getting into the 
game of helping capitalism “get prices 
right.” The World Bank's lan Johnson ar- 
gues that conventional economic mea- 
sures such as gross domestic product are 
not measuring wealth creation properly 
because they ignore the effects of environ- 
mental degradation. He points to the posi- 
tive contribution to China's GDP from the 
logging industry, arguing that such a cal- 
culation completely ignores the billions of 
dollars-worth of damage from devastating 
floods caused by over-logging. He advo- 
cates a more comprehensive measure the 
Bank is working on, dubbed "genuine 
GDP”, that tries (imperfectly, he accepts) to 
measure depletion of natural resources. 

That could make a dramatic difference 
to how the welfare of the poor is assessed. 
Using conventional market measures, 
nearly the whole of the developing world 
save Africa has grown wealthier in the past 
couple of decades. But when the degrada- 
tion of nature is properly accounted for, ar- 
gues Mr Dasgupta at Cambridge, the coun- 
tries of Africa and south Asia are actually 
much worse off today than they were a 
few decades ago—and even China, whose 
economic "miracle" has been much trum- 
peted, comes out barely ahead. 

The explanation, he reckons, lies in a 
particularly perverse form of market dis- 
tortion: "Countries that are exporting re- 
source-based products (often among the 
poorest) may be subsidising the consump- 
tion of countries that are doing the import- 
ing (often among the richest)" As evi- 





forecast the tastes, demands or concerns of 


future generations. Recall that the over- 


whelming pollution problem a century 
ago was horse manure clogging up city 
streets: a century hence, many of today's 
problems will surely seem equally irrele- 
vant. We should therefore think of our 
debt to the future as including not just nat- 
ural resources but also technology, institu- 
tions and especially the capacity to inno- 
vate. Robert Solow got it mostly right a 
decade ago: the most important thing to 


dence, he pointsto the common practice in 
poor countries of encouraging resource ex 
traction. Whether through licence 
granted at below-market rates, heavil 
subsidised exports or corrupt officials tol 
erating illegal exploitation, he reckons th 
result is the same: "The cruel paradox we 
face may well be that contemporary econ 
omic development is unsustainable 
poor countries because it is sustainable in 
rich countries." E 
One does not have to agree with Mi 
Dasgupta's conclusion to acknowledge 
that markets have their limits. That should 
not dissuade the world from attempting to 
get prices right—or at least to stop getting 
them so wrong. For grotesque subsidies 
the direction of change should be obvious. 
In other areas, the market itself may not - 
provide enough information to value na- 
ture adequately. This is true of threats to 
essential assets, such as nature's ability to 
absorb and "recycle" Coa, that have no 
substitute at any price. That is when gov- - 
ernments must step in, ensuring that an in- : 
formed public debate takes place. ; 
Robert Stavins of Harvard University 
argues that the thorny notion of sustain: 
able development can be reduced to two - 
simple ideas: efficiency and intergenera- 
tional equity. The first is about making the 
economic pie as large as possible; he reck- 
ons that economists are well equipped to 
handle it, and that market-based policies 
can be used to achieve it. On the second- 
(the subject of the next section), he is con- 
vinced that markets must yield to public 
discourse and government policy: “Mar- 
kets can be efficient, but nobody ever said 
they're fair. The question is, what do we 
owe the future?" m i 















leave future generations, he said, is the ca 
pacity to live as well as we do today.  . 

However, as the past decade has made 
clear, there is a limit to that argument. If we 
really care about the “sustainable” part of- 
sustainable development, we must be 
much more watchful about environmen- 
tal problems with critical thresholds. Most 
local problems are reversible and hence no 
cause for alarm. Not all, however: the de- 
pletion of aquifers and the loss of topsoil _ 
could trigger irreversible changes that >> 
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Financial costs of weather-related great natural disasters, 2001 prices, $bn 
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> would leave future generations worse off. 
And global or long-term threats, where vic- 
tims are far removed in time and space, are 
easy to brush aside. 

In areas such as biodiversity, where 
there is little evidence of a sustainability 
problem, a voluntary approach is best. 
Those in the rich world who wish to pre- 
serve pandas, or hunt for miracle drugs in 
the rainforest, should pay for their predi- 
lections. However, where there are strong 
scientific indications of unsustainability, 
we must act on behalf of the future-even 
at the price of today's development. That 
may be expensive, so it is prudent to try to 
minimise those risks in the first place. 


A riskier world 

Human ingenuity and a bit of luck have 
helped mankind stay a few steps ahead of 
the forces degrading the environment this 
past century, the first full one in which the 
planet has been exposed to industrialisa- 
tion. In the century ahead, the great race 
between development and degradation 
could well become a closer call. 

On one hand, the demands of develop- 
ment seem sure to grow at a cracking pace 
in the next few decades as the Chinas, In- 
dias and Brazils of this world grow 
wealthy enough to start enjoying not only 
the necessities but also some of the luxu- 
ries of life. On the other hand, we seem to 
be entering a period of huge technological 
advances in emerging fields such as bio- 
technology that could greatly increase re- 
source productivity and more than offset 
the effect of growth on the environment. 
The trouble is, nobody knows for sure. 

Since uncertainty will define the com- 
ing era, it makes sense to invest in ways 
that reduce that risk at relatively low cost. 
Governments must think seriously about 
the future implications of today's policies. 
Their best bet is to encourage the three 
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powerful forces for sustainability outlined 
in this survey: the empowerment of local 
people to manage local resources and 
adapt to environmental change; the en- 
couragement of science and technology, 
especially innovations that reduce the eco- 
logical footprint of consumption; and the 
greening of markets to get prices right. 

To advocate these interventions is not 
to call for a return to the hubris of yester- 
year's central planners. These measures 
would merely give individuals the power 
to make greener choices if they care to. In 
practice, argues Chris Heady of the OECD, 
this may still not add up to sustainability 
"because we might still decide to be 
greedy, and leave less for our children." 

Happily, there are signs of an emerging 
bottom-up push for greenery. Even such 
icons of western consumerism as Unilever 
and Procter & Gamble now sing the virtues 
of "sustainable consumption." Unilever 
has vowed that by 2005 it will be buying 
fish only from sustainable sources, and 
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P&G is coming up with innovative pro- 
ducts such as detergents that require less 
water, heat and packaging. It would be na- 
ive to label such actions as expressions of 
"corporate social responsibility": in the 
longrun, firms will embrace greenery only 
if they see profit in it. And that, in turn, will 
depend on choices made by individuals. 

Such interventions should really be 
thought of as a kind of insurance that tilts 
the odds of winning that great race just a 
little in humanity’s favour. Indeed, even 
some of the world’s most conservative in- 
surance firms increasingly see things this 
way. As losses from weather-related disas- 
ters have risen of late (see chart 8), the in- 
dustry is getting more involved in policy 
debates on long-term environmental is- 
sues such as climate change. 

Bruno Porro, chief risk officer at Swiss 
Re, argues that: “The world is entering a fu- 
ture in which risks are more concentrated 
and more complex. That is why we are 
pressing for policies that reduce those risks 
through preparation, adaptation and miti- 
gation. That will be cheaper than covering 
tomorrow's losses after disaster strikes." 

Jeffrey Sachs of Columbia University 
agrees: "When you think about the scale of 
risk that the world faces, it is clear that we 
grossly underinvest in knowledge...we 
have enough income to live very comfort- 
ably in the developed world and to pre- 
vent dire need in the developing world. So 
we should have the confidence to invest in 
longer-term issues like the environment. 
Let's help insure the sustainability of this 
wonderful situation." 

He is right. After all, we have only one 
planet, now and in the future. We need to 
think harder about how to useit wisely. m 
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Tony Blair has staked a lot on his relationship with George Bush. That makes recent 


snubs particularly damaging to Mr Blair 


OBODY doubts that the “special rela- 

tionship" between Britain and Amer- 
ica is going through a rough patch. But is it, 
as Jack Straw, the foreign secretary, in- 
sisted this week, merely a question of one 
ortwo disagreements between friends? Or 
is it the harbinger of something more seri- 
ous going wrong in a relationship that in 
the immediate aftermath of September 
11th seemed as close as at any time since 
the second world war? 

There is certainly no shortage of friction 
points. On trade issues, where the Bush ad- 
ministration was expected to be instinc- 
tively sound, the farm bill and the steel ta- 
riffs have caused profound disappoint- 
ment. The president's refusal to listen to 
Tony Blair's repeated pleas at last week- 
end's G8 meeting in Canada to cut him 
some slack on steel was especially galling. 

To the many who believe that the Inter- 
national Criminal Court (1ccC) is as close as 
it gets to being a good deed in a bad world, 
America's wrecking tactics on the eve of its 
inauguration were shocking. They demon- 
strated the same disdain for multilateral- 
ism that had led to its rejection last year of 
the Kyoto climate-change treaty (also 
strongly supported by Britain). And when 
President Bush finally outlined his ideas 
on a Middle East peace process, British dip- 
lomats were dismayed by his insistence 


that progress was conditional on the Pal- 
estinians dumping Yasser Arafat. 

Even in Afghanistan, there are now said 
to be divisions over the conduct of the war. 
According to one story (sourced to "senior 
officials in the prime minister's office", but 
vehemently denied) there are growing 
concerns over the crudeness of the tactics 
the Americans are employing to hunt 
down the remaining al-Qaeda terrorists. 
This week's attack on a Pathan wedding 
party only added fuel to the rumours. 

The prime minister, like Mr Straw, is 
publicly dismissive of all this. He says that 
the relationship is no different from what it 
has always been, “solid, sound and work- 
ing well". But of course, he would say that. 
As one close colleague put it: "If Tony was 
writing out his job description, near the 
top of the list would be having a close rela- 
tionship with the president." And he does 
indeed seem to have achieved that. To the 
surprise of many, Mr Blair remains closer 
to the open and straightforward Mr Bush 
than he ever was to the more obviously 
like-minded Bill Clinton. 

But political leaders always like to 
claim "personal chemistry" with each 
other; and experienced observers of Brit- 
ish-American relations are worried. The 
problem, they say, is that nothing, not 
even the war against terror, has replaced 
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the cold war security relationship. That 
relationship, they say, was so funda- 
menta! to both sides that disharmony over 
other issues hardly mattered. A former 
American ambassador to Britain wistfully 
recalls: “It gave us clarity and structure, a 
shared vocabulary and agenda.” 

These days, political pressures on 
Washington and London matter far more 
than they used to. Mr Bush and Mr Blair 
may get on, but they have to appeal to con- 
stituencies that are poles apart. And what- 
ever the chumminess at the top, there is no 
guarantee that it extends to officials lower 
down the chain of command. Before Sep- 
tember 11th, few would have predicted 
such a pivotal role for the hawkish ideo- 
logues who Mr Bush sent into top posts at 
the Pentagon. It's fair to say that Donald 
Rumsfeld's fan-base is somewhat nar- 
rower in Britain than in America. 

Not that recent divisions are explicable 
simply in terms of a conventional left-right 
split. Britain's Tories support the ICC, 
while Mr Clinton was lukewarm. Attitudes 
to sovereignty in Europe- including Brit- 
ain—are different to those in America. The 
Europeans have come to accept the idea 
that pooling sovereignty can deliver bene- 
fits. Americans think that sovereignty is 
something to be vigorously defended, and 
relinquished only reluctantly (if at all). In- 
comprehension over the 1c is therefore 
genuine and mutual. And for all the back- 
slapping bonhomie between Mr Bush and 
Mr Blair, the two men perfectly represent 
the difference: Mr Blair is the quintessen- 
tial liberal internationalist, while Mr Bush 
is intuitively a conservative unilateralist. 
Both men may be interventionists, but Mr 
Blair has a dreamier view of such things 
than does Mr Bush. d 





> That said, many people are probably exag- 
gerating the extent of the disagreements 
between America and Britain. Mr Blair 
sees himself as attacked from both sides of 
the political divide: by the Conservative 
right, which cannot bear to see him work- 
ing well with their hero; and by the old left, 
whose atavistic anti-Americanism is 
agreeably fed by Mr Bush's moral certainty 
and verbal clumsiness. And, in truth, trade 
disputes with America are nothing new, 
while the gap between Mr Bush and Mr 
Blair over the Middle East is of nuance 
more than substance. As one of the prime 
minister's close advisers says of Mr Bush's 


Politics and television 


Unreality TV 





S£ m ^ à 
m 2e AE NAM i a 


Middle East speech: "Tony might have 
used different language, but he agrees that 
Arafat is a guy you can't deal with." 

But that doesn't alter the fact that Mr 
Blair does have a real problem at home. 
The perception that he gives unquestion- 
ing support to the United States and that 
Britain gets nothing in return is strong and 
growing. When Mtr Blair talks about the 
influence that such support buys and the 
benefits that Britain gets from the intensity 
of the military and intelligence relation- 
ship, it cuts little ice. If, as is plausibly 
claimed, Mr Blair helped shape the Bush 
administration's enlightened policy to- 


Irreverent television is good for politicians 


MERICAN television viewers tend to 
ave more glamorous tastes than 

their British counterparts. Their doctors, 
lawyers and detectives are obliged to be 
sexy as well as proficient; their soap op- 
eras requite the audience's fantasies 
(wealth, power, ultraviolence, and so 
on), whereas British soap characters 
spend their time in pubs and launder- 
ettes. The contrast is especially sharp in 
political drama—which helps to explain 
the popularity in high places of "The 
West Wing", a recent television import. 

Fictional American presidents wres- 
tle with hijackers and repel alien inva- 
sions. Fictional British politicians are 
generally either buffoons (as in “Yes, 
Prime Minister", a comedy that many 
civil servants think should be required 
viewing for politics students), or homi- 
cidal machiavels. Westminster politi- 
cians can look forward to the BBc's 
release of two new political dramas: one 
about the moral compromises incurred 
in getting and wielding power; the other 





Leo sprinkles stardust on Downing Street 


about the murder of an intern. 

So it's not surprising that Number 10 
has looked west for encouragement. 
"The West Wing" is set in the epony- 
mous White House corridors of power. 
It manages to be both sophisticated and 
saccharine: despite all the issue-hand- 
ling and wisecracks, it is essentially a 
fairy-tale about a benign ruler. The presi- 
dent is devout but tolerant; a loving fa- 
ther who struggles with 
Gordian policy knots—which he always 
unravels, as the music swells. 

All of which evidently goes down 
well with affection-starved New Labour- 
ites. The actor who plays the grizzled 
chief-of-staff, Leo, visited Downing 
Street last week. A screening of the first 
issue of the new series was thronged 
with MPs, including several ministers. 

Critics of Blairism might detect some- 
thing sinister in this latest trans-Atlantic 
crush. After all, “The West Wing" por- 
trays a coterie of ruthlessly disciplined 
unelected advisers (much like the deni- 
zens of Downing Street). The fictional 
spin-doctors occasionally distort or 
make up the news—though always in a 
noble cause (unlike, critics of Blairism 
might say, their real-life British avatars). 

Perhaps Americans have been driven 
to such fantasies by the tawdriness of 
real-life politics. Or perhaps they revere 
the presidency while disdaining actual 
presidents. Either way, all that on-screen 
idolisation doesn't get them to the polls: 
presidents get elected with around a 
quarter of the vote (give or take a few 
pregnant chads). In Britain, where televi- 
sion sets them much lower standards, 
politicians may seem not quite as repre- 
hensible as their fictive counterparts. So 
maybe Blairites should view "The West 
Wing" less as flattery than as a danger- 
ous boost to public expectations. 


wards Russia by convincing the president 
that Vladimir Putin was much more than a 
former KGB goon, or that Britain and 
America worked hand in hand to stop In- 
dia going to war with Pakistan, the prime 
minister will get small credit for it. Having 
ceded much of the domestic policy agenda 
to the chancellor, Gordon Brown, Mr Blair 
needs to claim successes that impinge 
more directly on Britain's national interest. 

Should this be of any concern to 
George Bush? Perhaps not much, at least 
for now. But if he does decide to go to war 
with Iraq this winter (admittedly still a big 
"if"), even people in the White House and 
the Pentagon concede that being able to 
say "the Brits are with us" will be of great 
political importance to the president. The 
overwhelming likelihood is that Britain 
will be there, shoulder to shoulder as 
usual, no matter what additional snubs Mr 
Bush chooses to administer in the mean- 
time. But with each one, he should realise 
that the decision on Iraq becomes just a lit- 
tle harder and a little riskier for his buddy, 
Tony. 8 


Currencies and xenophobia 


Many a true 
word... 


One currency, one bad joke, one 
national obsession 


Tin is a tactic commonly used in po- 
litical and moral arguments that might 
be described as “the Führer manoeuvre". 
In it, Hitler serves as a sort of rhetorical 
trump. Back a critic of cloning into a corner 
and sooner or later (but probably sooner) 
he'll reach for a Nazi analogy. Advocate 
immigration controls? You sound like 
Adolf. In a similar vein, opponents of Brit- 
ish entry into the single currency have en- 
listed the Führer to their cause. 

He appears in an advert soon to grace 
British cinemas, which is expected to be 
seen by 5m people. Aimed at the yoof mar- 
ket, it begins with an allusion to a more 
contemporary metaphor for disastrous 
political hubris, the Millennium Dome. A 
procession of zeitgeisty comedians then 
share their views on macroeconomics. To 
prove how respectably trendy and tolerant 
itis to hate the euro, the ad features a clutch 
of actual foreigners, and Bob Geldof, a mi- 
nor Irish pop star turned latter-day chari- 
table saint. More importantly, there are no 
Tories in sight. The euro is presented as a 
rich man's folly; the *bureaucrats in Brus- 
sels" make their inevitable appearance. 

The controversial part comes when one 
of the funny-men dresses up as Hitler to 
declaim “Ein Volk, Ein Reich, Ein Euro!”. 
The anti-euro campaign, which produced »» 
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The zany, madcap Führer 


> the advert, says the Hitler segment was in- 
tended only as “zany, madcap comedy” 
(though Jewish groups, war veterans and 
the German embassy failed to see the 
joke). Beneath the zaniness, though, this is 
a classic example of the Führer manoeu- 
vre: Hitler would have liked the euro, it 
suggests; so you shouldn't. 

The pro-euro camp-which contains 
more statesmen, but fewer comedians— 
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has confidently predicted that the Nazi skit 
will damage their adversaries, by reveal- 
ing the past-bound little-Englander moti- 
vations of the euro's enemies. But perhaps 
they are too confident—because the truth is 
that many British voters are past-bound 
Hitlerphobes. One anthem of choice for 
England's football fans at the World Cup 
was the theme tune to "The Great Es- 
cape"—a film about a mass outbreak from 
a German POW camp. The fans’ band 
played this hymn to resilience amid adver- 
sity even when England were winning. 
Nazism dominates the nation's history les- 
sons and historical television documen- 
taries. Lots of people do think the euro is a 
German plot to put a monetary, but none- 
theless Teutonic roof over Europe. 

Both sets of euro-warriors claim to 
want an honest debate about the single 
currency. Since the outcome of any ref- 
erendum will partly depend on the persis- 
tence or otherwise of atavistic fear and 
loathing, in a funny (or not so funny) way, 
the Fuhrer manoeuvre has identified one 
of the things they need to discuss. m 





Hotel prices 


Chequing in 


EAST PORTLEMOUTH, DEVON, AND LONDON 
Why are Britain's hotels so expensive? 


N THE aftermath of the foot-and-mouth 

crisis, Kim Howells quipped that a lot of 
British hotels *make 'Fawlty Towers' look 
like a documentary". Not the sort of thing 
you'd expect to hear from the tourism min- 
ister. But he's got a point. Your recently 
married correspondent, for one, is still 
reeling from a hotel honeymoon of unfor- 
gettable, unutterable awfulness—a stun- 
ning exhibition of incompetence on every 
level, from grubby crockery and dysfunc- 
tional plumbing to a service ethos that 
would have made Basil himself cock an 
admiring eyebrow. 

Such experiences don't come cheap. 
According to the "Which? Hotel Guide 
2002", British hotels are the most expen- 
sive in Europe, from the lowliest doss- 
house up (see chart). The situation is espe- 
cially bad in London, where a shortage of 
hotel rooms, coupled with strong demand, 
keeps prices sky-high. “You can find a 
good, individual hotel in the middle of 
Paris for €60 a night,” says Patricia Yates, 
co-editor of the “Which? Hotel Guide”, 
“but I wouldn't like to try to find one at that 
price in London-or to have to stay there." 

The strength of the pound is often 
blamed. v AT is certainly a factor: at 17.596 it 
is the second highest in Europe, after Den- 
mark. Elsewhere it hovers between 3% and 
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Would sir like his extortionate bill? 


10%. But any independent hotelier will tell 
you that it is above all the cost of property 
that accounts for the scarcity of well-de- 
signed, moderately priced, owner-run ho- 
tels in central London. 

Peter McKay, who co-owns two of the 
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é High price to bed down 
Hotel prices, £ per room per night, 2001 
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city’s finest small hotels—Hazlitt's in Soho 
and The Gore in Kensington-says the pro- 
blem starts with finding a suitable build- 
ing. "You're going to need between 25 and 
55 rooms,” he says. "In the West End, that 
means an outlay of £6m-7m on the prop- 
erty alone." After successfully fending off 
competition from residential and commer- 
cial bidders, gaining the necessary plan- 
ning permission and converting the exist- 
ing building from top to bottom, all 
according to strict building regulations, 
you could easily be looking at a capital in- 
vestment of £10m ($15m). 

"And then," says Mr McKay, "there are 
the rates." Commercial property rates are 
calculated according to an arcane formula 
whose secrets, it seems, are fully under- 
stood only by a select few initiates among 
the bureaucratic brotherhood. Those hote- 
liers who have the wherewithal to do so 
regularly challenge their assessment. This 
can save them hundreds of thousands of 
pounds-underscoring the apparent arbi- 
trariness of the whole process. 

No wonder, then, that most London ho- 
tels are run by multinational chains. Conti- 
nental Europe, by contrast, still has a strong 
tradition of independent hotels, many of 
which remain in the same family for gen- 
erations, and can thus operate with a lot 
less pressure from bank managers or 
shareholders. 

Mr McKay has nothing against corpora- 
tion-owned hotels; he just doesn't want to 
run one himself. A really good hotel, he be- 
lieves, bears the personal imprimatur of its 
owner-it should reflect his or her “com- 
mitment to the thing". Flexibility is the key. 
"The nearer you are to your customers, the 
easier itis to be flexible." That can affect ev- 
ery aspect of how you do business—from 
the overall look and feel of a hotel to its 
willingness to serve butter on a dish in- 
stead of in a packet. Not for Mr McKay the 
dead hand of chain-hotel sameness. This 
sentiment is one his Continental counter- 
parts would recognise immediately—vive 
la différence. m 





omotive & vehicle manufacturing 
De vit on the Danube 


s. bel innovations by Hungarians contributed to the 
evelopment of the motor industry, the establishment of 
automotive plants in Hungary after the political changes of 
1989 is reintegrating Hungarian industry with the global 
economy, according to Marianna Csakvari Pongor, deputy 
staté secretary in the Ministry of Economy and Transport. 
~~ From the design of the Model-T Ford assembly line to the 
inventions of the carburettor, diesel fuel injection and the self- 
“carrying chassis (which increased luggage capacity of tour 
xusses), such Hungarian innovations reflect the country's 





strengths in technology, engineering and metallurgy. 
"These. strengths led to the launch of bus and truck 
manufacturing in Hungary during the first half of the 20th 
; century. By the 1970s, 12,000 busses and 2,000 trucks were 
: being churned out annually by Ikarus ~ then one of the world’s 
~~ Jargest bus makers ~ and Rába, respectively, while suppliers 
n Such as Bakony Works began producing such parts as 
< oWindscreen wipers. 
557. This history was not lost on the major car makers. 
c Beginning in the early 1990s, Suzuki, General Motors’ Opel 
unit, Ford {now Visteon) and Volkswagen's Audi unit all 
rolled into Hungary. “Political stability, industrial 
infrastructure, a productive workforce and government 
support were key factors," says Ms Csákvári Pongor, noting 
"that the sector has received over €2 billion of investment. 





in early 1992, Opels plant began assembling about 
12,000 units per year of first its Astra and later its Vectra 
model. The plant now produces engines and automatic 
transmissions. Magyar Suzuki's operation, which is turning 





out $0,000 units per year, began production of its Swift 
model in late 1992 and added the Wagon R+ in 2000. And 
Audi's plant, finished in 1997, is the second-largest company 
in. Hungary with total annual output of $5,000 TT Coupe, 
TT Roadster and A3 models. 


The car makers were followed by multinational 




























“suppliers, including the likes of ZF, LuK and Knorr-Bremse. 
Further growth is expected as new investments come on 
“ne,” notes Ms Csakvari Pongor. 

Car makers are also sourcing from Hungarian suppliers. 
Magyar Suzuki has worked most closely with domestic 
suppliers while Opel procures spare parts and services from 
Hungarian sources and Audi buys 90% of its operational 
inputs locally, 

To support Hungarian suppliers, the ministry has 
established ‘the 100% state-owned Regional Development 
olding (RDH). Capitalised with Ft2.5 billion (€10.4m), it 
| take 25-50% 
supplying or aiming to supply multinationals. After a 3-7 
year period, RDH will sell the stake back to the company. 


stakes in, and make loans ro, firms 


“Our objective is to increase domestic suppliers’ 
competitiveness given the industry's long-term trend toward 
outsourcing," explains Ms Csákvári Pongor. 

Another ministry objective is to support the establishment of 
R&D centres. Given the increasing focus of vehicle makers on 
design, engineering and marketing rather than metalbashing, this 
jild become a precondition for their maintaining a presence in 


‘Hungary: Ms Csákvári Pongor cites R&D centres set up in Hungary 








‘by Audi and Knorr-Bremse as well as product development activities 
of Opel and ZF, as examples. “We are trying to encourage 
Hungaty's history of innovation in the sector to repeat itself.” 
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Magyar Suzuki 
Our cars 


Set up in 1991 as the largest Japanese investment in 
Hungary, Magyar Suzuki has achieved domestic market 
leadership through a combination of offering appropriate 
models, local input sourcing and continual investment. “We 
are more than satisfied with the labour force and overall 
conditions,” says Managing Director Tadashi Kondo. 

When Magyar Suzuki began production, most cars in 
Hungary were Communist-era clunkers. Hungarians’ 
aspiration to drive a “real” car set the stage for the 
introduction of the small but high-quality Swift, rolled out 
in 1.3 and 1.6 litre options as well as van, three- and four- 
door formats, Automatic transmission, air conditioning, 
airbags and ABS have been available since 1997. In 2000, 
production of the Wagon R+ model began and in March 


2002 it was the 500,000th unit made. 





500,000 and counting 


Of total production to date, 40% was sold domestically 
and 60% exported to 30 countries, mainly Germany, 
Holland, Austria and the UK. “The excellent quality, 
reliability and value-for-money achieved in our Hungarian 
plant underpins our exports," says Mr Kondo, noting that 
Magyar Suzuki also exports parts to Japan. 

Mr Kondo emphasizes the importance of a cluster of 54 
local suppliers that Magyar Suzuki has nurtured and works 
with closely via the governments Supplier Excellence 
Program as well as by providing assistance for ISO 
qualification. *The high share of local suppliers is the reason 
‘Our Car’ was chosen as the Swift's slogan," he explains. 

With $500m in cumulative investment, annual revenue 
of $560m and 1,800 employees, Suzuki intends to further 
develop its Hungarian plant and the production line-up. 


Rejlek Metal & Plastics : xc 
Accelerating into automotive. hide 
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makeer m Western pce are ooking to nies to. firms 
in CEE given geographical proximity that enables justin 
says Andreas 
Lachnit, boss of a Hungarian subsidiary of Vienna-based 
Rejlek Metal & Plastics, a parts supplier to the automotive, 





time delivery and productivity advantages,” 


consumer electronics, communications, enclosures and PC 
sectors with plants in Austria, Hungary and Slovakia. 
But supplying the automotive sector is caster said than 
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done. Mr Lachnit cites quality assurance, technology and an 
ability to offer full product development, from design to 
assembly, as success factors. 

Regarding quality, Rejlek has implemented advanced 3-D 
measurement systems for quality control and is ISO-9001:2000 
certified (global automotive quality certification. T516949 is 
expected in 2003). 

On the technology front, the firm uses process 
technologies under license, such as a gas injection moulding 
process being licensed from UK firm Cinpres. 

Rejlek, which had revenue of €/$m and employs 1,187, 
has continually expanded its product range since its 
foundation in 1966 by Kark Reilek as a die-cutting and tool 
shop, which remains at the firm's core. For decades Rejlek has 
supplied plastic and metal parts to the likes of Philips, Sony, 
Siemens, Nokia, Tyco, Bosch, Hirschmann, FCI, Kostal 
Magna and Thyssen Krupp Presta, to which it sells steering 
elements. Combining these two disciplines, Rejlek makes such 
parts as sophisticated electronic connectors, consisting of a 
plastic housing and metal pins. 

Mr Lachnit reckons thar the outsourcing trend will 
increase automotive's share of Rejlek's turnover from 20% 
today to 50% within a few years. “Speed and special solutions 
combined with a fully-integrated design, production and 
assembly capacity is crucial for servicing our clients—tier 3 
and 4 automotive suppliers,” says Mr Lachnit. 


FémAlk 
Casting call 


With one of the highest levels of aluminium casting per capita 
in Europe, international educational and commercial links and 
a large supply of metallurgical engineers, Hungarian firms are 
positioned to increase rheir role in the EU aluminium casting 
sector, argues Dr Jozsef Sandor, managing director of FemAlk, 
the country’s largest Hungarian-owned high-pressure 
aluminium diecasting firm, 

Incorporated in 1993, FémAlk, which had revenue of 
€10.9m in 2001 (96% of which is export and 80% 


automotive sector) and employs over 220, was awarded a 


from the 
Grand Prize for dynamic export growth at Hungary's annual 
Industria Trade Fair in May, reflecting the millions of FemAlk 
parts built into Volkswagen, General Motors, 
DaimlerChrysler, John Deere, Volvo, Saab and BMW vehicles. 
Given the proven abilities of FémAlk and other Hungarian 
foundries, multinational plants in Hungary should source 
more locally, according to Dr Sandor. 

FémAlk's primary competitive advantage is its ability to 
tailor product development for clients’ needs and to do so 
quickly using a CAD-CAM system and in accordance with QS 
9000, VDA 6.1 and ISO 9002 quality systems. “We specialise in 

taking a concept through the planning, tool design, 
modification and production stages, including machining. Few 
foundries are as flexible,” says Dr Sandor. | B 

Case in point is FémAlk's development of casting 
technology and assembly of the shock-absorber housing used 
in Volkswagen Golf and Passats and for which FemAlk 
received this year’s Automotive Component Development 
award from the Hungarian Foundry Association. 

Dr Sandor reckons the firm can maintain its 30% annual 
growth, in support of which he plans a technology upgrade 
and to expand into magnesium casting. “Our combination of 
experienced engineers and younger, IT-literate graduates 
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Guardian industries 
Transparent regional expansion 


“Ir is not the end of the world, but you can see the end of the 
world from here," is how an expatriate described the south- 
eastern Hungarian town of Oroshaza, home to the Hunguard 
subsidiary of international glass manufacturer. Guardian 
Industries, which has recently made the location its Central 
and East European (CEE) headquarters, centralising a 20- 
strong finance, human resources and sales staff. 

Indeed, Guardian had geography in mind when in 1988 it 
invested $125m im a new plant there, according to Lajos Sapi, 
boss of Guardian in CEE and formerly Hunguard's boss. As it 
is not economic to ship glass more than about 700 km, 
Guardian saw Orosháza as a productive location to serve 
western EU and CEE markets. Another factor was human 
capital in light of Hungary's glassmaking tradition. 

Guardian was not disappointed. Hunguard, which began 
production in 1991, generates annual turnover of $60m, 75% 
of which is export—~a third to Western Europe and the balance 
to CEE. Qualitative results of the plant’s 340 employees have 
also been impressive, The I5O-9002-registered facility was the 
first Guardian plant to achieve ISO-14001. environmental 
registration. And Mr Sapi was named Guardian's employee of 
the year in 1998. The plant received a $24m revamp in 2001 
and a full upgrade worth $35-40m is slated for 2004 

Guardian produces flat glass and mirrors for sale to 
processors and wholesalers, which supply the automotive and 
construction industries, “We try to assist the development of 
processors and intermediaries by introducing transparency in 
terms of open books and credit control as well as with 
technical know-how and logistics," explains Mr Sápi. 

in terms of regional development, Mr Sápi aims to open a 
coated glass plant in Poland and is exploring greenfield 
opportunities in Russia. He is keen to see enhanced economic 
and political contracts among CEE countries as well as better 
harmonisation of standards between CEE and the EU. 

Having visited Orosháza, your correspondent can confirm 
that it is not the centre of the world. But from there Mr Sapi 
has the vision of a large market on the horizon. 


Loranger 
From car parts to industrial parks 


Strongly encouraged by a major client, Ford Motor Company, 
to follow it to Hungary in 1990, US-based Loranger 
Manufacturing CEQ George Loranger visited the country, 
where he came across a unique opportunity: to form the first 
joint yenture between a western company and the Hungarian 
government with the intention of kick-starting foreign direct 
investment (FDD into Hungary. 

The agreement called for Mr Loranger's firm to develop 
two ex-Soviet military bases on the outskirts of 
Székesfehérvár, southwest of Budapest, into an industrial 
park. In return, he could house his plant in one of the existing 
buildings. 

Based on his experience in the manufacturing. sector and 
Székesfehérvar’s traditional role as an electronics and 
manufacturing centre during the COMECON era—complete 
with a large, well-educated, relatively low-cost and (in 1990) 


underemployed workforce—Mr Loranger reckoned it a “no- 
brainer” that the town would soon be crawling with investors — 
looking to establish plants as quickly and painlessly as 


possible. He was right. 


“Teame to Hungary in 1990 as an injection moulder, metal + 


stamper and component parts supplier to the automotive 
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Dubbed the Loranger. 5óstó. Industrial Park, the 240- 
hectare site is now 80% occupied by 25 multinational 
companies, including Philips (Holland), Denso (apan), 
Brunswick (US, Nokia (Finland), Harman Becker (US), 
Auchan {France}, Danon (France), General Plastics (Austria), 
Emerson Electric (US), MetalGlas italy) and Shell Gas 
(France), as well as several Hungarian companies, many of 


which service the automotive industry. The park has attracted 
more than $750m in FDI and created more than 4,500 highly- 
skilled jobs in a city of 125,000. 





Like that one please, just change the sign 


*Foreign investors want to establish operations with 
minimum risk, set-up time and unnecessary capital investment," 
says Mr Loranger, "Having done it ourselves and being a 
manufacturer, we have a good understanding of the requirements, 
concerns and issues that other manufacturers face, leaving us in a 
good position to offer valuable advice and services." 

In addition to providing the location, Loranger offers full 
“turn-key” services, including zoning, land acquisition and lease, 
building construction and lease, infrastructure development, 
grant and loan administration, national and local regulatory 
compliance, logistics, supplier databases, human resources 
development, foreign service support as well as business and 
administrative services, casing Investors’ entry into Hungary. 

As the first park is filling up Loranger has secured 
additional industrial real estate, not only in Székesfehérvár but 
also at other industrial parks such as in. Kalocsa, south of 
Budapest adjacent to the Danube River. And Loranger has 
access to prime industrial locations throughout the country, 
which can be matched with investors’ requirements. 

Founded by Mr Loranger’s father in 1950, Loranger 
Manufacturing is based in Warren, Pennsylvania, where most 
of the firm's manufacturing capacity has been located. The 
family-owned firm has produced high-precision plastic and 
metal component parts and assemblies for multinational firms 
in the automotive, electrical / appliances, electronics / 
communications and medical industries, including Ford, 
Visteon, GE, Delphi, Valeo, IBM, Kodak and AT&T, among 
others. 

Currently, Loranger Manufacturing's operation in 
Szekesfehérvar, which commenced in 1993, employs more than 
200, occupies 9,300 square meters (about 100,000 square feet) 
and uses a just-in-time inventory system based on two-hours 
supply to automotive OEM's and tier 1 automotive suppliers. 
The facilitys capabilities have expanded from injection 
moulding to sophisticated laminated core stamping and wire 
forming as well as highly sophisticated blow moulding and 
gas-assisted injection moulding, 


SPQR Auto 
Distinguished from the lot 


Like many visitors to Hungary during the political changes of 
: 1989, Marco Liello was struck by what passed for an 
]- automobile: sputtering Soviet-era Trabants, Wartburgs and 
. Ladas. And for the privilege of ownership you had to pay 


years in advance. Accustomed to Italian automotive aesthetics 
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as well as financing schemes, Mr Liello sensed opportunity 

Along with his partner, Alessandro Lippi, he set up a 
independent dealership to distribute Fiat cars in Hungar 
before the car maker had established a presence in the countr 
First-mover advantage enabled the firm, SPQR Auto, to supply 
government agencies directly, an opportunity gener 





reserved for importers, as well as rack up corporate clients 

Following European trends, the ISO 9002-certified SPQ 
.. While such 
outsourcing is relatively aaia. in Hungary- 


began offering fleet management service 


approximately 20% of relevant Hungarian organisa 
outsource feet management versus 50% in France, Spain and 
Italy and 90% in the UK and Holland—-Mr Liello reck 
market is growing at 30% annually. m 

ramana need efficient transport services, ne it 
bunch of cars,” says Mr Lippi, who cites benefits such as th 





elimination of in-house logistics (maintenance, insurance; tax 
and regulatory issues}, tax benefits (leasing costs can 
recovered as an expense} and transparency, | 

While fleet management is generally offered joindy by 
bank and car dealer, SPQR handles both the financial (with 


financial group IntesaBCl) and automotive sides. "Ou 
integrated approach makes us more responsive and 
competitive," explains Mr Liello, noting that a large market 
share is required for an integrated service to be profitable. 

With clients that include several ministries as well. as 
leading Hungarian telecom group Matav and Italian oil group 
ENI AGIP, SPOR is the market leader within the Fiat, Alfa 
Romeo and Lancia brands, accounting for a quarter of all Fiat © 
car sales in Hungary. 


MAI Central Eastern Europe 
Just a matter of time 


While automotive is the world’s largest manufacruring sector, ^. 
an increasing share of profits on car sales comes from related 
finance, insurance and warranty schemes. "Package deals are 
inevitable in Central and Eastern Europe (CEE)," says 
Christopher Gore, managing director of insurance broker MAI 
CEE, which has rolled out a range of automotive insurance: - 
products in line with market developments. on 
MAI began offering damage and theft insurance on a^ 
selective underwriting basis, which incorporates demographic. 
data and historical loss ratios (claims paid or reported ys 
premium income} in setting rates. Offered in Hungary via. 
insurer QBE Atlasz, the portfolio has generated a respectable 
61% loss rate (ie gross income of 39%). “This shows that 
motor insurance can be profitable in CEE,” notes Mr Gore, ^ 
Harmonisation with EU directives is also driving 
development. For example, EU law requires used car dealers to 
offer warranties. So MAI launched a warranty insuran 
product for both new and used car dealers. "Warranties are a 
great way for service-capable dealers to turn a one-time buy 
into repeat business," says Mr Gore, : 
Then there is the "green card" scheme, which guarantee: 
payment in the country of claim from foreign-written policie 
The snag is that information provided by green card offic 
often not sufficient for reinsurance purposes. EU law requir 
such insurers to have a claims handler in relevant countries, an 
opportunity on which MAI subsidiary Global is focusing, 
In car leasing, MAI’s Creditlife product enables lessors to 
insure against non-payment while it's Gap product insures risk 
related to the disparity between a car's lease and asset values. 
“Lowering risk increases leasing firms’ competitiveness 
explains Mr Gore, who counts the finance arm of a ar 
Czech-based car maker as a client. E 
And on the manufacturing front, MAI offers car part nios 
insurance against the risk of not providing goods “just-in-time”. 
Mr Gore's ability to roll out products in anticipation of sector 
developments suggests MAI does not need such a policy. . 
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ne government's refusal to let telecoms alone says a lot about its attitude to the private sector 








WENTY years ago this month, Margaret Thatcher’s govern- 
-A ment embarked on what was at that stage its boldest experi- 
- ment with the announcement that it intended to sell a 51% stake 
«. in the state-owned telephone company, British Telecommunica- 
| . tions. “Privatisation”, as the transfer of public enterprises to priv- 
. ate-sector ownership and control became known and a term, 
..Bagehot can brag, invented by Norman Macrae, then deputy edi- 
torof this organ, grew into Britain's most successful policy ex- 
"port since parliamentary democracy. 
|. o» Notthat you'd think it from attitudes at home. To start with, 
-the very idea of introducing competition was regarded as per- 
— verse by the telecoms establishment. Almost everybody was 
_ against it, from M15, which worried about its ability to keep 
track of subversives, to the unions, who warned that armies of 
- . engineers would face electrocution. But it is the government's at- 
|». titude today that is most worrying. Twenty years on, the govern- 
_. mentis run by Labour, and it says it favours competition. But 
| does it? There is still no consistent view about the proper rela- 
_ tionship between normal competition policy and the sectoral 
“regulation that was invented to deal with the particular pro- 
- blems caused by the former nationalised monopolies. As BT’s 
-story shows, the habit of regarding an industry regulator as a 
-means of micro-managing an industry rather than establishing 
competitive markets lingers on. 
- Foralltheir supposed Thatcherite zeal, the Conservatives 
never set much of an example. The government's main aims 
were to shift the burden of financing BT’s new digital exchanges 
0 the private sector and to make a killing for the Treasury. A 
'ompetitive telecoms market, and the benefits it would bring to 
consumers, could come later. The result was the so-called “duo- 
: poly"—a seven-year settlement during which the only firm al- 
-lowed to compete with BT was the fledgling Mercury, a division 
-of Cable & Wireless. 
. That had two unfortunate consequences. The first was to 
create a precedent for the nascent mobile-phone industry in 
-which a similar duopoly between Br's Cellnet and Vodafone 
Was allowed to persist until 1993. The predictable outcome was a 
snug little cartel that kept prices high and service innovation low 
for too long. The second was that another set of newcomers, ca- 
ble-television operators, came close to being strangled at birth. 














The government, egged on by BT, decreed that they should not 
be allowed to offer voice and data services over their networks 
and could have access to no more than 5m homes each. Belat- 
edly, the government relented but the effort to consolidate the 
industry and develop a rival telephony service to BT has finan- 
cially crippled and strategically distracted the two survivors, Te- 
lewest and NTL. 

It wasn’t until the appointment of a tough new director-gen- 
eral of the Oftel watchdog in 1993, Don Cruickshank, that a co- 
herent framework for promoting a competitive telecoms market 
began to emerge. Mr Cruickshank saw that the key to this was to 
establish a set of rules governing interconnection to BT's net- 
work that were transparent and economically attractive to new 
entrants. Without it, the investment to create the scale needed to 
take an incumbent on would never be forthcoming. Oftel under 
Mr Cruickshank became the model for other countries in Europe 
as they liberalised their telecoms markets. 


Fiddle, fiddle, fiddle 

The measure of Mr Cruickshank's success in advancing a nor- 
mally functioning market is that by the time he left, five years 
later, the proportion of BT’s revenues that Oftel regulated had 
fallen from 60% to 18% and control over BT's retail pricing was 
no longer deemed necessary. With a far-reaching competition 
act passed in 1998, Mr Cruickshank hoped that micro-regulation 
of specific industries would soon be superseded by a general set 
of competition rules. 

It was a nice idea, but hopelessly over-optimistic. As one for- 
mer regulator put it: "New Labour intellectually understood that 
competitive markets were needed, but they can't resist grabbing, 
influencing and controlling everything themselves." The govern- 
ment’s gyrations over broadband Internet connections are a 
case in point. After the prime minister announced that it was vi- 
tal for Britain to become a world leader in *e-business", it be- 
came an obsession to speed up the rate of broadband adoption. 
Instead of setting itself the objective of continuing with Mr 
Cruickshank's work in developing a genuinely competitive tele- 
coms market, the object of policy was something that became 
known as "Broadband Britain". 

What followed was a doomed attempt by the current direc- 
tor-general at Oftel, David Edmonds, to choreograph the market 
into dancing to the government's tune. Mr Edmonds convinced 
himself that the key to stimulating the market for high-speed In- 
ternet was to force BT to allow rival companies to install their 
gear into its exchanges. BT, always better at dealing with the reg- 
ulator than at running its business, dug in and delayed until its 
cash-strapped would-be competitors lost heart or went bust. The 
irony is that if the government had just concentrated on promot- 
ing competition rather than trying to implement a half-baked in- 
dustrial policy, “Broadband Britain” might be a little closer to 
reality than it actually is. 

If Oftel has become a shambles, the new Ofcom that the gov- 
ernment is setting up to oversee the entire communications in- 
dustry looks like being even more flawed than the agencies it is 
replacing. With responsibilities for taste and broadcasting stan- 
dards added to its competition remit, it cannot but be deeply 
confused about its purpose. The government probably knows 
what it should do—retreat from sectoral regulation and rigor- 
ously enforce just one set of tough competition rules for every 
industry. But can a fish ride a bicycle? @ 








loda Bam wal (o 
Chief nnanciat omcer: 


Too creative by 5096? 


Chief financial officers need to get back to counting beans 


N EACH recent corporate scandal, a chief 

financial officer (CFO) has turned up in 
the hot seat. Scott Sullivan (above, on the 
right) is under investigation by the Securi- 
ties and Exchange Commission (SEC). His 
chummy relationship with Bernie Ebbers, 
his boss at WorldCom, was dubbed "the 
Scott 'n' Bernie show" by Wall Street. An- 
drew Fastow (left), the genius at devising 
special-purpose entities for Enron, is also 
under investigation. In better days, CFO 
magazine, a sister publication of The Econ- 
omist, awarded each of them a CFO “excel- 
lence award". At Xerox, which overstated 
its profits by $1.4 billion, Barry Romeril's 
retirement as CFO in December has not 
spared him an sec letter asking why he 
should not be charged with fraud. 

Why are so many cros in trouble? 
"Unlike everyone else in the organisation, 
they don't have deniability," says Julia 
Homer, editor of CFO. “The chief execu- 
tive can always say, ‘I didn't know what 
was happening.” That is certainly part of 
the story. But the role of the cro also 
changed in the 1990s—in a way that set the 
scene for trouble. 

A decade ago, most cros had a profes- 
sional accountancy qualification. Today, 
that is much less common. Last year, Peter 
McLean, who leads the cro practice at 
Spencer Stuart, a firm of headhunters, 
looked at the qualifications of cFos at For- 
tune 500 companies. He found that only 


20% were Certified Public Accountants; 
35% had MBAs, and 5% had both qualifica- 
tions. Mr Fastow had a master's degree in 
business administration from Northwest- 
ern University's acclaimed Kellogg School 
of Management; Mr Sullivan had a degree 
in business administration from the State 
University of New York; Dan Cohrs, cFO 
at Global Crossing, another troubled firm, 
had a swanky doctorate in finance and 
public policy from Cornell University. 
This shift is unlikely to be reversed, if 
only because few people today want to be 
accountants. Fewer members of the Amer- 
ican Institute of Certified Public Accoun- 
tants, the industry's trade body, are in pub- 
lic practice than in 1989. The institute says 
sadly that only 1% of high-school students 
want to major in accountancy, compared 
with 4% in 1990. It has launched a cam- 
paign with the improbable slogan, *Be a 
Star...Bea CPA” in a bid to attract more. 
An accountancy training encourages re- 
spect for numbers; an MBA breeds creativ- 
ity. In the 1990s, the role of the CFO moved 
away from financial reporting, in ways 
that made a broad business training more 
useful. CFOs became strategic planners, 
playing a big part in mergers; taking charge 
of information technology; devising com- 
plex financial instruments; and above all, 
managing relations with investors. “Star 
quality is the key to raising money,” re- 
flects Steven Hall of Pearl Meyer, a pay con- 
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sultancy. "It's even more essential now." 

Lynn Turner, à former chief accountant 
at the SEC, is aghast at the ignorance of ba- 
sic accounting principles in many compa- 
nies. He describes how he was telephoned 
by a company in Texas that was fighting 
the sEC and its auditors. "The [company's] 
attorney told me that the cro had no 
training in accountancy—he was an opera- 
tions guy,” recalls Mr Turner. “I said, ‘then 
they need to call God, not me’.” 

The next best thing may be to appoint a 
CFO old enough to remember the trade. 
Several companies have done this. EDs, a 
services giant, brought in Jim Daley, a 
grandfather who had been one of the top 
team at PricewaterhouseCoopers, a large 
accounting firm, in 1999; Xerox, without a 
CFO since December, hired 59-year-old 
Lawrence Zimmerman; in May, Ford 
brought 67-year-old Allan Gilmour out of 
retirement. 

Another option is to bring in a for- 
eigner. “In Britain, finance directors seem 
to be more loyal to their practice than to » 


E! 
E The numbers game 
CFO total remuneration*, $m 





1994 95 96 97 98 99 2000 01 


s , based on Total Compensation Survey of 
50 major US corporations. Stock options 
are calculated using a modified Black-Scholes value 
Source: Pearl Meyer 
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Now president of DBM Europe, #human- ' 


capital consultancy, he worked at Waste 
Management during that company’s fi- 
nancial traumas in the mid-1990s. The 
newest CFO at an American giant is An- 
drew Bonfield, recruited from British Gas 
to Bristol-Myers Squibb. 


Chief fiddling officer 

Ignorance of basic accounting can under- 
mine a CFO’s ability to cope with a chal- 
lenge that many have faced in recent years: 
pressure to “manage” earnings. Investors 
are brutal to companies that miss their tar- 
gets; and a fall in the share price is unpleas- 
ant for executives with lots of stock op- 
tions. Unpleasant for Cros, too: their 
remuneration, lots of it in options, has 
moved up briskly in the past decade, in 
line with that of chief executives. 

Even where companies do not do 
naughty things to their earnings, the rela- 
tionship between chief executive and CFO 
has grown closer. Chief executives clearly 
wanta CFO who will be part of the team. If 
he isn't, he goes. A survey by CFO maga- 
zine in 1999 found that 39% of chief execu- 
tives had fired their last CFO, and 75% had 
hired the current incumbent—40% of them 
within the previous three years. 

Incoming bosses often bring in their 
own person. That need not be sinister: in 
May, Bill Ford, chief executive of Ford Mo- 
tor, replaced Martin Inglis, an ally of Ford's 
previous boss, Jacques Nasser, with Mr 
Gilmour. Mr Inglis was the fourth cro in 
under three years. iVillage, an Internet 
company, is on its sixth since 1997; Unisys 
has had four since 1995. 

Against impatient investors and a trig- 
ger-happy boss, the best defence of the 
CFO ought to be the audit committee, the 
group of (supposedly) independent direc- 
tors who monitor the company's figures. 
After a bunch of scandals in the 1990s, 
American companies revamped their au- 
dit committees: they now meet on average 
4.6 times a year, instead of 3.5 times in 
1998, and only 13% of members have per- 
sonal or business ties that might compro- 
mise their objectivity, compared with 28% 
in 1998. But still they fail. Enron's audit 
committee was chaired by Robert Jaedicke, 
a former accounting professor at Stanford 
University (where Enron's audit failings 
have become a popular case study). 

To be effective, says Nell Minow of The 
Corporate Library, a corporate-gover- 
nance research group, audit committees 
should hold some meetings without exec- 
utives. The cro should report to the com- 
mittee as well as to the chief executive, and 
the audit committee should have a say in 
his hiring and firing. And if cros were re- 
quired to have an accountancy qualifica- 
tion, just as a general counsel must have le- 
gal training, they might be more likely to 
present the numbers honestly. m 


Maitre dethroned 


LONDON AND PARIS 


Jean-Marie Messier's resignation may not be the end of the media group's troubles 


SENSE of self-importance and a talent 

for self-publicity are not usually 
handicaps in the media world. But, after 
Jean-Marie Messier at last quit Vivendi 
Universal this week, the debt-laden sew- 
age-to-Hollywood group of which he was 
chairman and chief executive, he con- 
ceded not only that he had done “a bit too 
much, à bit too quickly" but that his media 
profile had been "excessive". The man 
who embraced his nickname J6M-Jean- 
Marie Messier, Moi-Méme, Maitre du 
Monde-e-mailed disillusioned staff on 
July 2nd to confirm that he had, with “infi- 
nite sadness", resigned. His successor, 
Jean-René Fourtou, previously vice-chair- 
man of Aventis, a Franco-German drug 
company, was confirmed at a board meet- 
ing the next day. 

The assault on Mr Messier was led by 
the company's North American share- 
holders, pushed by the Bronfman family, 
the value of whose 5.05% stake in Vivendi 
has shrivelled from €3.37 billion ($3.0 bil- 
lion) at the beginning of the year to €979m 
today. But it was the belated decision by 
the French board members to ditch him 
that sealed his fate. One key actor, Claude 
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Glad to see the back of him? 


Bébéar of Axa, joined the board this 
week. Mr Messier's eviction also bore the 
mark of the French political right, now 
firmly back in power and fearful for the fu- 
ture ownership of particular bits of the 
business—telecoms, utilities and Canal 
Plus, a pay-television operation. 

Any idea that Mr Messier’s departure 
and the installation of Mr Fourtou might 
bring a swift end to Vivendi's troubles is, 
however, misplaced. It is saddled with a 
massive €19 billion of debt. After an initial 
rise in the company’s share price, Vi- 
vendi’s shares sank, at one point losing 
40% in a single day (partly in response toa 
newspaper article claiming that the com- 
pany had tried to massage its accounts). 
More important was an announcement by 
Moody’s, a rating agency, that it had 
downgraded Vivendi's debt to junk status. 

In a complete U-turn from its previous 
more favourable views, Standard & Poor’s 
(s&p) , another rating agency, said on July 
2nd that a “lack of clarity” from Vivendi 
had been rectified and that there had been 
“unexpected” additions to its near-term fi- 
nancing needs. Management turmoil and 
weak markets had made a bad situation 
worse. Vivendi's main businesses are op- 
erating profitably, said s&p, but that will be 
insufficient to sort out the debt crunch. 
Guy Deslondes, the agency’s leading Vi- 
vendi analyst, said that the group has no 
more than two months to find “several bil- 
lion” euros of new credit lines. The situa- 
tion has been exacerbated because, it 
seems, the purchase last December of the 
entertainment assets of USA Networks 
from Barry Diller included an off-balance- 
sheet guarantee of up to $400m due next 


|. year to Mr Diller. 


The upshot is that, whatever Mr Four- 
tou might plan to do, Vivendi's fate is now 
in the hands of its creditors, chief among 
them Société Générale and BN». Each is 
reckoned to have over €1 billion of expo- 
sure, and their shares duly fell this week. 

A firesale of assets seems unavoidable. 
The group's best bit may be Vivendi Envi- 
ronnement. Until recently Vivendi owned 
a controlling 63% stake. But its dash for 
cash has seen that dwindle to nearer 40% 
as it has made successive sales. Not only 
has Vivendi ceded control, it has also hit a 
political barrier, in the form of govern- 
ment stipulations that any buyer must be 
French. Any sale of the group's 44% stake 
in the telecoms group, Cegetel, would also 
be problematic. The only plausible buyer »» 
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* is Britain's Vodafone; but telecoms arenot the movie assets. More problematic might Xerox 
exactly popular these days. be the disposal of music for which Mr ° 
The media assets that Mr Messier as- Diller has no particular appetite. European Corruption 


sembled are far from worthless. In Univer- 
sal Studios, the studio behind “A Beautiful 
Mind”, Universal Music, whose roster in- 
cludes Eminem, Sting and u2, and USA 
Networks, which makes “Law and Order” 
and owns the usa and sci-fi cable chan- 
nels, Vivendi has three strong content-pro- 
viders. The music business as a whole is in 
trouble, partly because of online piracy, 
but Universal is the market leader and 
brought in €6.6 billion of revenues in 
2001. Box-office receipts in America this 
year have soared by 20% on last year, with 
Universal getting at least its fair share. 
Already the word is that Mr Diller, the 
Hollywood veteran who now runs the 
business, is considering making a bid for 


Weblogging 


The trees fight back 


Should old media embrace blogging? 


Bix in the mists of early Internet his- 
tory, online publishing was going to 
wrest power from the inky fingers of old 
media groups and put it in the hands of 
ordinary people. Well, it never hap- 
pened. Yet just when old media began to 
feel smug again about its old-fashioned 
paper-based products, weblogging 
(known as blogging) happened. The 
question for the big media world is 
whether to embrace the phenomenon 
that, in part, claims to undermine it. 

Blogging, the publication of running 
commentary on personal online web- 
logs, has in the past couple of years ex- 
ploded from a cultish techie activity into 
a cottage industry churning out increas- 
ingly compelling content. In 1998, there 
were about 30,000 weblogs; today, there 
are some 500,000, according to Cam- 
eron Marlow, who runs blogdex, which 
tracks them. 

Blogging has taken off thanks to the 
development of online tools, such as 
Blogger and UserLand, which make it 
simple and cheap to update personal 
web content instantly. Weblogs range 
from the political (InstaPundit, Kausfiles, 
AndrewSullivan) to the high-tech (Dan 
Gillmor's eJournal, Scripting News, 
802.11b, Boing Boing), and from the per- 
sonal rant to the thoughtful critique. 
One recurring theme is their quirky, 
counter-cultural nature. As a recent arti- 
cle in the Online Journalism Review put 
it: "Weblogs are the anti-newspaper." 

Many thrive on correcting or deriding 
content published in newspapers and 
magazines. "Blogs have emerged as an 
instant critique of major media," says 


antitrust regulators seem not to favour fur- 
ther mergers among the five music giants 
that dominate the industry. 

As for the loss-making Canal Plus, it has 
a strong brand, and is the only pay-rv 
company with a dominant market posi- 
tion in several European countries, includ- 
ing France and Spain. (Vivendi had already 
announced a sale of the Italian operation 
to Rupert Murdoch, though he is now re- 
negotiating the price.) Potential buyers in- 
clude Lagardére, TF1 and Mr Murdoch's 
BskyB. Yet Canal Plus's heavy losses, cul- 
tural status and statutory obligation to fi- 
nance French cinema present a big chal- 
lenge for outsiders. Nothing's easy to sell 
when you're in distress. 8 


Andrew Sullivan, former editor of the 
New Republic, whose weblog book re- 
views can lift a title into the top ten on 
Amazon. "At the same time, bloggers are 
parasites on big media, relying on them 
for stories and raw material." 

How then is big media to respond? 
Some publishers, such as the San Jose 
Mercury News and Britain's Guardian 
newspaper, were quick to set up web- 
logs. But the general response has been 
to ignore them. This was not entirely 
foolish: weblogs do not make money. 
Some bloggers earn commissions on 
items bought through a link from their 
weblog, or receive donations from chari- 
table readers. But even Mr Sullivan says 
his weblog brings in only about $6,000 
a month from such sources. Most blog- 
gers do not blog for money. 

So what do big media groups stand to 
gain from adopting a format that de- 
lights in promoting competitors' content, 
and relies on relinquishing editorial con- 
trol? Such a question, say bloggers, mis- 
understands the force of weblogs. 
"Traditional publishing is about putting 
on a show; building a network of web- 
logs is like hosting a party," says Simon 
Waldman, head of digital publishing at 
the Guardian. 

For all the costly and failed efforts by 
media companies to create and charge 
for online material, blogging suggests 
that the web works best as a link to 
other people—and a way of finding and 
raiding their content. As InstaPundit's 
Glenn Reynolds says, "the threat to big 
media is not to its pocketbook but to its 
self-importance." 





without contrition 


STAMFORD, CONNECTICUT 


Why Xerox is still struggling 


S AN early pioneer of the accounting 
fiddles that have been so upsetting 
markets, Xerox has made good use of its 
headstart. In the two years since a com- 
pany insider blew the whistle about how 
it accelerated revenues, the company has 
changed its auditor, its chief financial offi- 
cer and its chief executive (twice). It has 
settled sEC charges, renegotiated bank 
loans and restated five years’ of accounts. 
Yet doubts linger. After a brief winter rally, 
Xerox’s market price has again slumped 
below the book value of its assets. Why is 
itso persistently unattractive? 

The corruption of Xerox, an old-line, in- 
sular, east-coast maker of printers and 
photocopiers, shows how far bubble ill- 
ness spread in the late 1990s. James Bing- 
ham, the whistleblower whom the com- 
pany sacked in August 2000, alleges that 
Xerox monkeyed about with its accounts 
to disguise a deteriorating trading record. 
The sec claimed that this was part of a 
scheme to enrich managers. 

Xerox settled these charges in April by 
paying a $10m fine, but without admitting 
wrongdoing. The restated accounts, which 
the company filed on June 28th, show that 
this “misapplication of GAAP”, as Xerox 
calls it, overstated profits by $1.4 billion be- 
tween 1997 and 2001. As these fiddles 
mostly involved pulling future revenues 
forward, the restated accounts should help »» 





Ms Mulcahy sells well, but when? 








» Xerox in the next year or two, as it puts 
. back profits borrowed from the future. 

The second big task facing Anne Mul- 
cahy, the Xerox sales veteran who took 
over as chief executive in July 2001, was to 
repair the company's finances. So far, so 
good. The company has struck a deal with 
GE Capital that will eventually remove 
from its books most of the equipment fi- 
nancing that has weighed down the bal- 
ance sheet. Last month, Ms Mulcahy 
shook hands with her bankers on new 
loan agreements. The terms are more 
costly and restrictive, but she will not 
mind that. There is now enough cash to 
keep Xerox going for another year or so. 
Ms Mulcahy says she wants to return to the 
capital markets, from which the company 
has been barred, well before then. | 

That, in part, depends on her third big 
task: rebuilding the business. Xerox's turn- 
around plan, she says, is mostly finished. 
The company has sold assets, laid off tens 
of thousands of workers and outsourced 


everything from manufacturing to (wisely, 
perhaps) internal auditing. These econo- 
mies have cut more than $1 billion a year 
from costs. Ms Mulcahy says the company 
is now in good shape to compete with lean 
rivals such as Canon and Ricoh. 

Ms Mulcahy has bet on two things: first, 
the market's shift from monochrome to 
colour printing, where Xerox is concentrat- 
ing its R&D dollars; second, Xerox's own 
move from low-margin manufacturing to 
more lucrative services. For now, she says, 
about a quarter of the company's sales in- 
clude some sort of service element. This 
figure, Xerox hopes, will eventually dou- 
ble, as more big companies outsource the 
storage, retrieval, printing and manage- 
ment of their documents to Xerox. 

But the market remains tough. Al- 
though rr spendingis no longer falling, itis 
not rising either. Manufacturers are push- 
ing colour digital printing, says Gilles Bis- 
cos of Interquest, a consultancy. In the 
printing industry, however, customers are 





struggling to pay for existing equipment. 
The money they do spend, says Mr Biscos, 
tends not to favour Xerox. To save costs, 
printing firms have been lashing together 
low-end printers instead of buying high- 
end models. Xerox is most comfortable in 
the high-end market, where it does not jos- 
tle so much with its Japanese competitors. 

Ultimately, it may be the company's 
seeming inability to make a clean break 
with its past that weighs most on its share 
price. It has taken the Xerox bureaucracy 
(known as Burox) a long time to come out 
of denial. Barry Romeril, the chief finan- 
cial officer during the late 1990s, did not 
leave the board until last December. The 
company continues to fight a wrongful dis- 
missal suit brought by Mr Bingham. Pub- 
licly, Xerox still says it did nothing wrong. 
It is never wise to say you are sorry in a 
society as litigious as America's. That is a 
pity. As the white weatherboard churches 
of New England preach, before redemp- 
tion comes contrition. @ 


America's defence industry 


On manoeuvres 


Not everybody is averse to a bit of M&A 


ERGER activity has plunged in Amer- 

ica over the past few years, but the 
defence industry is still enjoying a round 
of couplings, helped by relatively strong 
share prices since last September's terro- 
rist attacks. This week's agreed takeover of 
TRW, an aerospace and car-parts com- 
pany, by Northrop Grumman accounts for 
about a quarter of the top ten deals an- 
nounced so far this year, measured by 
value. The deal follows four months of 
dithering after TRW refused a first offer 
and before Northrop raised its price. 

There was a dramatic wave of defence- 
industry mergers in America in the 19905, 
after the Pentagon gave warning that de- 
fence procurement would fall steeply (in 
the event, by more than half) thanks to 
cuts after the end of the cold war. The Clin- 
ton administration eased the pain of these 
mergers by helping to finance the job cuts 
that came with them (known as “pay-offs 
for lay-offs"). The fall-out from all this is be- 
hind today's wave of smaller mergers. 

The consolidation of the 1990s whit- 
tled down what was a group of about 15 
companies to five so-called “prime con- 
tractors”, the firms that take overall respon- 
sibility for each weapons programme, 
even though much of the hardware comes 
from subcontractors. These five are Lock- 
heed Martin, Boeing, Raytheon, General 
Dynamics and Northrop Grumman. 


» 


The merger wave came to an end in 
1998, when the Clinton administration 
blocked the purchase of Northrop Grum- 
man by Lockheed Martin because it was 
worried about a lack of competition. Nor- 
throp had sought refuge in the merger after 
suffering two big reverses. First, it was ex- 
cluded from the contest to build America’s 
Joint Strike Fighter—at over $200 billion 
the biggest-ever defence contract (it was 
eventually won by Lockheed). Then it was 
told that the air force did not want many 
more of its B-2 bombers. That left it trailing 
a weak fifth behind the four leaders. 

This week's deal marks the culmina- 
tion of a strategy to recover from that posi- 
tion through acquisition. Northrop's boss, 
Kent Kresa, had the foresight to spot that 
the defence industry not only had to adapt 
to spending cuts after the end of the cold 
war, but also to focus on providing hard- 
ware and electronic systems for a new 
kind of warfare, in campaigns such as that 
in Afghanistan. 

After the Lockheed merger was 
blocked, Northrop went on the offensive, 
buying two shipyards, Litton Industries 
and Newport News, in 2000 and 2001. Mr 
Kresa sees ships as more than "platforms" 
for missiles or fighter planes; he sees them 
playing a key role as communications and 
surveillance centres in today's more elec- 
tronics-based warfare. The two purchases 
have turned Northrop Grumman into the 
biggest naval shipbuilder in the world, 
ahead of its arch-rival, General Dynamics. 

The Pentagon and the Justice Depart- 
menthave smiled on the company's recent 
purchases. They should welcome this 
week's merger too, because bolting on 
TRW's space and satellite businesses 
makes Northrop a more formidable com- 
petitor to Lockheed, Boeing, Raytheon and 
General Dynamics. This should go some 
way to calming fears that the 1990s merg- 
ers ended up reducing competition and sti- 
fling innovation. 

Northrop is not the only defence com- 
pany in America to be making acqui- 
sitions. BAE Systems (formerly British 
Aerospace, but now selling more to the 
Pentagon than to Britain's defence minis- 
try) and a young company called 1-3 Com- 
munications have both been growing by 
snapping up electronics and communica- 
tions parts of Lockheed Martin. Lockheed 
Martin got itself into such difficulties inte- 
grating the companies from which it was 
formed that it was forced to sell businesses 
to cutits debt by some $4 billion. 

One business it sold was Loral, whose 
former boss, Frank Lanza, then set up 1-3 
Communications by persuading Lock- 
heed's boss, Vance Coffman, to sell him 
some of the company's other assets. L-3 is 
now emerging as a sizeable defence group, 
with sales of $2.3 billion last year. Analysts 
are projecting 30% annual growth in fu- 
. ture. This is to come mostly from the com- 


pany's systems for improving security at 
airports and from its continuing purchase 
of small defence suppliers. 

BAE, for its part, is being allowed un- 
ique access (for a foreign company) to the 
American defence market. It was a poten- 
tial bidder for TRw (as were General Dy- 
namics and Raytheon), in an effort to be- 
come a prime contractor. The Pentagon 
had given its approval; but that was before 
Northrop produced its winning bid. & 


Weil, Gotshal & Manges 


Mopping up 


NEW YORK 
A firm of New York lawyersis at the 
centre of America's corporate cleansing 


E THE extended party of the 1990s pro- 
vided an ideal environment for venture- 
capital firms and investment banks, the 
hangover provides opportunities for the 
kind of firm that can mop up the mess. 
None is proving more suited to the occa- 
sion than Weil, Gotshal & Manges, a firm 
with 950 lawyers known particularly for 
its work on bankruptcy and corporate gov- 
ernance. Among its more interesting cli- 
ents at the moment are Adelphia, Global 
Crossing, PG&E (a California utility), 
Kmart's creditors, WorldCom and Enron. 
Other Wall Street law firms are fishing in 
the same pool, but none nearly so deeply 
or successfully. 

Fees for this kind of work are not trivial. 
Global Crossing is paying Weil $2m a 
month for sorting out a worldwide busi- 
ness that is under investigation by an un- 
told number of regulators, but which may, 
in the current environment, rank as only a 
relatively modest disaster. Enron, the most 
spectacularly complex bankruptcy ever, is 
paying Weil $6m a month for the work of 
over 100 lawyers in five countries. They 






are enmeshed in two gigantic tasks. The 
first involves unearthing the viable busi- 
nesses buried in the broad corporate 
muck; the second, prioritising the moun- 
tain of claims from creditors. 

The bankruptcy business was radically 
different in the late 1960s when Ira Mill- 
stein persuaded two friends, a New York 
University law professor called Charles. 
Seligson and a then unknown lawyer 
named Harvey Miller, to join him at Weil, 
then a mid-sized corporate-law firm. In the 
years that followed, Manville, Texaco, 
Olympia & York and Drexel Burnham 
Lambert all became clients. Mr Miller be- 
came one of the most sought-after lawyers. 
in America and Mr Millstein played a big 
part in developing standards for corporate 
governance, particularly the responsibil- 
ities of boards. As the lead partner of Weil, 
he was responsible for the firm’s overall: 
growth, an important component of: 
which was the unusual inclusion of a re- 
structuring division. i 

People wonder what such a strategy 
produces in good times. Martin Bienen- . 
stock, one of the co-heads of Weil'srestruc- 
turing department, retorts that “the notion ~ 
that our business goes up and down with 
the economy is cocktail-party myth.” In- 
stead, he says, there are three main forces 
that determine the level of large corporate 
bankruptcy work: liquidity in the high- . 
yield market; a big unexpected change (air- | 
line deregulation in the 1970s, deflation in. .— a 
the 1990s); and the volume of underwrit- .— . 
ing and acquisitions on Wall Street (inev- — 
itably producing bad deals that become 
exposed years later). uibs 

As understanding of causes has im- 
proved, so too has the ability to resolve 
consequences. It was not all that long ago, 
Mr Bienenstock says, that bankruptcies be- 
gan with an extended period of "debt de- 
nial” by creditors, followed by agonising | 
negotiations over how much debt the- 
bankrupt company could ultimately ser- 
vice, followed by "negotiator fatigue" and 
finally, after three years or so, a reorganisa- 
tion. Nowadays, formerly tough creditors ` 
such as banks can use new markets to 
dump loans quickly. The value of the core . 
business is then determined equally 
quickly, expendable divisions are sold,. 
anda settlement is signed. 

Enron, with its arcane accounts and re- 
lentless deals, was a poster child for the 
flawsin the American economy, butitmay | 
also be an example of the system's ability - 
to resolve problems as well. Mr Bienen- 
stock says that he had hoped to complete - 
the restructuring within a year, and even - 
though this seems increasingly unlikely, 
he still believes it might be possible. Given 
the vast overhang of misbegotten Wall 
Street deals from the recently concluded 
boom, he will probably have no trouble 
finding a client to replace the Houston en- 
ergy-trading disaster. @ 
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Face 


value Called to account 







Bob Herz faces the daunting task of restoring confidence in American accounts 





66 A RE you nuts?" was the response of 

close friends of Bob Herz when told 
that he was accepting the job of chairman 
of America's Financial Accounting Stan- 
dards Board (FASB). Mr Herz, after all, was 
leaving a safe position as a senior partner 
at PricewaterhouseCoopers, the world's 
largest accounting firm, to step into the 
heart of the current crisis of confidence in 
corporate America. Only last week, 
WorldCom and Xerox announced the 
two largest profit restatements in history. 
This week, on July 1st, Mr Herz took up 
the job of steering American accounting 
standards in a safer direction. Nuts? Prob- 
ably not. Brave? Certainly. 

Ever since Enron, the bust energy-trad- 
ing company, admitted last year that its 
numbers for the previous five years were 
wrong, FASB has been under attack. It 
takes too long to push through changes to 
Generally Accepted Accounting Princi- 
ples (GAAP), the rules under which 
American companies draw up their ac- 
counts, says even such a conservative as 
Harvey Pitt, chairman of the Securities 
and Exchange Commission (SEC). More- 
over, others say, its standards are too 
complex and detailed, allowing compa- 
nies to evade the spirit of accounting 
principles, even as they keep just within 
the strict letter of the rules. 

In the past, critics say, FASB has been 
too vulnerable to the influence of the big 
accounting firms, which, along with in- 
dustry, provide a third of its funding. It 
has already begun to react to such com- 
plaints. Under Mr Herz's predecessor, Ed 
Jenkins, it reverted to requiring only four, 
rather than five, of its seven board mem- 
bers to agree upon a standard in order for 
it to be passed. Its “supermajority” vote 
(introduced, some say, at the behest of 
the big accounting firms) had crippled its 
power to set tough standards. The change 
should uncripple it a bit. 

Mr Herz intends to push further. For a 
start, he wants to overhaul the framework 
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within which standards are set. At the 
moment, no fewer than four different 
organisations issue standards. He says 
that the number needs to come down, 
and that FASB's primacy should be reas- 
serted. One reason why he was picked for 
the job is that he believes that principles, 
not rules, should feature more heavily in 
American standard-setting. That view 
won the support of the sEc's chief ac- 
countant, Bob Herdman, for his appoint- 
ment. These days the SEC is, not 
surprisingly, taking a close interest in 
FASB and its standard-setting procedures. 

Described by fellow accountants as an 
anglophile, in spite of his New Jersey ori- 
gins, Mr Herz learnt his accounting at 
Manchester University in Britain. British 
accountants hold that the principle that a 
company's accounts should provide a 
"true and fair" view of its underlying 
economic position should take prece- 
dence over detailed rules. 

Mr Herz will not, however, find it easy 
to steer the GAAP juggernaut in the direc- 
tion of similarly broad principles. Trevor 
Harris, a valuation and accounting ana- 
lyst at Morgan Stanley in New York, ar- 
gues that the entire book on lease 
accounting could be replaced by one sim- 
ple sentence—“all non-cancellable obliga- 
tions must be capitalised"—if Mr Herz 
only had the support to do it. But trying to 
dump big chunks of existing GAAP rules 
in this way would cause an outcry, not 
least because companies and auditors 
like to have such rules as a protection 
against lawsuits. The best that he can 
hope for, perhaps, is that the emphasis 
will shift in future standards. 


Bridging the GAAP 

To the surprise of his then colleagues, Mr 
Herz recently turned down the chance to 
run for the position of chairman of the 
global board of PricewaterhouseCoopers. 
To do this he would have had to resign 
from his part-time membership of the In- 
ternational Accounting Standards Board 
(IASB), an organisation whose cause-cre- 
ating a single set of high-quality stan- 
dards for the whole world—he is 
passionate about. 

He admits that international standards 
are not yet good enough for America to 
accept them. But he will continue to pro- 
mote them at FASB. He says that he wants 
to move quickly to identify the main dif- 
ferences between GAAP and interna- 
tional rules, so that he can then focus on 


what he calls the “low-hanging fruit". 

In some areas, Mr Herz's desire for 
convergence with international standards 
will be controversial. Sir David Tweedie, 
chairman of rass and a personal friend, 
believes that stock options should be 
charged as costs. So does Mr Herz, though 
he adds that valuing them is a puzzle. 
Later this year, IASB will issue a draft pro- 
posal to that effect. Mr Herz is then ex- 
pected to seek to follow rAsB's lead on 
this and other sensitive areas—such as the 
simplifying of accounting for financial in- 
struments, including derivatives. 

He knows that his drive for reform 
will set him against the many groups that 
take a strong, sometimes unhealthy, inter- 
est in the setting of accounting standards: 
big business, for example, politicians and 
the accountants themselves. He harks 
back to FASB’s darkest hour, in 1994, 
when a heavily lobbied Congress forced 
the board to issue a standard on stock op- 
tions that it knew to be wrong, because it 
did not treat them as an expense. 

From a technical, accounting point of 
view Mr Herz is thought brilliant, espe- 
cially in the field of financial instruments. 
But his ability to manage in a charged po- 
litical environment is unproven. Some of 
his supporters fret that his jovial, easy-go- 
ing manner may lack the gravitas re- 
quired to cope with corporate and other 
lobbying. Amid the current swirl of ac- 
counting scandals, Mr Herz could hardly 
have a better platform for promoting re- 
form. Still, if he is to rescue American ac- 
counting, comments Lynn Turner, à 
former chief accountant at the sec who is 
now an academic, the new head of FASB 
will need "the fight of a tiger and the sly- 
ness of a mongoose.” i 


l Sorry, I'll say that again 
Number of restatements of American corporate 








The lost (half) decade 


BANGKOK AND TOKYO 


Five years after East Asia’s financial crisis, much of the region seems to be doing 
fine. But it still needs banking and other reforms 


HATEVER happened to the East 

Asian crisis? After Thailand deval- 
ued the baht on July 2nd 1997, capital 
rushed out of the region’s economies, and 
in rapid succession most of them col- 
lapsed. The resulting panic soon spread be- 
yond East Asia to other emerging markets, 
and for a while it posed a serious threat to 
the world economy. And yet five years on, 
the most striking thing is how well many 
countries are doing, despite a stuttering 
global economy. South Korea's Gp» last 
year was nearly one-quarter bigger than in 
1996. For many, the 1997-98 crisis now 
seems little more than a blip (see chart 1). 

Admittedly, for two decades up to 1997, 
the region had enjoyed eye-popping suc- 
cess, mainly by following Japan's path to 
export-led growth. As each new economy 
joined the so-called "flying geese", the 
flock seemed to fly faster. But the events of 
1997-98 shattered the illusion that the 
geese were unstoppable. So how have 
they managed to get back into the air? 

One answer is that the International 
Monetary Fund, which failed miserably to 
foresee the crisis, deserves some credit. Its 
emphasis on tight fiscal and monetary 
policies was controversial, but its advo- 

cacy of a swift disposal of bad debts was 


spot on. The main hold-out against IMF 
policies was Malaysia, and in practice it 
followed the Fund's advice without taking 
its money. And although Malaysia's capi- 
tal controls grabbed the headlines, they 
were imposed after the currency had 
fallen sharply and foreign capital had fled, 
making them relatively unimportant. 


Good news from the east 

The most obvious good news is that the 
macroeconomic situation of the crisis 
countries has improved dramatically. Be- 
sides the resumption of Gop growth, ex- 
ternal finances are much sounder. The pile 
of short-term foreign-currency debt that 
triggered the 1997-98 panic has largely 
been repaid or rescheduled. Most curren- 
cies are no longer fixed. And many central 
banks have bolstered their foreign-cur- 
rency reserves. 

Politically, too, East Asia has stabilised a 
bit. In the aftermath of the crisis, long- 
standing governments fell in South Korea, 
Taiwan and, most dramatically, Indonesia. 
Thailand acquired both a new government 
and a new constitution. Previously unthin- 
kable protests broke out in Malaysia. The 
turmoil continued last year, when Indone- 
sia and the Philippines jettisoned their 
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presidents in mid-term. Yet politics in the 
region has settled down, for now. 

Although most of the region’s curren- 
cies are no longer linked to the dollar— 
Hong Kong, which is, along with Malaysia, 
the main exception, has fought off several 
attacks on its peg—the combination of bet- 
ter short-term finances and political stabil- 
ity has made exchange rates less volatile. 
Interest rates and inflation are low. This is 
not to say that Asia has shed its financial 
worries. In several places, serious banking 
problems have yet to be dealt with, and 
growth in business lending is still mori- 
bund. Moreover, in Thailand, Indonesia 
and the Philippines, varying degrees of 
doubt have emerged about the longer- 
term soundness of public finances. 

Yet at least East Asia no longer seems 


quite so dependent on outside forces to > 
keep it flying. The end of America's run» 


























i away expansion, rharked by: a idropi in ied: 
| nology investment, has not hammered the 
region as hard as many feared. That is 
< partly because Asia's crisis-stricken econo- 
mies are rebuilding trade with each other. 
Although Japan remains comatose, rapid 
growth in China's relatively small trade is 
adding to demand. These trends have 
helped exports to rebound from their drop 
. in 2001. So far this year they have risen by 
more than 20% in local-currency terms in 
- South Korea, Malaysia and the Philippines, 
< according to David Fernandez, a regional 
: economist at J.P. Morgan in Singapore. 

Mr Fernandez reckons that growth in 
. exports will soon slow, as demand for 
: business investment remains weak. His 
bank forecasts only 6% growth in global 
 capital-equipment spending over the next 
18 months, two-thirds the growth rate of 
- the late 1990s. Yet many East Asian econo- 
- mies, notably South Korea, have been off- 
setting America's downturn in another 
. way, by booking impressive growth in do- 
mestic consumption. This combination of 
local and intra-Asian demand has bol- 
stered confidence amid the global slow- 
down, and portfolio capital continues to 
flow in. Even as bourses in Europe and 
America have slid, some Asian stockmark- 
ets have charged ahead (see chart 2). 

After 1997-98, such hot money is not al- 
ways welcome, however. And there are 
other clouds in the sky. It is not certain that 
Asia's declining inflation rate (according to 
Andy Xie, an economist at Morgan Stanley 
in Hong Kong, it has fallen to 2.2% over the 
past five years, from 8.6% in 1990-96) is an 
unambiguously good sign: some countries 
are grappling with deflationary pressures. 
Mr Xie also points outthat, even as exports 
by China's neighbours have risen sharply 
in local-currency terms, their dollar value 
has remained stagnant. To achieve the 
same dollar Gp? as before, those countries 
have had to offset depreciating currencies 
with higher export volumes. Their current 
accounts have swung into surplus, allow- 
ing them to pay down foreign debts, 
largely because imports-an important 
source of capital equipment and other in- 
vestment—have slumped (see chart 3). 

Even so, East Asia’s export orientation 
and high investment proved more success- 
ful, over several decades, than the protec- 
tion or profligacy that some other emerg- 
ing-market governments, for instance in 
Latin America or India, espoused. Nor 
should the East Asians fret over China’s re- 
cent success at attracting the dragon’s 
share of foreign investment. It could yet 
abate, as it has in many other regions (in- 
cluding emerging Asia) that seemed peren- 
nial magnets. 

Still, without questioning their com- 
mitment to free trade, many East Asian 
business and political leaders are wonder- 
ing how much they need to modify the rest 
of their economic model. To understand 



























their choices, it is worth taking a close look 
at the only goose that has set off in a clear 
direction since the crisis: South Korea. 


The Korean example 

For all their national loathing of the IMF, 
Koreans’ response to the crisis was to em- 
brace the iMF's financial reforms and 
make them their own, from the newly 
elected government to banking and busi- 
ness leaders, and even to the unions, 
which eventually acquiesced in many of 
the changes. The contrast with Japan’s in- 
ertia of the 1990s was not accidental. The 
Korean government stepped in to recapi- 
talise the banks, and to set up a public as- 
set-management company to buy up bad 
loans. Of the 156 trillion won ($129 billion) 
thatit has injected into the system, the gov- 
ernment expects to retrieve around 56%, 
largely by reselling equity in banks and re- 
couping a portion of their bad loans and 
collateral. It is retiring its bail-out-related 
debts ahead of schedule. More impor- 
tantly, however, this has freed the banks to 
get on with business. 

They have done so by using their fresh 
capital and healthier loan portfolios to be- 
gin lending again. Just as crucially, Korean 
banks overhauled their practices, making 
it more likely that their new loans would 
be put to better use. In particular, they 
have made two changes for the better. The 








: vay the cate credit. Be- 
fore, the government di dire coed them to lend 
money to cherished conglomerates. Close 
political links and an unhealthy bias to- 
wards export industries eventually led to 
huge misallocations. 

After overhauling the banks’ balance 
sheets, the government not only stopped 
doing this, but also took several steps to 
foster deeper changes. Financial regulators 
laid down guidelines for managing credit 
risks, including independent credit com- 
mittees insulated from the boss’s med- 
dling. The banks too embraced them. The 
government has also forced conglomer- 
ates to purge the debt from their balance 
sheets, by selling entire divisions, narrow- 
ing their focus, andin some cases going out 
of business altogether. That has 
broadened the banks' corporate lending, 
making it easier for small and mid-sized 
firmsto borrow. 

The second big change the banks have 
made is to respond more keenly to com- 
petitive pressures. Although a few big 
bank deals never materialised, private- 
equity investors and foreign banks have 
nevertheless taken stakes in a number of 
Korean banks, and even the independents 
have consolidated operations, cut costs 
and bolstered their marketing. With this 
has come a new emphasis on consumer 
lending, which now accounts for around 
half of Korean banks' loan book. This 
trend has brought worries about indebted 
consumers, especially users of credit 
cards. But the benefits to the domestic 
economy have outweighed these risks. 

South Korea's East Asian neighbours 
have noticed its recent success. Yet there is 
a danger that they will draw the wrong 
conclusions, emulating the changes least 
relevant to their condition. South Korea's 
booming domestic economy has clearly 
helped cushion it from the global down- 
turn, and given its consumers and work- 
force fresh confidence. But it was an all-out 
effort to reform the financial system that 
triggered the change, not the other way 
round. Meanwhile, without having fully 
cleaned up their own bad-debt mess, sev- 
eral of South Korea’s neighbours are hop- 
ing to bypass the pain and give their own 
domestic economies a direct boost. 

This would be a mistake, for two rea- 
sons. First, it will be hard for South-East 
Asian economies to restore credit growth 
and investment without resolving their 
bad-debt problems. Contrast South Ko- 
rea’s performance, for example, with that 
of Indonesia. That country’s banks were 
hit harder than any others; yet it has been 
the slowest to deal with the problem. As a 
result, large piles of industrial assets are 
still stacked up in its misnamed "Bank Re- 
structuring Agency". With many bad debts 
still unresolved, and little sense of who 
will end up owning what, it is hard for 
sound businesses to get fresh capital. pp 


=. where in between. 
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new government set up its own asset- 
management body last year, to try to cen- 
tralise collection of the remaining bad 
debts. After originally embracing the idea, 
many private bankers have backed away. 
Malaysia has made an effort to clean up 
corporate debts, along the lines of Korea's 
approach. Indeed, the government's force- 
ful efforts to push through some deals dif- 
fered sharply from the Indonesian and 
Thai approaches. But by continuing to mix 
business with politics, Malaysia's govern- 
ment has frittered away much of the boost 
in confidence it might have earned. 

South Korea's neighbours have not 
only been slow to address past bad loans. 
By failing to resolve the banks' problems, 
they have also delayed their adjustment to 
the future of Asian finance. That future 
will probably involve a continued shift 
away from bank borrowing by big compa- 
nies. Having been burned once, the 
healthy ones have been raising capital in 
the equity and, even more eagerly, bond 
markets. Those large companies that still 
want to borrow from banks tend to be the 
ones that no sensible banker would lend 
to. If they are to prosper in the future, there- 
fore, East Asia’s banks must become far 
better at serving small and medium-sized 
borrowers along with consumers, as Ko- 
rean banks are already doing. 

The need for these changes, however, 
extends far beyond the banks themselves. 
The way East Asia’s economies have col- 
lected and channelled savings needs an 
overhaul. One of the most telling statistics, 
argues Keith Irving, an analyst at Merrill 
Lynch in Hong Kong, is the high ratio of 
bank deposits to bank lending. That the re- 
gion is sitting on so much liquidity reflects 
not only the lingering effects of the bank- 
ing crisis on loan growth, but also the con- 
tinuing refusal of Asians to move their 
money out of bank deposits. If East Asia is 
to upgrade its economic model, savers 
must begin to channel more of that money 
into bonds and equities. 

As their economies prosper, South-East 
Asia’s venerable savers might also start to 
feel a little freer about spending their cash. 
Yet because they are so much less de- 
veloped than South Korea, those econo- 
mies cannot realistically hope to enjoy the 
sort of booming domestic-led growth that 


their new favourite goose is enjoying. And : 


it is here that South-East Asian leaders are 
beginning to make their second big mis- 
take, using government spending to yank 
their economies in the direction of domes- 
tically driven growth. 

< Throughout East Asia, governments are 
-. desperately keen to get domestic demand 





ee going again. Early in the crisis, dem and fell 


sharply, and a general push for fiscal aus- 
terity may have contributed to that. When 
Thailand's and Malaysia's governments 
began to spend more freely, this may have 
helped to reverse their slide. 


The perils of public spending 

Now, however, several South-East Asian 
governments may be painting themselves 
into a fiscal corner. The Thai government 
has toyed with several new spending 
schemes, including a potentially un- 
sustainable health-care entitlement. Per- 
versely, it is even considering import du- 
ties to plug its fiscal deficit, while stalling 
on much-needed privatisation. After re- 
gaining investor confidence with tight 
budget targets last year, the Philippines' 
government has recently lost control of the 
reins. And Indonesia's government con- 
tinues to rely on aid money for life support. 

These countries risk more than just 
higher public-debt burdens—though once 
again they should beware of following in 
Japan's footsteps. By relying on the public 
sector, they also risk turning their backs 
too quickly on the best source of future 
prosperity: trade. Unlike South Korea, the 
financial-market distortions in many 
South-East Asian economies led to exces- 
sive investment in domestic sectors even 
more than in export ones. Poorly regulated 
Thai finance companies, and banks run by 
Indonesian business tycoons, channelled 
money into office buildings, golf courses 
and other speculative local projects, inflat- 
ing the property bubbles that helped to 
ruin their economies. 

For South-East Asia, therefore, trade, es- 
pecially intra-regional trade, still offers the 
best way forward. In this context China’s 
rapid growth should be a blessing, not a 
threat. “For a lot of these countries...” says 
Mr Fernandez, “openness and outward- 
orientation is still the surest way to in- 
crease per capita incomes, and domestic 
demand will take care of itself.” 

Of course, maintaining the right kind 
of “outward” orientation is now harder 
than it was when the rest of the emerging 
world hid behind trade barriers. China’s 


growth, especially, will create huge shifts 
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in comparative advantage, to which it 
neighbours must adapt. They can mak 
great strides, however, merely by straight 
ening out the corruption and warped in 
centives that push capital into the wrong 
places. If export earnings are scarce, Indo 
nesia’s poor treatment of foreign mining 
and energy companies is all the more inex 
cusable. If the Philippines has an advan 
tage in telephone call-centres, eliminating 
red tape and corruption will help attrac 
the foreign investment it needs. E 
Only in Malaysia, with a slightly mo 
advanced economy and smaller debt bub: 
ble when the crisis hit, could a case 
made for emulating South Korea. Indee 
giving incentives for housing loans early i 
the crisis may have been one of the go: 
ernment’s best policies, and—along with 
surge in car loans and retail spending 
helped to restore domestic demand. Yet 
even in Malaysia, the pump-priming has 
lately got out of hand. E 
The best reason to hope for progress is 
that East Asian countries have laid the - 
groundwork over the past five years forin- 
creased accountability. New governments _ 
have come in across the region, withonlya - 
couple of exceptions, and the shock of the. 





regional collapse has made Asians more _ E 


wary of sweet promises. 


Besides improving political account —— 
ability, the crisis has also raised awareness 
among domestic investors, who will be cem 
keen to improve transparency and cor- 
porate governance in the companies they . 
are asked to invest in. Though foreign com- Us 
plaints help, more clamouring by domes- — 


tic investors has the best chance of push- 
ing further capital market reforms. 


The recent outbreak of stability also B 


helps. It would be far better if things - 
moved faster, but for the moment at least 
the region seems at reasonably low risk of ~ 
big reversals. With the turmoil of the im- 
mediate post-crisis years behind them, 
therefore, East Asia’s economies have à 
chance to build on the foundation they. 
laid in the boom years-if they keep lib- 
eralising and clean up the lingering finan 
cial messes that still hold them back. s 
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vey Pitt fights back 


Lambasted for doing too little, the chairman of the Securities and Exchange 


Commission may yet overreact 


Tu accounting scandal at WorldCom 
has caused misery for investors, credi- 
tors and employees of the telecoms firm. 
Harvey Pitt appears to see it as a great 
opportunity. In his first ten months as 
chairman of the Securities and Exchange 
Commission (SEC), America's chief mar- 
kets regulator, Mr Pitt has been attacked for 
failing to show leadership in tackling the 
glaring failings of Wall Street and of Amer- 
ica's corporate bosses. Critics accused him 
of dragging his feet because, they alleged, 
conflicts of interest led the securities law 
yer to put his former private clients—espe- 
cially the big audit firms—before the public 
interest. WorldCom has given him a 
chance to show that he is in charge and on 
the right side. 

"There's a very tough cop on the beat 
here," thundered Mr Pitt on any television 
show that would have him, after World- 
Com admitted on June 25th that it had 
falsely boosted profits by $3.8 billion. Pro- 
mising to "clean this mess up", he an- 
nounced that the company would be pros- 
ecuted for fraud, and that the sec would 
go after the millions of dollars that execu- 
tives earned as a result of their own fraud. 
"The American public is outraged," he 
says. "And in my view, criminal charges 
may be too good for the people who 
brought about this mess." His conversion 


has prompted much scepticism, not least 
among Wall Street folk surprised to hear 
such black-and-white statements from a 
man so nuanced in the shades of grey that 
make up America's securities laws. 

Perhaps Mr Pitt's new assertiveness is 
down to politics. The constant criticisms of 
his performance may not have penetrated 
what he admits to be a thick skin. But they 
were certainly starting to harm George 
Bush's administration and Republicans at 
large, with mid-term elections for Con- 
gress due in November. Did his White 
House masters tell him to make a better 
show of representing the public interest? 

Maybe. Or maybe Mr Pitt is now far 
more worried about a loss of public confi- 
dence in the capital markets than he was 
even a month ago. His recent activism may 
be part of an urgent effortto avoid a further 
erosion in confidence-and with it, pre- 
sumably, more falls in shares. After all, fur- 
ther scandals are surely coming. 

Perhaps, strange as it might seem, Mr 
Pitt has not really changed at all. Perhaps 
the criticism made of him before the 
WorldCom mess was wrong. Far from be- 
ing a lackey of Wall Street and of the ac- 
counting industry—placed at the sec by a 
pro-business administration in order to 
unwind much of the activism in favour of 
small investors pursued by his predeces- 
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sor, Arthur Levitt—might it be that Mr Pitt's 
current activism is what he planned all 
along? 

The way Mr Pitt tells it, events have just 
accelerated his agenda (in part, he says, be- 
cause there is now a greater consensus 
about whatis needed) and shifted some of 
his priorities. Yet even before the discovery 
of fraud at WorldCom, he was claiming to 
preside over the most activist commission 
since its establishment in 1934. His pursuit 
of a radical agenda, he says, was largely ig- 
nored by the media. Since he early on 
promised a gentler, less confrontational 
SEC, perhaps that is not surprising. 

Asked now about how America's se- 
curities laws should be reformed, he jokes 
that they could be replaced with a simple, 
two-part law. Section one: it shall be un- 
lawful. Section two, the sEc shall have the 
power to define "it". That will not happen, 
but it may not need to. For Mr Pitt believes 
that existing powers, rather neglected by 
his predecessors, allow him to transform 
regulation without the need for new laws. 

An example of this is his announce- 
ment, following the WorldCom scandal, 
that chief executives and chief financial of- 
ficers will both have to certify the accuracy 
of their firm's accounts. This will make it 
easier for the sec to launch a criminal 
prosecution for fraud should accounting 
inaccuracies come to light. The change will 
greatly increase the potential punishment 
facing errant bosses. 

Mr Pitt is also driving the reform of ac- 
counting standards, something his prede- 
cessors largely left to the Financial Ac- 
counting Standards Board (FASB), 
financed by the accounting industry, 
which has just acquired a new head (see 
page 64). The sec is introducing new re- 
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Credit markets 


On to the pyre 


NEW YORK 
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Swift punishment for erring companies, but reward for the just 


HE credit markets continue to punish 

companies that no longer appear to 
have robust financial statements. This 
week Vivendi and France Telecom were 
added to the pyre, following Enron, 
Global Crossing and WorldCom. June 
was already an awful month for parts of 
the corporate-bond market. Prices of 
high-yield (ie, junk) debt, for instance, 
fell by 8%, with the debt of telecoms 
companies down by one-third. More sur- 
prises will come when, from August 
15th, senior executives will be held crim- 
inally liable for their company’s finan- 
cial statements, and when 2,400 
companies, former clients of Andersen, 
take on keen new auditors. 

Although America’s economy is still 
growing, the credit quality of companies 
deteriorates. Moody’s, a credit-rating 


i Not all alike 
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> quirements for firms to explain the impact 
of their choice of accounting treatments, 
andto make them disclose sooner any ma- 
terial changes to their business outlook. 
Firms will no longer be allowed to hide be- 
hind their use of the standard Generally 
Accepted Accounting Principles if they still 
manage to paint a misleading picture. 

Those who know Mr Pitt find the criti- 
cism that heis conflicted by past client rela- 
tionships amusing. Few people are more 
committed to their own opinion than is 
the sec chairman. He claims that his priv- 
ate-sector past is a strength because “I 
know where the bodies are". He may have 
thought little of having controversial 
meetings with bosses of firms under inves- 
tigation by the sEC, such as KPMG, be- 
cause the notion that his interests might be 
conflicted did not occur to him. 


agency, is currently downgrading the 
bonds of five companies for every com- 
pany it upgrades, the worst ratio since 
1990. 

In the markets, the bonds of some 
companies have made a precipitous 
slide towards junk status even as they 
maintain an investment-grade rating. 
AOL Time Warner, an Internet, cable 
and magazine conglomerate, generates 
torrents of cash to cover its huge debts. 
Yet after a $54 billion write-off, its bonds, 
which normally yield around two per- 
centage points more than American 
Treasuries, now trade over five percent- 
age points more. The bonds, in other 
words, are behaving like junk, and their 
potential buyers, say traders, are high- 
yield investors. Such investors are al- 
ready swamped trying to analyse a slew 
of companies that have recently fallen 
into their domain, including Tyco, 
Qwest, The Gap and Goodyear. 

If there is light in the gloom, it is that, 
unlike several earlier credit panics, many 
companies have seen prices for their 
bonds rise, not fall. Railroads, oil produc- 
ers, property trusts and even consumer- 
finance companies have all seen their 
bonds go up. And America's market for 
short-term commercial paper—which, 
thanks to downgrades to the limited 
number of eligible issuers, had been 
slowly shrinking in size since the end of 
2000-has not been affected by the re- 
cent turmoil. In short, the credit markets 
may be skittish and in many areas 
deeply morbid. But in sorting through 
problems and rewarding virtue, they are 
doing what markets should. 


Mr Pitt's power (and his budget) is 
likely now to grow. A higher profile will, 
however, test his political skills in Wash- 
ington, which have not been all that no- 
ticeable. After all, had Mr Pitt’s activism to 
date been more effective, forceful legisla- 
tion currently being steered through Con- 
gress by Senator Paul Sarbanes would 
have been less necessary—and less likely 
to pass. The Sarbanes bill is much tougher 
on auditing firms than are Mr Pitt's propos- 
als—starting with a sterner oversight board 
and also restricting the consulting work 
that auditors may do. 

And yet. Beyond auditing, some people 
on Wall Street fret that Mr Pitt may be stung 
by all the criticism to do too much-in 
terms of poking a regulatory nose into the 
activities of businesses—rather than too lit- 
tle. A gentle irony that would be. m 


/——— The Economist July 6th 2002 





American banks 


A murky sort of 
pond life 


Corporate governance at American 
banks leaves a lot to be desired 


ANKS in America who lent to compa- 

nies caught up in accounting scandals 
should be in a good position to appreciate 
the value of strong corporate governance. 
Unfortunately, according to a report by 
Mike Mayo, an analyst at Prudential Finan- 
cial, their own record is patchy. 

Four out of five chief executives at the 
30-odd banks that Mr Mayo examined are 
also their chairmen. One out of four board 
members has a financial relationship with 
his bank. At some, such as FleetBoston Fi- 
nancial and SunTrust, only about half of 
the directors can be considered indepen- 
dent, according to Mr Mayo. 

Worryingly, given the conflicts of inter- 
est that bedevilled Andersen, which au- 
dited Enron and WorldCom, 70% of the 
fees that banks pay to their external audi- 
tors, on average, are for services other than 
audit, such as consulting and tax. Most 
banks have fired Andersen in recent 
months, but the unhealthy result is that 
the top nine banks in America are audited 
by just two firms, PricewaterhouseCoop- 
ers and KPMG. 

Big banks have two supervisors, the 
Federal Reserve and the Office of the 
Comptroller of the Currency. That, chief fi- 
nancial officers say, should allay fears. In- 
vestors are not so sure, because banks are 
so hard to understand. Jim Chanos, a 


hedge-fund manager who was the first » 
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> person publicly to cast doubt on Enron's fi- 
nancial statements, says that although he 
used to sell bank stocks short, he has 
stopped, partly because banks have in- 
creased their trading to such a degree that 
“you can’t see into large banks anymore"— 
just like hedge funds. 

On the lending side, the fact that banks 
make loans to companies too small to gain 
access to the capital markets makes their 
balance sheets harder to fathom. Securiti- 
sation, or the practice of bundling and sell- 
ing more straightforward sorts of assets, 
such as mortgage receivables, has in one 
sense made banks more inscrutable, since 
banks are left with assets that are relatively 


Japanese banks 





and buy credit risk can also obscure 
sources of credit exposure. 

Don Morgan, an economist at the Fed- 
eral Reserve Bank of New York, points out 
in a forthcoming paper* that the two big- 
gest creditrating agencies, Moody's and 
Standard & Poor's, have been more di- 
vided over their ratings of banks and 
insurers than over companies in any other 
industry. Because banks are opaque, he 
says, their corporate governance is all the 
more important. M 


*“Rating banks: risk and uncertainty in an opaque 
industry”. American Economic Journal, September 2002. 





Nationalised once, nationalised again? 


TOKYO 


Interest in buying some Japanese banks, if only the government allows it 


HO wants to buy a Japanese bank? 

They are barely profitable, and they 
are weighed down by ¥150 trillion ($1.25 
trillion) of bad debts. On July 2nd a credit- 
rating agency, Moody's, downgraded its 
assessment of the biggest banks' financial 
strength to an "E": the lowest you can get. 
Yet several, mostly foreign, groups are out 
shopping. 

They reckon that the banks' distressed- 
debt portfolios are full of profitable oppor- 
tunities. They may also think they can turn 
banks around by improving their manage- 
ment and corporate governance. A hand- 
ful of private-equity groups from America 
have bought bankrupt regional banks. The 
bestknown foreign purchase was made 
by Ripplewood Holdings in 2000, which 
caused a stir. It bought the venerable Long- 
Term Credit Bank, now called Shinsei 
Bank, one of two big banks that were na- 
tionalised in 1998. 

Fresh controversy surrounds the other 
bust bank, Nippon Credit Bank. It too was 








sold in 2000, to a consortium of investors, 
led by Softbank, an Internet investment 
group, Tokio Marine 8 Fire, Japan's largest 
non-life insurer, and Orix, a leasing com- 
pany. Cerberus, an American investment 
fund, has a smaller stake. Now called Aoz- 
ora, the bank boasts a former American 
vice-president, Dan Quayle, on its board. 
Like Shinsei, Aozora was stripped of many 
dud assets before it was sold, but was still 
left with plenty. Both banks were given the 
option, lasting three years, to hand bad 
loans back to the government if they lose 
more than 20% of their value. 

A month ago the president of Softbank, 
Masayoshi Son, told a parliamentary com- 
mittee that he was thinking of selling his 
company's 49% stake in Aozora. Softbank, 
once mighty, has fallen on hard times; its 
share price has fallen by 97% since early 
2000. Aozora now needs a forceful owner. 
It has not reduced its bad debts as aggres- 
sively as has Shinsei, says another rating 
agency, Standard & Poor's, and it lacks a 
clear business strategy. 

The government wants Tokio Marine 
or Orix to buy Softbank's stake. Neither is 
likely to do so. The leading bidder is Cer- 
berus, which already owns 11.5% of the 
bank. Ripplewood is also thought to be in- 
terested. So far, no serious domestic candi- 
dates have surfaced. 

Cerberus's bid seemed to hit a snag 
when the Nihon Keizai newspaper re- 
ported that the Financial Services Agency 
(FSA) might block attempts by foreign in- 
vestment funds, out to make a quick buck, 
to hold big stakes in banks. Untrue, says 
the FSA, which denies any bias against for- 
eigners. All the same, revised banking laws 
have something to do with Softbank's toy- 


opaque. The use of derivatives to lay off 























ing with a sale. The laws require new in- 
vestors to get regulatory approval-and 
current stakeholders to get fresh approval 
by April 2004—before taking more than a 
20% stake in any bank. On top of scrutinis- 
ing shareholders and related parties, the 
agency can now inspect sources of funds. 

A bigger worry for foreign bidders is a 
condition that big shareholders "fully un- 
derstand a bank's social responsibilities": 
a reminder that Japanese banks have du- 
ties other than to maximise profits. The. 
FSA’s banking division insists that the rule. 
will not penalise groups such as Cerberus. 
But critics wonder whether other regula- 
tors, regretting that Shinsei and Aozor 
have “put” options that enable them to ust 
taxpayers' money to clean up their books 
will apply the rule as fairly. : 

These options were granted by a gov- 
ernment that blocked bidders from in- 
specting banks' books, for fear of exposing. 
the poor health of other banks withloans . 
to the same borrowers. Now the options _ 
are causing a headache. Shinsei has been _ 
cleaning up aggressively, returning some 
¥700 billion of bad loans to the govern: | 
ment. Yet as fresh loans sour, its ratio of. 
bad loans to total loans, at 20%, has 
scarcely fallen. If Shinsei is to meet its bad- 
debt target of only 5% by next March, when 
its option expires, it will have to return 
many more loans. 

If too many bad loans are dumped on 
the state, politicians fear a popular back- 
lash. They also worry about how this — 
might affect the health of other banks. P^ 




































When in 2000 Shinsei returned to the gov- 
ernmentits portion of loans made to Sogo, 
"itsparked that department store's collapse. 
- Since then, some banks have chosen to 
-buy Shinsei's loans, and so increase their 
own exposure to stricken companies, 
rather than risk further bankruptcies 
among their borrowers. 

" Aozora has so far not exercised its op- 
tion as aggressively: Tokio Marine and 
Orix are wary of a bad press. Yet any for- 
. eign shareholder is likely to be much less 
passive—especially since Aozora's option 
expires in September 2003. The govern- 
ment may yet be able to persuade Soft- 
bank to hold on to its stake, or it might even 
_ buy the stake itself: in effect, renationalis- 
ing the bank. Such a move would leave 
Aozora with a balance sheet still heavy 
with debts when its option expires. 

Such uncertainty hurts Aozora's fund- 
ing and may even threaten its survival. 
Shinsei also has been hurt by recent dis- 
putes with the government over some of 
` the bad loans it is trying to return. The 
- spread between their bank debentures 
(which provide about half their funding) 
and government bonds has widened in re- 
cent months, as investors have demanded 
bigger risk premiums (see chart on previ- 
ous page). Aozora is already finding it diffi- 
cult to extend its funding beyond Septem- 
ber 2003, says Jason Rogers of Barclays 
Capital. None of this, however, seems to 
have persuaded the government to sort 
out its muddled policies on insolvent 
banks, even though more are expected to 
go down in the coming months. 8S 


















Borsa Italiana 


. Carina 


MILAN 
Italy's bourse is focusing on domestic 
growth. This may change 


| ERGERS and consolidation often 
' d seem to be all that the welter of Euro- 
pean stock exchanges and clearing and set- 
tlement agencies are thinking about. The 
London Stock Exchange (tse) has held 
talks with Nasdaq, an American exchange. 
Deutsche Bórse is, for the second time, 
thinking about a merger with the LSE. 
Euronext now controls four stock ex- 
changes (Paris, Brussels, Amsterdam and 
Lisbon), as well as five derivatives ex- 
changes, and may be looking for more. 
This week a big settlement agency, Euro- 
clear, which had been jilted by a rival, 
Clearstream (now owned by Deutsche 
Bérse), announced a merger with Lon- 
don's Crest, to form Europe's biggest settle- 
. ment agency. And the London Clearing 
.. House (see next story) is mulling a merger 








with Clearnet, its Paris-based counterpart. 

There is one exception: Borsa Italiana, 
Milan's stock exchange and the most cov- 
eted of the continental bourses to remain 
out of the dance. It is Europe's fifth-biggest 
by trading volume, and sixth-biggest by 
market capitalisation. Since its privatisa- 
tion in 1997 it has taken over MIF, Italy's 
market for interest-rate derivatives (it al- 
ready owned the exchange for equity de- 
rivatives), and has launched a market for 
high-growth companies. As one of Eu- 
rope's most profitable stock exchanges, 
Borsa Italiana contemplates its future- and 
its continued independence—with a de- 
gree of confidence. Is that justified? 

The Borsa's head, Massimo Capuano, 
argues that mergers make little sense 
when takeover rules, corporate law and 
accounting practices are so fragmented 
around the European Union. For instance, 
even though Euronext now controls sev- 
eral exchanges, each has to be run sepa- 
rately. Furthermore, hopes of a great rise in 
the cross-border trading of shares have al- 
ways run too far ahead of reality. Cross- 
border trading of European shares is some- 
thing over 1596 of the total. 

This fragmentation is supposedly being 
fixed. After a report last year by Alexandre 
Lamfalussy, a former head of the Euro- 
pean Monetary Institute, the European 
Union is trying to accelerate the process of 
tearing down barriers to a single capital 
market. The investment-services directive, 
a particularly unsatisfactory piece of legis- 
lation, is being rewritten. Other priorities 
of the Lamfalussy report are new direc- 
tives on prospectuses accompanying the 
sale of new securities and on market 
abuses, such as insider trading. Mr Cap- 
uano banks on all this taking time and fall- 
ing well short of perfection. 

Meanwhile, the Borsa intends to grow 
at home. It plans to take over Montetitoli, 
the settlement agency of which it now 
owns 4.1%. The Borsa also wants to move 


from its present core shareholders to a full 
public listing on its own market, which 
Deutsche Bórse, Euronext and the LSE all 
have, since that would allow it to raise 
fresh capital. 

Taking over Montetitoli should not be 
too much trouble. The Borsa's board has 
already approved the bid. Most of its 
shareholders also hold a stake in Monteti- 
toli, while the two outfits also have the 
same chairman. Going public will be trick- 
ier. Italy’s securities-market regulator, 
Consob, still opposes a public offering. It 
has concerns about supervision when the 
Borsa is traded on its own exchange. 

With his plan to take over Montetitoli, 
Mr Capuano wants to get clearing and set- 
tlement under the exchange’s roof. In 
other words, he is leaning towards the Ger- 
man model of a vertical silo-in which a 
stock exchange oversees not just the trad- 
ing of securities, but their clearing and set- 
tlement as well. Exchanges with a horizon- 
tal model, such as the LsE, are independent 
of clearing and settlement agencies. 

Opponents of the vertical silo argue 
that such a monopoly encourages anti- 
competitive behaviour; it also may tempt 
exchanges to cross-subsidise their trading 
from clearing and settlement profits. They 
would much rather see mergers of clearing 
and settlement businesses in different ju- 
risdictions, which could bring down costs. 
But defenders of the model answer that a 
silo, with its straight-through processing, 
brings greater efficiencies. | 

Vertical and independent, then, for the 
Italians. Yet things might change quickly if 
any of Europe's big three exchanges were 
taken over by a rival, or if Euronext really 
were to benefit from a rise in the pan-Euro- 
pean trading of shares. In either case, 
smaller exchanges could not afford to go it 
alone. And when the Borsa Italiana even- 
tually gets a public listing, shareholders 
might force the exchange's hand, as Mr 
Capuano concedes. & 






Italian bonds 
Relations 
unsettled 


A bitter fight to trade, clear and settle 
government bonds 


Ho much longer can Italy play dog-in- 
the-manger with its government- 
bond market? It is the biggest in Europe, 
with €14 trillion ($1.1 trillion) of bonds 
outstanding, compared with Germany’s 
€615 billion. Banks in the euro area find 
that Italy’s bonds are the most convenient 
to offer as collateral when raising cash 
from the European Central Bank. 

. . Sothe biggest banks, seeking ever more 


efficient use of capital, want Italian bonds 


to be cleared using the same central clear- 
ing counterparty (CCP) as for other Euro- 
pean government bonds. The ability to off- 
set Italian bond positions against positions 
in other bonds, futures and repurchase 
agreements would sharply reduce credit 
risk with counterparties. 

For two years the London Clearing 
House (LCH), the biggest CCP in Europe, 
has knocked at Italy's door. But the Bank of 
Italy insists that its country's bonds be 
cleared domestically, through the Cassa di 
Compensazione e Garanzia, which it 


owns, for settlement with Italy's securities - 


depository, Montetitoli. How very un- 
European. Isn't this supposed to be a single 
market? 

Yes, but. Based in London, LCH sits out- 
side the euro zone. The European Central 
Bank, interested Italian parties say, is 
against euro-area government bonds be- 
ing cleared outside the zone: the Bank of It- 
aly is falling inline with ECB policy. Not so, 
retorts the London Clearing House. The 
central bank's concerns are about domes- 
tic CCPS outside the euro zone, not a pan- 
European counterparty like LCH. 

Behind this spat lies rivalry between 
two electronic bond-trading platforms. 
BrokerTec in London offers clearing 
through LCH; MTs, with Italian sponsors, 
wants to use Clearnet, a Paris-based clear- 
ing house. MTs has the lion's share of elec- 
tronic trading of Italian bonds, while Bro- 
kerTec is building a growing share in other 
euro government bonds. A new product of 
BrokerTec's, called RepoClear, has encour- 
aged banks to net more bonds and bond- 
repurchase agreements via the LCH. MTS 
is understandably worried that bringing 
Italian bonds into the BrokerTec/LCH am- 
bit could quickly draw all liquidity in Ital- 
ian bonds on to the BrokerTec platform. 
There is a precedent: four years ago Liffe, 

London's derivatives exchange, then floor- 
' based, lost all its volume in the German 
E government-bond futures almost over- 
3 night to a cheaper (and electronic) Frank- 





furt exchange, Éurex. | 
MTS hopes to set up Clearnet as a cen- 
tral counterparty for Italian bonds by the 
end of the year, and so to steal a march on 
BrokerTec and LCH. Gianluca Garbi, chief 
executive of MTS, dismisses accusations of 
foul play, but he has accusations of his 
own. He does not like the corporate gover- 
nance of LCH, he says, because it is domin- 
ated by the big dealing banks; besides, en- 
try costs are high. As for BrokerTec, he says, 
it is under investigation by America's De- 
partment of Justice, along with other 
dealer-owned trading platforms, for anti- 
competitive practices. The irony is that the 
spat would become irrelevant should LCH 
and Clearnet merge, which seems likely. 
Mr Garbi professes delight at the prospect, 


because the governance issues will have to - 


be cleared up, he says. @ 


Insurance broking 


Jackpot 


NEW YORK 
Willis shows that there's still money 
being made on Wall Street 


T SOUNDS implausible. But here is a 

mainstream American company-a fi- 
nancial one, to boot~whose share price 
has been hitting new highs. Willis, the 
world's third-largest insurance broker, has 
gone from strength to strength since a le- 
veraged buyout four years ago. 

That was when Kohlberg Kravis Rob- 
erts (KKR) quietly took Willis Corroon, a 
sleepy insurance broker listed in London, 
private for $1.7 billion. By the time Willis 
emerged in June 2001 as a Bermuda-based 
company with a listing on the New York 
Stock Exchange, its value had doubled. It 
has since doubled again. KKR put in about 
$300m of its own cash, for a 72% stake. In 
two share offerings, one last November 
and another in May, the firm raised 
$870m. It still retains a 40% stake, worth 
$1.8 billion. That translates into a 77% com- 








pound annual return on its investment. — 

Insurance brokers make money by. 
earning a small percentage of every dollar ` 
their clients spend on policies. Keith 
Trauner, an analyst at Fairholme Capital - 
Management, says that the business can 
be thought of asa royalty on the total value 
of companies (companies take out insur- 
ance based on the value of their opera- 
tions), multiplied by prevailing insurance 
rates. It is not a complicated equation, and 
over much of the 1990s results were poor, 
because even as the value of companies 
grew, insurance rates shrivelled. 

Only after the failures in 2000 of Reli- 
ance, a large underwriter in America, and 
several syndicates at Lloyd’s of London 
did the soft pricing cycle turn. Rates hard- 
ened further, thanks to American litigation 
over asbestos and securities fraud. The at- 
tacks of September 11th had an immedi- 
ately brutal effect on underwriting capac- 
ity, which shrank in several areas of the 
market—aviation, marine, energy and re- - 
insurance-even as companies sought — 
more insurance, not less. Willis is a benefi- 
ciary of more business and higher rates. Its 
revenues rose by 17% in the first quarter. 

If Willis is not the only insurance bro- 
ker tc have benefited, it has done so more 
than most. The two brokers that have long 
dominated the business, Aon and Marsh &  . 
McLennan, both had offices in the World - 
Trade Centre and were badly hit by the di- 
saster, losing many staff. Before that, the 


two firms had spent much of the 1990s m 


buying up second-tier firms. Now their 
combined market share is nearly 60%— 
gains they must hold even as they try to in- 
tegrate their operations. In comparison, 
Willis is tiny. Although it has grabbed one- 
third more market share since KKR's acqui- 
sition, it still has only 8% of the market. 

Whatis more, neither Aon nor Marsh 8 
McLellan are pure insurance brokers, at a 
time when diversification hurts. In the 
past, Marsh earned big profits from its mu- ` 
tual-fund subsidiary, Putnam. Today, Put- - 
nam's customers are defecting and its as- . 
sets are shrinking; its shares have fallen by _ 
one-fifth since April. Aon is trying to spin 
off an underwriting subsidiary, and its 
shares are down by one-third. 

Willis appears still to be reaping the 
benefits that can come from a leveraged 
buyout. In October 2000, Joe Plumeri, 
who had headed retail banking at Citi- 
group, was brought in. He began tearing 
out costs, cancelling club memberships 
andtightening travel rules. More staff were 
hired—the salesforce is now 2,300, one- 
tenth higher than last year. Before the 
buyout, staff had almost no equity in the . 
company. Today they have been encour- 
aged to become owners: three-fifths of the’ 
staff have 8% of the company among 
them. “I tell everyone, we're not here to 
make you happy," says Mr Plumeri. "If you. 
want to build wealth, own shares." 8 s 
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S ; The Fund bites back 


Anotable development: the IMF’s new chief economist says what he thinks of Joseph Stiglitz 





Fo the past several years, Joseph Sti- 


glitz-renowned economic theorist, 
Nobel laureate, former chief economist at 
the World Bank-has been waging a cam- 


. paign of vilification against the IMF. Bi- 


zarrely, this campaign began while Mr 
Stiglitz was in post at the Bank, the Fund’s 
sister organisation, as the two institutions 
laboured to devise co-ordinated strategies 
for dealing with crises in emerging-mar- 
ket economies. Having left the Bank (at 
the suggestion of America’s Treasury), Mr 
Stiglitz upped the tempo. Interviews and 
articles poured forth. His most recent 
thrust is a new book, “Globalisation and 
Its Discontents”, which describes his feel- 
ings about the Fund in unforgiving detail. 

The Economist reviewed Mr Stiglitz’s 
book in our issue of June 8th. This col- 
umn will not review it again—though it is 
necessary, by way of declaring an inter- 
est, to give a flavour. We said that the 
book was not about globalisation, as it 
claimed to be; that its criticisms of the 
Fund were poorly argued; that it was 
muddled and badly written; that its tone 
was unbearably self-righteous; that the 
policies it proposed were in important in- 
stances unworkable; and that it made 
reckless accusations of personal miscon- 
duct that were completely unwarranted. 
Aside from that, we quite liked it. 

Then, on June 28th, an unusual thing 
happened. Kenneth Rogoff, the Fund's 
new chief economist and a distinguished 
academic in his own right, spoke to a 
group of people at the World Bank who 
had come to hear him discuss the book 
with Mr Stiglitz-and he told them exactly 
what he thought of it. Up to now the 
Fund has been at pains to maintain civi- 
lised relations with Mr Stiglitz. It has ex- 
pressed its disagreement with modera- 


tion and courtesy. Big mistake. Nobody 


paid attention. Mr Rogoff decided to es- 


chew politeness and try candour. Thus, 
his comments, since posted on the Fund's 
website*, have attained the status of an 
instant classic. 

They take the form of an open letter to 
Mr Stiglitz. A sample: 


Let's look at Stiglitzian prescriptions for 
helping a distressed emerging-market 
debtor, the ideas you put forth as superior to 
existing practice. Governments typically 
come to the rMr for financial assistance 
when they are having trouble finding buy- 
ers for their debt and when the value of 
their money is falling. The Stiglitzian pre- 
scription is to raise the profile of fiscal defi- 
cits, that is, to issue more debt and to print 
more money. You seem to believe that if a 
distressed government issues more cur- 
rency, its citizens will suddenly think it 
more valuable. You seem to believe that 
when investors are no longer willing to hold 
a government's debt, all that needs to be 
done isto increase the supply and it will sell 
like hot cakes. We at the rMF—no, make that 
we on the planet Earth—have considerable 
experience suggesting otherwise. We earth- 
lings have found that when a country in fis- 
cal distress tries to escape by printing more 
money, inflation rises, often uncontrollably. 
Uncontrolled inflation strangles growth, 
hurting the entire populace, but especially 
the indigent. The laws of economics may be 
different in your part of the gamma quad- 
rant, but around here we find that when an 
almost bankrupt government fails to credi- 
bly constrain the time profile of its fiscal def- 
icits, things generally get worse instead of 
better. 


Such language will doubtless be called 
unbecoming. A censorious report in the 
Financial Times made Mr Rogoff out to be 
the troublemaker: Mr Stiglitz was “dumb- 
founded" at this personal attack, it said, 
and dismayed by the Fund's refusal to 
"engage in a substantive discussion". This 
seems odd. Mr Stiglitz routinely accuses 
those who disagree with him of bad faith, 


professional incompetence, Of outright 
corruption. And how could he fail to no- 
tice the Fund's countless efforts at "sub- 
stantive discussion"? 

This column applauds Mr Rogoff's 


forthrightness. His remarks may be an- 


gry, but they do not lack substance. The 
paragraph just quoted makes a telling 
point. So does every other paragraph. For 
instance, Mr Rogoff charges that Mr Sti- 
glitz, by casting himself as a whistle- 
blower (guaranteeing copious sympath- 


etic coverage in the press), undermined 


the ability of the Fund and Bank alike to 
deal with the problems they were asked 
to confront. This view has support within 
the Bank as well as at the Fund. And Mr 
Rogoff is right to reject Mr Stiglitz's oft-re- 
peated accusation that the Fund is a slave 
to “market fundamentalism”. The IMF’S 
very existence affirms the idea that mar- 
kets sometimes get things wrong, and 
that action by public agencies is neces- 
sary as a result. The “market funda- 
mentalist” slur is merely a tactic to win 
applause from undergraduates. 

The IMF sometimes makes mistakes, 
to be sure. It is in the nature of things: the 
Fund practises battlefield medicine. Mr 
Rogoff has been among its critics in the 
past—but, like most others, he has given 
the Fund credit for doing its best in diffi- 
cult circumstances. And he always found 
that it “bent over backwards" to take his 
arguments on board. 

Mr Rogoff is new to the Fund. Soon he 
may learn to hide what he means be- 
tween the lines. We hope not. Just in case, 
enjoy the straight talk while it lasts. The 
letter ends: 


On page 208, you slander former IMF num- 
ber two, Stan Fischer, implying that Citi- 
bank may have dangled a job offer in front 
of him in return for his co-operation in debt 
renegotiations. Joe, Stan Fischer is well 
known to be a person of unimpeachable in- 
tegrity. Of all the false inferences and innu- 
endoes in this book, this is the most 
outrageous. I'd suggest you should pull this 
book off the shelves until this slander is 
corrected. 

Joe, as an academic, you are a towering 
genius. Like your fellow Nobel prize winner, 
John Nash, you have a “beautiful mind". As 
a policymaker, however, you were just a bit 
less impressive. 

Other than that, I thought it was a pretty 
good book. 8 


* www imf.org/external/np/vc/2002/070202.htm. Our 
review is at www.economist.com/books/stiglitz 





ce and technology 


Carbon sequestration 


Fired up with ideas 


Capturing and storing carbon dioxide could slow down climate change and also 
allow fossil fuels to be a bridge to a clean hydrogen-based future 


I: THE world is to tackle the problem of 
climate change in earnest, "clean coal" 
has to become more than just an amusing 


oxymoron. All fossil fuels contain carbon, 


but coal is by far the most carbon-inten- 
sive. This is troubling, since global warm- 
ing seems to be driven by an increase in 
the level of atmospheric greenhouse 
gases, of which carbon dioxide (CO,) is the 
most worrisome. Coal is also the most 
abundant fossil fuel (see chart on next 
page). If all known conventional oil and 
gas reserves (those in underground forma- 
tions, obtained by drilling) were burned, 
the level of CO, in the atmosphere would 
still be less than twice what it was before 
the beginning of the industrial revolution. 
Climate change associated with that level 
of CO, might be tolerable. Burn all the coal, 
however, and it would be more than four 
times that starting-point—with larger, less 
predictable and quite likely more unpleas- 
ant climatic consequences. 

Much of that coal will, nevertheless, be 
burned. In particular, poor countries such 
as China, India and South Africa have 
large reserves that are almost certain to be 
used to fuel economic growth. So it makes 
sense to consider possible technical fixes 
to the problem. These will never be the 
whole answer; unless the correct incen- 
tives are applied, burning coal without 
such fixes is likely to remain cheaper than 
burning it with them. But combined with 
the right incentives, in the form of such 
_ things as carbon taxes, they could help to 





keep the rise in atmospheric CO, to man- 
ageable proportions. They may also, sur- 
prisingly, help to usher in the green nir- 
vana of a “hydrogen economy”, in which 
the fuel of choice is that non-poisonous, 
non-greenhouse gas. 


Catch me if you can 

Technological solutions to rising atmo- 
spheric CO, (as opposed to, say, planting 
forests to soak the stuff up through photo- 
synthesis) come in two parts. The first is 
capture: extracting the gas from the mach- 
ine that is burning it. The second is seques- 
tration: putting it somewhere it cannot eas- 
ily escape from. 

Capture is the more expensive of the 
two, especially when it needs to be de- 
signed into a plant from the start. One 
method that can be retrofitted on to exist- 
ing machinery (although it is probably 
worth doing so only for large emitters) is to 
“scrub” CO, from an exhaust by passing it 
through a chemical, such as mono-etha- 
nolamine, which has a particular affinity 
for the gas. 

Smaller CO, sources (such as car en- 
gines and homes), which account for 
about half the gas generated by burning 
fossil fuels, are unlikely to be susceptible to 
retrofitted scrubbing. And even in large 
plants, scrubbing is easier and cheaper 
when the exhaust has a high concentra- 
tion of CO,—which is not the case for fuels 
that have been burned in air. Some have 
suggested using pure oxygen rather than 
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air, but that is hardly an economically 


practical solution. 


In some ways, though, a truly practical. 
solution is even more radical: to change 


the way that energy is extracted from fossil 


fuels by separating the CO, formation. 


from the process of heat generation. That 
can be done by adapting a well-estab- 


lished chemical process known as steam 





reformation. This involves reacting a car- 


bon-based fuel with oxygen and steam to 
produce a so-called “synthesis gas” that is 
composed of carbon monoxide and hy- 
drogen (much of the latter comes from the 
water, rather than the fuel). That mixture 
can be separated quite easily, and the hy- 
drogen burned in, for example, a gas tur- 
bine. Then, mixing the carbon monoxide 
with more steam in the presence of a suit- 
able catalyst yields CO, and still more hy- 
drogen; again a mixture that can be sepa- 
rated quite easily. 


It is this idea, known as the integrated 


gasifier combined cycle (Gcc) approach, 
that has environmentalists excited. It 


would require big changes to the designof 





energy-generating equipment, and so . 
could not be introduced quickly. But itis 


notpie in the sky. And true visionaries will 


notice that, since it produces hydrogen, it 
permits the generation of electricity by. — 
fuel cells (chemical reactors that create - 
electrical current from the reaction be- T 
tween hydrogen and oxygen, without any ` 


harmful emissions) as well as conven- 


tional gas turbines. Fuel cells are a critical 
component of most projections of what a. 


hydrogen economy might look like. 


Although the whole package seems 
idealistic, most of the technologies in- 


volved are in fact already in common use, 
in such processes as ammonia production. 
Indeed, there are several iGcc plants al- 
ready operating in Europe and America 
(although they do not bother to remove 


CO. Some firms are talking of building >» 































* onein China. Robert Williams, head of en- 
ergy-systems analysis at Princeton Univer- 
sity, reckons that, even in countries such as 
China, where tackling global warming is 
not exactly a priority, such gasification 
could lead to “zero emissions from coal", 
helped on its way by the extra revenues 
that may come from so-called “polygener- 
ation" of clean synthetic fuels, hydrogen 
and electricity together. 


Down under 

Scrubbing and gasification can thus de- 
liver CO, in a form that can be disposed of. 
Actually doing so, though, remains a chal- 
lenge. Leaks from CO, repositories would 
hardly be as disastrous as leaks from a nu- 
 clear-waste dump. Nevertheless, to be ef- 
' fective, those repositories would have to 
stay gas-tight for centuries. 

One way of disposing of the gas might 
be to sink it beneath the waves. The 
oceans already store a lot of CO,, so they 
might be induced to accept a little more. 
But it would have to be buried in water 
that is not likely to come to the surface any 
time soon. Some scientists worry, though, 
that dissolving vast quantities of CO, in 
_ the bottom of the ocean could result in eco- 
logical damage; others fear that the gas will 
be regurgitated wherever it is put. An inter- 
national research consortium planned to 
test such worries by releasing 60 tonnes of 
CO, on the seabed near Hawaii—but noisy 
protests forced it to cancel the plan last 
month. Howard Herzog of the Massachu- 
setts Institute of Technology, a member of 


the consortium, says that the team now | 


hopes to shift to the North Sea. 

A less speculative option would be to 
use depleted oil and gas reservoirs. 
- These are layers of porous rocks topped by 
. acap of impermeable rock, usually in the 
— shape of a dome. After decades of oil 
- exploitation, there are plenty of ageing 
fields around. The advantages are many: 
the geology and technology involved are 
well understood; the exploration costs are 
small; and the reservoirs in question have 
. already proved they can hold liquids and 

gases for aeons, since that is how the ex- 
tracted hydrocarbons built up in them. 
What is more, injecting CO, into such 
wells could produce a saleable by-product; 
a similar technique is already used by oil- 











men to squeeze extra output from declin- 
ing sources. For example, EnCana, a Cana- 
dian oil company, pays the Dakota Gasifi- 
cation Company to pump CO, produced at 
Dakota's coal gasification plant by pipeline 
to some of its wells. 

In what may prove to be a straw in the 
wind, an American emissions brokerage 
called CO2e.com announced this week 
the largest-ever public trade in the emerg- 
ing greenhouse-gas market. Ontario Power 
Generation, a Canadian company, bought 
the right to the emissions-reduction "cred- 
its" associated with om tonnes of CO,. 
Thatgas, produced as a by-product of natu- 
ral-gas processing, would normally have 
been vented into the atmosphere, but it 
will now be injected instead into old oil- 
fields in Wyoming, Texas and Mississippi. 
The power company has volunteered to 
cut its emissions of greenhouse gases, and 
sees these credits as a way to offset its fos- 
sil-fuel emissions. 

A similar idea to burying CO, in old oil 
wells is to injectit into coal seams that are 
too deep and uneconomic to mine. This 
has two attractions. First, the injected gas 
will be absorbed on to the surface of the 
coal, and so locked up more or less perma- 
nently. Second, the incoming CO, often 
displaces methane that would otherwise 
not have seen the light of day. Capturing 
and selling that methane could turn this 
approach into a nice little earner. A 
scheme in New Mexico already uses CO, 
in this manner. 

Also promising are saline aquifers lo- 
cated deep below the earth's surface. CO, 
pumped into such places would dissolve, 
at least in part, in the salt water. In some 
such formations, it would also react with 
local silicate minerals to form carbonates 
and bicarbonates that could stay put for 
millions of years. Statoil, a Norwegian oil 
firm, has been pumping CO, into a deep 
saline aquifer under the North Sea since 
1996—the first time “geological” sequestra- 
tion of this sort has been motivated by a 
fear of climate change, in the form of a 
Norwegian tax on carbon emissions. That 
tax created the incentive for Statoil to bury 
the stuff rather than continue releasing it 
into the atmosphere. 

Geological sequestration, then, is not 
merely a speculative idea. In some cases it 








may even pay partor all of its own way, by 
releasing otherwise inaccessible fuel de- 
posits. Recognising this, eight big energy 
companies, led by sp, have recently 
formed the CO, Capture Project to pro- 
mote research. The Natural Resources De- 
fence Council, a big American green 
group, says it is keeping an open mind 
about this sort of sequestration. And there 
is one other important endorsement: “We 
all believe technology offers great promise 
to significantly reduce emissions—espe- 
cially carbon capture, storage and seques- 
tration technologies.” Thus spake George 
Bush, the man who said No to the Kyoto 
treaty on climate change. @ 





Embryology 


Left, right or 
wrong 


Asource of bodily asymmetry has now 
been revealed 


T human body may be beautifully 
symmetrical on the outside; internally, 
however, it is anything but. The heart is to 
the left, the liver to the centre-right, the 
troublesome appendix lurks low down on 
the right—at least in 99.99% of people. The 
remaining few have a condition called si- 
tus inversus, in which right and left are con- 
fused and the organs are laid out in a mir- 
ror-image of the normal arrangement. 

Research published in this week's Na- 
ture describes how this pattern is imposed 
at an early stage of embryonic develop- 
ment. Shigenori Nonaka and his col- 
leagues at Osaka University in Japan stud- 
ied mouse embryos. They found that the 
direction of fluid flow across an embryo is 
what differentiates left from right. They 
could induce situs inversus in growing 
mice simply by reversing the direction of 
this flow. 

The left-right axis of an embryo is es- 
tablished at the time when it is beginning 
to develop its central nervous system 
(seven days after fertilisation, in the case of 
mice). The key to the process seems to bea 
structure known as the node. This is a de- 
pression at one end of the developing 
body that is coated in rows of hairlike 
structures called cilia. These move in time 
with one another, each rotating at 600 
rpm. This co-ordinated motion causes the 
surrounding liquid to flow to the left. Since 
one result of this movement is to waft 
chemicals from one side of the embryo to 
the other, and since such chemicals in- 
clude those controlling the details of de- 
velopment, it is an obvious possible cause 
of asymmetry. 

To test this idea, Dr Nonaka and his col- 
leagues used a type of mouse whose cilia » 





* are paralysed by a genetic mutation. These 
mice display situs inversus half the time, 
which is suggestive. But to prove that the 
rotation of the cilia controls lateralisation, 
the researchers did an experiment. 

They placed embryos of mutant mice 
in an artificial flow of fluid that mimicked 
the effect generated by cilia. The tiny proto- 
mice were held steady against this current 
by placing them in small traps. They were 
allowed to develop in the flow for about 12 
hours, and then cultured normally. Then 
they were examined when they were al- 
most ten days old—by which time some of 
their organs were sufficiently developed to 
see what was going on. The embryos’ 
sense of direction had been restored by the 
artificial fluid flow: their organs were de- 
veloping on the correct sides of the left- 
right axis. 

To confirm this result, the researchers 
put some embryos into the traps back-to- 
front. The flow of fluid was in the opposite 
direction to natural cilia-driven motion. Lo 
and behold, these mice grew into situs in- 
versus specimens. And, having shown 
what could be done with mice whose cilia 
are paralysed, they moved on to look at 
healthy mice. They found they could swap 
left and right in these embryos, too, al- 
though they had to use stronger currents to 
overwhelm the efforts of the cilia. 

Inverted mice generally live happy and 
healthy lives, so long as all their organs are 
swapped over. However, when the trans- 
formation is incomplete (a condition 
called situs ambiguus) the misplacing of 
body parts causes complications. In peo- 
ple with this problem, heart defects are 
common. And even those who are per- 
fectly mirrored often suffer respiratory pro- 
blems that are, independently, associated 
with defective cilia. So, although the re- 
search was carried out on mice not men, 
the same mechanisms are probably at 
work in all vertebrates. @ 


Reflecting on asymmetry 





Handwashing | 
How to save lm 
children a year 


Justadd soap and water 


HE second-biggest killer of children in 

the world is neither malaria, nor tuber- 
culosis, nor AIDS. It is the runs. Diarrhoea 
kills the equivalent of a jumbo-jet full of 
children every four hours. Development 
specialists have known this for years, and 
struggled to prevent it by diverse means: 
easier access to water for washing, better 
health education, oral rehydration therapy 
and so on. Now, it seems that the best sol- 
ution may also bethe simplest persuading 
people to wash their hands with soap. 

Obvious, really. But not in developing 
countries, where most households have 
soap of some sort but only 15-20% rou- 
tinely useitto wash their hands after going 
to the toilet, cleaning a dirty baby or un- 
dertaking other tasks that spread poten- 
tially lethal bugs. Even in rich countries, 
people do not wash their hands with soap 
as often as they should: fewer than half of 
British mothers will do so after changing a 
nappy, and only one person in three re- 
members after a trip to the loo. 

Yet a literature review carried out by 
Valerie Curtis and her colleagues at the 
London School of Hygiene and Tropical 
Medicine (and not yet published) finds 
that appropriate hand-washing can cut 
diarrhoeal diseases by 43%. It may have an 
equally big impact on respiratory-tract in- 
fections, the biggest child-killer of all. A 
huge study carried out for the American 
army found that sniffles and coughs fell by 
45% when troops washed their hands five 
times a day. 

But how to persuade people to scrub? 
Two years ago, at a World Bank forum on 
hygiene and health, Dr Curtis suggested a 
global partnership between soap makers 
and sanitation experts. Development offi- 
cials had always tended to emphasise the 
role of the public sector in improving pub- 
lic health. But it is the private sector that 
builds most of the world's toilets and sells 
its soap. A previous public-private partner- 
ship, involving three big soap companies, 
had worked well in Central America. Dr 
Curtis began with a trial in two places: 
Ghana, in West Africa, and Kerala, a rela- 
tively developed state in southern India. 

Bringing together all those concerned 
with encouraging hand-washing turned 
out to be a revelation. The private-sector 
soap companies and the government offi- 
cials and health workers found it hard to 
understand each other at first. The ponder- 
ous bureaucracy of officialdom dismayed 
the soap companies. The bureaucrats mis- 





He's got the message 


judged the difficulty of getting rival com- 
panies to work together. 

Now the World Bank is backing a pro- 
gramme in Ghana to promote hand-wash- 
ing. The Indian and Keralan governments 
are raising $8m-10m for a similar three- 
year programme in Kerala. The soap com- 
panies think sales could grow by 40% in 
each market. 


The health experts are bowled over by- cs 


the marketing prowess that the companies 
are bringing to the project. Together they 
have, for instance, understood that Ghana- 
ians prefer liquid to solid soap for hand- 


washing and are more likely to wash their 
hands before eating if the soap does not = 
smell too strong (since Ghanaians often eat 
with their hands). They have also calcun = 
lated that an ideal time to change a ^ 
mother's habits is when a new baby ar . 


rives (because she is then more receptive to 


new ideas and also in more frequent con- ..- 


tact with health workers). They have learnt 
when and how often to show advertise- 
ments to have maximum impact. And . 
they have realised that families may want 
to buy soap in very small quantities—per- 
haps like a sweet wrapped in paper-be- 
cause some dislike sharing toilet soap and 
others cannot afford to buy big bars. 

Once the programme has been rolled 
out in the first two places, it will be ex- 
tended to China, Nepal, Peru, parts of Cen- 
tral Asia and Senegal. According to Dr Cur- 
tís, soap is a sort of do-it-yourself vaccine. 
And profitable and affordable, too. @ 























THE SYRIAN ARAB REPUBLIC 
MINISTRY OF PETROLEUM AND 
MINERAL RESOURCES 


INTERNATIONAL BID ROUND FOR OIL AND GAS 
-EXPLORATION AND PRODUCTION (JUNE 2002) 


: - The Syrian Petroleum Company (S.P.C) has the pleasure to invite bids from 
International Oil Companies for the 2002 Bid Round to explore for oil and gas in 
Syria, under Production Sharing Agreement (PSA) terms. 


|] >: Eleven (11) exploration blocks (open areas) covering a total area of 63,300 
| dq" ^ — . petroleum basins with high expected undiscovered hydrocarbon resources. 
1 crc Tnternational Oil and Gas Companies are kindly invited to evaluate the 
us .. potentialities and to bid for one or more blocks, singly or in association with 
— others. | 


=||  - The following facilities will be ready for review free of charge at the 
dH exploration department of S.P.C.: 
- Technical summary of the blocks (Promotional brochures) 
- Main contractual terms and conditions (draft contract) 
- Data room for G&G studies and evaluation for one week or more. 
- Copies of available data can be obtained against payment of a modest fee. 
- Closing date is OCTOBER 15", 2002 at 14:00 hrs. 
- Any application which covers areas outside the bid round blocks will not be 
considered. 
- Applications from companies not currently operating in Syria must be 
CH — — supported with details of financial and technical capabilities. 
|] —— Applications should contain terms and conditions for exploring, developing 
n and producing both crude oil and gas discoveries. 

o All applications should be submitted not later than the closing date in 
sealed envelopes addressed and registered to the Ministry of Petroleum and 
Mineral Resources under the title “11 Blocks bid round” at the following 
address: | 


ADAWI - KHATEEB STREET 
DAMASCUS - SYRIA 

P.O. Box: 31483 

TEL: 963-11-445 16 24 

FAX 963-11-444 39 47 


For more information on the above please visit our web site WWW.mo mr-s OR o 











Books and arts 


Treating a stroke 


It takes more than prayers 


Strokes can cause paralysis, speech loss and depression. But the intensive therapy 
patients need often isn't there, as Sheila Hale discovered when her husband fell ill 


SN Mai HALE was a distinguished his- 
torian, charming, civilised and elo- 
quent. At 69, just a month after he com- 
pleted his masterwork, "The Civilisation 
of Europe in the Renaissance", a massive 
stroke left him scarcely able to utter more 
than two syllables of nonsense, although 
his understanding of language, both spo- 
ken and written, remained unimpaired. 

Before that, Sir John had been a natural 
star, who was widely admired as a teacher 
and lecturer. His American wife, Sheila, 
younger by 15 years, had no hesitation in 
deferring to him: “For more than half my 
life, I had taken John's superior intellect 
and imagination for granted. John was 
my encyclopedia, problem solver, the win- 
dow through which I enjoyed life." 
Extraordinarily, he remained a star. 
Although never able to say much beyond 
his two syllables, he conjured the illusion 
of intelligibility. With gestures, facial 
expressions and all the rhythms of normal 
speech, he would “converse”, occasionally 
bursting into hilarious set pieces, miming, 
imitating, doing accents, even singing the 
parts—convinced (until he heard tapes of 
himself) that the meaning he so clearly 
intended was clothed in words. 

"The Man Who Lost His Language" is a 
moving and frightening book, with impli- 
cations that go well beyond the personal 
trauma that gave rise to it. In Britain, more 
than 140,000 people this year will have a 





stroke for the first time; in America, the fig- 
ure is 750,000. Some are paralysed; most 
will face speech problems, depression, se- 
vere pain. Treatment is slow, and carers, 
who may feel frightened and helpless 
themselves, often come under great emo- 
tional, financial and physical pressure. 


Lady Hale calls her book “a kind of love- 


letter", and so it is, though it is a difficult 
and lonely kind of love. Their friends were 
charmed by him, but she couldn't let it go 
at that. Having known him as John, the 
crack in his mind obliged her to know him 
as a brain—“that unlovely organ that ap- 
parently makes us all what we are". She 
owed it to him to discover the science be- 
hind his disability and, if possible, to fix it. 

And so a large part of this book is about 
“aphasia”, meaning “without language", 
about the history of its diagnosis and treat- 
ment, about the theories of where and 
how the brain organises language, and 
about language itself in all its modes— 
heard, spoken, written, read. Reading 
these impressively researched chapters, it 
is impossible not to be dazzled by normal- 


ity~by the head on your shoulders. Lady . 


Hale writes, for example, of an aphasic 
woman who could talk about what she 
heard and write about what she read, but 
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could not write about what she heard or 
talk about what she read; a man who could 
not name an object in his left hand if he 
could not also see it. The bizarre particular- 
ity of language-loss suggests that our ex- 
pressive souls are mapped on to grey mat- 
ter with absolute precision. Why can 
someone say a word when it is used as a 
noun, but not when it is a verb? Or name 
the musical notes in the key of G, but not 
the same notes in the key of F? 

But this is not Oliver Sacks country. 
Lady Hale’s point is not the wonder of it, 
but the treatment of it. She says, at the end, 
that if she were to write the book again, 
she would make it angrier—though it is 
angry enough as it is. Institutional defea- 
tism ruled from the start. “Put him in a 
home,” one consultant advised. As she 
points out, an ageing, stroke-prone popula- 
tion—16% over 65, rising to 20% by 2020—is 
being served by a medical profession that 
is far more comfortable dealing with those 
illnesses that can be easily treated by 
drugs, technology or surgery. Speech ther- 
apy is left largely in the hands of “pleasant 
young women”. 

As Joan Brady described in “Death 
Comes for Peter Pan”, a lightly fictionalised 
account of how her husband was cared for 
while he lay dying, America is no better. 
But Lady Hale’s sharpest criticism is for 
Britain's National Health Service—in her 
opinion, hierarchical, paternalist, accoun- 
tant-driven, and, what is more, allowed by 
an undemanding population to get away 
with it. She met some remarkable and ded- 
icated professionals, but it took heroic 
determination to save John Hale from the 
neglect of the system. Her verdict is with- 
ering: “I do not believe that any society 
that treats its old and helpless citizens the 
way they are treated in Britain deserves to 
call itself civilised.” ai 





Mars 


A rose-red, 
dried-up world 





Mapping Mars: Science, Imagination and 
the Birth of a World. By Oliver Morton. 
Fourth Estate; 351 pages; £18.99. To be pub- 
lished in the United States by Picador USA in 
September 


CENTURY ago, Mars seemed a fasci- 

nating place—home to an ancient civi- 
lisation advanced enough to build huge 
irrigation canals and warlike enough, per- 
haps, to invade the earth. But those days 
are over. Telescopes and spacecraft have 
revealed that Mars is a dead, dry, cold 
planet, of interest only to collectors of 
pinkish-brown rocks. How, then, did Oli- 
ver Morton manage to write such a lively 
and accurate book about the red planet? 
Easy—by focusing on people. 

The heroes of Mr Morton’s book are the 
astronomers who yearn to solve Mars's 
scientific puzzles, the science-fiction writ- 
ers who project their politics on to Mars's 
blank canvas, and the space-flight enthusi- 
asts who dream of Martian colonies. It is 
a book about people for whom Mars 
matters. 

Among them are the computer wizards 
who interpret the digital streams of data 
from satellites. These have shown that 
Mars had vast oceans in the past, and went 
on to demonstrate, after this book went to 
press, that Mars still has lots of ice beneath 
its surface. Mr Morton, à former science 
editor of The Economist, introduces the sci- 
entists who argue about how the oceans 
vanished, and whether Mars once had liv- 
ing creatures. The book is written with en- 
thusiasm and in a graceful style. The best 
chapters are those that report from the 
scene, such as the day the flight team for 
the Mars Polar Lander realised that their 
beloved spacecraft had crashed and a con- 
vention of the Mars Society, which Mr 
Morton regards as *an undeniably utopian 
and escapist organisation, and there is 
nothing wrong with that." 

The few sections about rocks are harder 
to follow. This is partly because the illus- 
trations are poor. Whole-Mars images, ex- 
tolled as *maps to lose yourself in, like 
windows in a spaceship's floor", are repro- 
duced only two inches high. This is espe- 
cially unfortunate as maps are central to 
the book-the links between the dry, dead 
rocks of Mars, and the living beings on 
earth who are smart enough to study 
them, even while trapped (temporarily, 
perhaps) in their own faraway world. 8 
JOSH WINN 


Our policy is to identify the reviewer of any book by or En 
about anyone closely connected with The Economist 


Lucian Freud 


Bare flesh, hidden soul 





Lucian Freud exposes his subjects, but reveals virtually nothing of himself 


T= paintings in the Lucian Freud retro- 
spective at Tate Britain have been ac- 
claimed by critics as the work of a genius. 
They believe without reservation that Mr 
Freud is the nation’s greatest living painter. 
Andin many ways he is. 

Mr Freud revived depiction of the nude 
and has single-handedly kept alive the 
grand tradition of figurative painting 
while rumours of its death abounded. His 
gestural paintwork has been compared to 
Rembrandt's, though Mr Freud's subjects— 
mainly close family and friends—display 
none of the Dutch master’s warmth. When 
painting his children, he says in the cata- 
logue, he sought to avoid "Titusitis", the 
name he gives the sentimentality that he 
believes marred Rembrandt's paintings of 
his son. 

Today Mr Freud's painterly gravitas 
seems an increasingly valuable commod- 
ity in an age, indeed in a gallery, where 
conceptual installations and video art at- 
tract ever more attention. His canvases 
possess the reassuring patina of tradi- 
tional art: the painter's touch, his Old Mas- 
ter references. Yet Mr Freud's work re- 
mains resolutely modern, depicting the 
human form as simple flesh, stripped of 
pretence and protection, beautiful in its 
ugliness, reality laid bare. As Frank Auer- 
bach, a friend and fellow painter, writes: 
"The subject is raw, not cooked to be more 


digestible as art". 

To wander through room after room of 
raw, human flesh in the gloaming half- 
light of a London afternoon feels almost 
sepulchral, for the painter has insisted that 
there be only natural light. There is no gen- 
tle gloss, no sliver of human sympathy, in 
these paintings. Each is the product of ob- 
sessive concentration. As Mr Freud said to 
the show's curator, William Feaver, "I 
want to go on until there is nothing left to 
see." Confronted with the physical imme- 
diacy of the models, we are forced to see 
them at odd angles through the painter's 
devouring gaze. Many of his children, as 
well as his various wives, lovers, friends, 
pets and the odd posh client, such as Baron 
Heini Thyssen, are meant to be seen and 
not heard. Mr Freud does not believe in de- 
scriptive titles or explanations. Looking at 
his paintingis the only point. If you want a 
story, read a book. 

Yet for an exhibition which even Mr 
Freud calls “autobiographical”, the artist at 
the heart of it remains especially difficult > 
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"Lucian Freud" continues at Tate Britain until 
September 22nd. It then goes on to Fundacio La Caixa, 
Barcelona, from October 22nd-January 12th 2003, and 
to the Museum of Contemporary Art, Los Angeles, from 
February 9th-May 25th. Cataloque: Abrams; 240 pages; 
$49.95, Tate Publishing; £34.99. Lucian Freud curates 
an exhibition of Constable's painting at the Grand 
Palais, Paris, from October 10th-January 13th 2003 
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* to penetrate. He shuns interviews, speak- The history of socialism 


ing mainly to Mr Feaver, who is writing his 
biography. Unlike Picasso, who acknowl- 
edged his many children and mistresses by 
name, Mr Freud likes to gloss over many of 
his relationships. It is unclear how many 
children he has fathered, or by how many 
women. Yet we do notread of so much as a 
domestic quarrel in the catalogue. The offi- 
cial view is that this is irrelevant: we 
should judge the man by his art, not by his 
life. Yet when the two appear so inextrica- 
bly, obsessively linked before our eyes, we 
cannot but wonder what lies beneath the 
surface. Given that he paints his own flesh 
and blood with such stark realism, the 
biographical airbrushing jars. 

Ultimately, it becomes irresistible to 
consider how Mr Freud's famous grand- 
father might interpret paintings that are so 
autobiographical and yet so repressed. 
Would he observe the phallic references in 
the way Mr Freud depicts paintbrushes 
and unusually well-endowed men, par- 
ticularly himself in the striking nude self- 
portrait? Might he psychoanalyse the oedi- 
pal quality of Mr Freud's portrait of his 
mother with his mistress in the back- 
ground? And what would he make of the 
contrast between the youthful-looking 79- 
year-old, as portrayed in the photograph at 
the front of the catalogue, and the morass 
of impasto paint coalescing around the 
face in the Dorian Gray-like self-portrait 
that was so new it was still drying on the 
gallery walls as the exhibition opened. Mr 
Freud's powerful paintings cry out for nar- 
ratives but, in the end, they give almost 
nothing away. m 


The troubles in Ireland 


Some uncommon 
common people 





Forging Democracy: The History of the Left 
in Europe, 1850-2000. By Geoff Eley. Oxford 
University Press; 720 pages; $74 and £25 
(hardback), $35 and £19.99 (paperback) 


N 1895, Edith Lanchester, a member of 

the Battersea branch of the Marxist So- 
cial Democratic Federation (spr), in south 
London, told her upper-middle-class fam- 
ily that she was going to live with a self- 
educated fellow member and worker, an 
Irishman named James Sullivan. Her 
brothers seized her, bound her by the 
wrists and had her committed to a lunatic 
asylum-from which commissioners reluc- 
tantly released her after a press campaign 
was stirred up by Sullivan and some fel- 
low members. Lanchester's cause had 
been taken up with some reluctance both 
by the spr and the Independent Labour 
Party, who were all too aware that many of 
their members would be more shocked by 
Lanchester's own actions than by her 
brothers'. 

The story says much about socialism— 
and not just early socialism. Part of the rea- 
son why so many radicals, especially cul- 
tural radicals, turned to socialism was to 
shock the bourgeoisie. The working class 
took it up as a means of getting rid of the 
bourgeoisie, or, more often, of getting 
more out of them. Geoff Eley says rather 


Still confused about Sinn Fein and the Unionists? "Endgame in Ireland", Norma Percy's 
award-winning film—which goes out on PBS from July 7th and, four days later, on Arte in 
France and Germany—clarifies 20 years of history. The book of the series, by Eamonn 
Mallie and David McKittrick, is published by Hodder & Stoughton; 314 pages; £12.99 
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more about the first than the second; he 
goes in some detail into the suffragette 
movement and the struggle to obtain the 
vote for women, seeing that as a quintes- 
sentially socialist movement, albeit one 
that socialists often had to be forced to re- 
cognise for what it was. 

Histories of socialism can sometimes 
downgrade and lose sight of the fact that 
this was a movement in which poor peo- 
ple believed and which they, to a signifi- 
cant degree, built. But Mr Eley tells the 
story well. One of the book's great virtues 
is that many of the men and women, espe- 
cially those of lower-class birth who fur- 
thered the cause, are given biographies 
and space. While perhaps not enough is 
made of the fact that the 20th century's 
two great tyrannies sprang out of social- 
ism, some uncommon common people 
are accorded space, at least. 

The book's limits, however, lie in the 
author being too much of a fan of the 
movements he describes—especially of 
leftist versions of democratic socialism. A 
book on European socialism which pro- 
fesses to end in 2000 and says nothing 
about Tony Blair (but gives Tony Benn gen- 
erous space) and nothing about Gerhard 
Schróder (though Oskar Lafontaine is 
given a mention) betrays a certain bias. In a 
limp explanation, Mr Eley says that "the 
rather inchoate political arrangements 
glimpsed briefly at the end of the 1990s 
which returned socialist parties to govern- 
ment need definition"-but he hasn't the 
time. Actually, these movements were 
quite choate, and under way for a decade 
before the end of his period. They have 
also redefined democratic socialism and 
thus demand discussion, even if tentative. 

The same attitude gives rise to some 
silly judgments—such as the adoption of 
an off-the-shelf leftist condemnation of 
post-communist Eastern Europe’s bumpy 
ride to the market as “disastrous”. On the 
other hand, much of the history, while 
lacking the narrative elan of Donald Sas- 
soon's "One Hundred Years of Socialism", 
which was equally but less intrusively 
committed, is straightforward and often 
insightful. 

Intellectuals still find it hard to be clear- 
sighted about socialism. Mr Eley's eyes 
mist over in affection for such groups as the 
Italian Communist Party, and they narrow 
sharply when his thoughts turn to modern 
social-democratic parties and their gov- 
ernments, which he regards as “shrivelled 
in ambition". He fears that the day when 
social justice will be struck from the 
agenda and when capitalism will become 
impervious to ethical critique is "peril- 
ously close". That in itself is an intellec- 
tually shrivelled view, one which sees hu- 
man emancipation and freedom as only 
possible under socialism. Social justice, as 
well as ethics, are both certainly doomed if 
thatisso. m 
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New American fiction 


To hell and back 





Everything is Illuminated. By Jonathan Sa- 
fran Foer. Houghton Mifflin; 288 pages; $24. 
Hamish Hamilton; £14.99 


ONATHAN SAFRAN FOER has created 
the literary equivalent of a Marc Chagall 
shtetl painting in his exuberant first novel, 
“Everything is Illuminated”. The novel 
tells two stories, reversed in order until 
they collide, as all tales of European 20th- 
century Jewry inevitably must, in the 
hideous cataclysm of the Holocaust. 
The first story is narrated by the au- 
thor’s bland fictional alter-ego, Jonathan 


Safran Foer, who travels from America to 
Ukraine in 1997 in search of the gentile 
woman in a faded photograph who saved 
his grandfather from the Nazis. He wants to 
scratch at “the itch of memory” by visiting 
what remains of Trachimbrod, his family’s 
ancestral village. But his physical journey 
into the past triggers a far more vibrant 
imaginative journey forward from the day 
in 1791 when his great-great-grandmother 
emerged Moses-like as a baby from the wa- 
ters of the River Brod. She founded a fabu- 
lous dynasty of dreamers and fornicators, 
truth-tellers and downright liars; the good, 
and not so good people of Trachimbrod. 
We also have the character of Alex Per- 
chov, a Ukrainian fixer and amateur trans- 
lator with a flair for spectacular malaprop- 
isms. He accompanies the author on his 
literal and literary journey, offering an 
epistolary commentary on the chapters 


that Jonathan sends him from his book in 
progress, while excavating back into his 
own family's hidden past. In particular he 
wants to know why his grandfather cries 
so much at night. Alex's incompetence in 
English is a rich source (some might say too 
rich) of linguistic jokes in the novel, but 
through the faux-naivety that his unusual 
vocabulary provides Alex is able to stum- 
ble on the truth of both his and Jonathan 
Safran Foer's family stories. And every- 
thing, as he would say, is illuminated. 
"Humorous is the only truthful way to 
tell a sad story," Alex tells us. The author 
has energetically raided the traditions and 
Yiddish vocabulary of Jewish humour to 
paint a vivid and hectic portrait of the lost 
world of European Jewry, whose inhabit- 
ants squabble and cheat, love and lust 
their way into oblivion, wilfully blind to 
the apocalyptic fate that awaits them. 8 








Pierre Werner 


Pierre Werner, father of the euro, died on June 24th, aged 88 


IB THE end Pierre Werner was mildly sur- 
prised that Europeans had meekly aban- 
doned their proud currencies, the franc, 
mark, lira and so on, and accepted the 
euro. Perhaps, he suggested, they were 
weary of arguing. He felt a bit weary him- 
self. He had first suggested a common cur- 
rency for Europe back in 1960, but had to 
wait for 42 years before it was launched as 
real notes and coin six months ago. 

Mr Werner is generally accepted as the 
father of the euro. The euro's paternity is 
probably shared among the pioneers of 
what eventually became the European 
Union. A common currency for Europe is 
hinted at in the Union's founding treaty 
signed in Rome in 1957. But Mr Werner be- 
came its most public advocate; more than 
that, a zealot. His European colleagues, 
who tended to be, in public at least, less 
zealotish, were content that a scheme they 
adopted in 1971 that eventually led to the 
euro should be called the Werner Plan. He 
would get the credit and, if things went 
wrong, he could also get the blame. 

Neither credit nor blame appeared to 
matter to Mr Werner. What mattered was 
ending Europe's terrible tribal wars. Econ- 
omic problems in Germany had led to the 
second world war, he said. Now econom- 
ics would be the peacekeeper. In a speech 
in 1960 he argued for a common currency 


called the *euror", a name soon dropped, 
perhaps because it sounded like "error". 
But Mr Werner persisted, and in his 1971 
plan proposed that the economies of Euro- 
pean states should come under the control 
of a central authority in perpetuity. 
Wouldn't national sovereignty be sacri- 
ficed? Of course, he said. That was theidea. 
A federal Europe? A logical development. 
The simple logic of the Werner propos- 
als has vexed European political leaders 
that have nationalistic voters. None of the 
12 members of the Union that have 
adopted the euro appears to favour a fed- 
eral state, certainly not France or Germany, 
the master-builders of European unity. Its 
prospect frightens many people in Britain 
from even contemplating joining the euro. 
Best then to belittle the Werner Plan. Much 
had happened since it was nodded 
through all that time ago. Pierre Werner 
was a good man, but with limited author- 
ity. Did you know he was prime minister 
of Luxembourg for 20 years? Yes, Luxem- 
bourg, an odd country in some ways. 


How very European 

As a fervent European Mr Werner could 
not have chosen to be born in a more suit- 
able place. Luxembourg was ruled at va- 
rious times by many other European coun- 
tries, among them France, Spain, Austria 
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and even the Netherlands. Sometimes the 
country was sold or given away: its handy 
size, only 84km (51 miles) by 52km, made it 
easy to package as a gift to seal an alliance. 
Germany ignored Luxembourg's pleas of 
neutrality and occupied it during both 
world wars. 

Mr Werner was brought up bilingually. 
His father spoke French and his mother 
German. He set out to be a lawyer and 
took a law degree in Paris. Then economics 
took his fancy and at the outbreak of the 
second world war he was working for a 
bank in the Luxembourg capital, also 
called Luxembourg. With memories of the 
first world war still fresh, many people fled 
to safer places. Grand Duchess Charlotte, 
the head of the royal family, moved to 
Canada. Mr Werner, newly-wedded, 
stayed put with his bride. 

The German occupation turned out to 
be worse than it had been in the first world 
war. Many Luxembourgers were con- 
scripted into the German army. Jews were 
sent to extermination camps. In 1944 Lux- 
embourg was the setting for one of the big- 
gest battles of the second world war when 
allied forces were nearly surrounded, suf- 
fered huge casualties, and came close to 
defeat in what became known as the battle 
of the bulge. The experience of war, the 
ravaged land, the humiliation of the peo- 
ple, the revenge that followed victory 
when German collaborators were exe- 
cuted; all this Shaped Mr Werner's view of 
how Europe had to be changed for the bet- 
terment of its people (including his five 
children). 

He went into politics, and was elected 
to his country’s parliament in 1945. He rose 
swiftly and served two long stints as prime 
minister. But Mr Werner outgrew Luxem- 
bourg. He became close to Jean Monnet 
and others who were creating the Com- 
mon Market, the forebear of the Union. In 
his memoirs Mr Werner wrote, "To awake 
Europeans to the weakness and division 
of Europe became an intellectual obliga- 
tion for me." 

In those heroic days, no one seemed to 
question that the central aim of European 
unity was to prevent war. Economic gain, 
though useful, was a secondary consider- 
ation. Later, Mr Werner noted sadly, econ- 
omic gain seemed to have become all im- 
portant for the Union's members and 
applicants. Luxembourg itself has become 
immensely rich, partly as a result of being 
a founder member of the Union. Britain's 
decision on whether to adopt the euro 
may turn on five economic tests. 

But while Europeans no longer fought 
each other, many other tribes around the 
world still did. Mr Werner said there was a 
road to peace: gradual economic union 
leading to a single currency for the world. 
Mondo, he said, would be a suitable name. 
There may be quite along wait. 8 
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Said Business Schoo} 


Visiting Professor of Finance 


(3-month International Appointment) 





This is an outstanding opportunity for an internationally renowned scholar in finance 
from a university outside the UK to spend up to three months at the Said Business 
~ School in Oxford during the summer term of 2003. The aim of this new initiative is to 
- allow an internationally renowned scholar to pursue research and contribute to the 
research activities of the business school. The person appointed will be able to 
beriefit from working in an intellectually stimulating environment with a world-class 
faculty in. superb facilities. Research in finance at Oxford is co-ordinated by the 
ford Financial Research Centre, details of which can be found on 
WWW, finance. OX.aC.uk 








andidates will have an outstanding research profile and a dione publication 

record. Further particulars of the post and methods of application are available 

soon http//www.sbs.ox.ac.uk/ or can be obtained from Jennifer Fielding, 

| Said Business School, Park End Street, Oxford OX1 1HP (tel. (01865) 288813, 

fax: (01865) 288810, e-mail: acvacs@sbs.ox.ac.uk). Completed applications and 

. two references should be sent to Susan Walters at the Said Business School by 
. 27th August 2002. 
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At DFID, our central focus is on an international commitment to halving the 
number of people in extreme poverty by 2015 - through sustainable 
development, education, and better management of natural and physical 
environments. So we're looking for individuals who can bring skills, 
understanding and patience to even the most complex development activities. 


Director of Information 


£70,725 rising to £93,525 subject to satisfactory 
performance. The most able can aspire to attain 
substantially higher figures based on sustained and 
demonstrated achievement. 


London 


The transfer and dissemination of information has never been more 
important, and that's why we've set up a new division responsible for our 
whole internal knowledge and information agendas which covers policy, 
systems and infrastructure. 


Helping deliver our Public Service Agreement with the Treasury, you'll ensure 
our knowledge and information needs are met by developing and delivering 
a first-class information and knowledge sharing system - along with an 
infrastructure and organisational change programme specifically designed 
to support this. Part of your role is to provide high quality internal and external 
communications functions in the UK and overseas - and within this, you'll 
help to build and support a stronger, better informed UK constituency for 
development, including both NGOs and the wider civil society. 


Bringing experience in the development of ICT strategies, you'll be familiar 
with knowledge management systems, and as a strategic thinker, you'll give 
a definite purpose and direction to our operations. Demonstrating the full 
range of Senior Civil Service skílls, you'll be a natural leader, with the ability 
to deliver results. You'll also act as an external ambassador for DFID and 
its work - both publicly and within the development community - and an 
excellent motivator, you'll ideally have knowledge of international 
development issues. Ref. D/Inf 


Working to eliminate global poverty 
and promote sustainable development 
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rights field operations in 11 countries, min. of 15 
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State of Kuwait - State Audit Bureau ou 'nitéd Nations ik Development Programme 


VACANCY 


The State Audit Bureau of Kuwait (SAB) is implementing a project financed by the United 
Nations Development Programme (UNDP) to orari audit reference documents, 
including audit strategy, policy and rules. 


The project requires an international expert at PhD level with suitable experience in the 
development of audit manuals. Fluency in both Arabic and English is a must. 


The full terms of reference of the vacancy are available on the State Audit Bureau's website 
at www.sabg8.org. 


For further information, please contact the Project Coordinator Dr. Adel Z. Bolbol at: 
telephone (965) 245 16 31; fax (965) 244 20 80; email adel &sabq8.org: address P.O. Box 
1509 Safat 13016 Kuwait 

Applications with full CV must be submitted no later than 15 July 2002. 


Only successful applicants will be contacted. 




































Director International 


£70,725 rising to £93,525 subject to satisfactory 
performance. The most able can aspire to attain 
substantially higher figures based on sustained and 
demonstrated achievement. 


London 

As Head of our International Division, you'll help deliver DFID's Public Service 
and Service Delivery Agreements by developing partnerships with 
multinational development institutions. So you'll use your influence to help 
these institutions make a more effective contribution to our overall goal 
of poverty reduction by adopting policy frameworks and increasing their 
operational efficiency and effectiveness. Moreover, you'll be responsible for 
assigned financial and staff resources - as well as their performance and 
effectiveness - and supervising and taking part in international negotiations, 
you'll manage our staff to Investors in People standard, and encourage closer 
working between our bilateral programmes and their multilateral counterparts. 


















With an understanding of development processes and a familiarity with the 
international development scene, you'll bring solid leadership abilities - and 
you'll recognise and utilise the value of the multilateral system in contributing 
to poverty reduction. You'll have a proven track record in staff and financial 
management, and just as importantly, your negotiating and influencing skills - 
particularly within a multicultural and multinational environment - will be 
first class. Ref. D/Int 


DFID is an equal opportunities employer. Applications are welcomed from 
all parts of the community. Selection is on merit. There are no nationality 
restrictions but the successful candidate will need to satisfy UK Government 
Developed Vetting 


For more information on these vacancies, DFID in general, and an electronic 
application form, visit our website. Alternatively, e-mail | 
dfid-recruitmentGdfid.gov.uk to request an 
application pack - quoting the 

appropriate reference. 


Closing date - 31 July 2002 


Department for 
International 
Development 


DFID 


WWW. dfid. gov.uk 
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Wardenship of Wadham College, Oxford 


Wadham College seek to elect a Warden to succeed John Flemming C.B.E.. MA, 
EBA., who will retire in July 2003, Anvone wishing to suggest the name of a 
possible candidate or to apply is invited to write to Professor K,G.H.Dyke, 
Wadham College, Oxford OX1 3PN (or e-mail: keith.dykeG2wadh.ox.ac.uk) from 


whom a description of the post and further particulars may be obtained. 





The College choice will not necessarily be confined to those who apply. 












_ The Economist July 6th 2002 









At DFID, our central focus is on an international commitment to halving 
the number of people in extreme poverty by 2015 — through sustainable 
development, education, and better management of natural and physical 
environments. So we're looking for individuals who can bring skills, 

understanding and patience to even the most complex development activities. 


in response to our commitment to reducing the spread, and mitigating the 
impact, of HIV/AIDS, we're scaling up our response to the epidemic — 
building a multi-disciplinary team of public health professionals who, with 
partner organisations, can offer their expertise and vision to take a lead 
on HIV/AIDS policy work, strategies and interventions. Initial postings are 
as stated, and thereafter, the demand for your skills could come either from 
within the UK or overseas, and you must be flexible enough to take on all 
the opportunities offered to you. 


HIV/AIDS Adviser 


£41,906 - £59,105 
London (three years) 


Leading this new team, your input will shape our response to the epidemic. 
This means you'll be involved in policy discussions on tackling HIV/AIDS 
in critical sectors, ensuring inter-disciplinary working is strengthened, 
and contributing to lesson-learning across divisions ~ developing our own, 
and the international communities, knowledge base. It's also about leading 
people effectively ~ and offering advice and guidance to colleagues, 
while making sure your team explores new ways of working to create 
innovative outcomes. 


With a post-graduate qualification in Public Health — or another discipline 
directly relevant to HIV/AIDS - your skills will lie in inter-disciplinary working, 
team management and building successful working relationships. 
You'll compound this with an in-depth familiarity of the global and regional 
institutions involved in combating HIV/AIDS, and a clear understanding 
of the operations of international institutions. Five to ten years overseas 
working in HIV/AIDS is crucial - along with a developed knowledge 
of multi-sectoral responses to the epidemic. 


World Bank/DFID HIV/AIDS Specialist 


£36,411 - £48,783 (UK taxable) 

Abuja, Nigeria (two years) 

Last year, a £90.3 million credit agreement was signed between the World 
Bank and the Federal Government of Nigeria for the implementation of the 
HIV/AIDS Program Development Project — a project concentrating on tackling 
HIV/AIDS through multi-sectoral working, supporting the Government's 
HIV/AIDS Emergency Action Program, and building long-term strategies 
in the fight against the epidemic. You'll be a critical player in the success 
of this project, and taking on in-country communications with partner 
organisations, you'll help identify areas where capacity building will 
be beneficial. This done, you'll offer advice on commiíssioning technical 
assistance to meet these needs - defining technical criteria and putting 
the mechanisms in place to evaluate and approve action plans. 









Working to eliminate global poverty 
and promote sustainable development 








JOB HUNTING INTERNATIONALLY 


Asia / Europe / M.East / U.S.? Contact for Free Info & Critique 


www.careerpath.co.uk 


Fax: 
USA/Canada +] 202 4781698 
Europe *44 20 75048280 
Asia / M. East / Aus +66 2 2674688 


Emal: 





Again, you'll offer a post-graduate Public Health or Health Sciences 
qualification — and this should be complemented with the project 
management experience you gained in a developing country context, 
ideally in Africa. You'll naturally have an understanding of the broad range 
of policy issues surrounding HIV and robust technical knowledge of best 
practice in prevention, treatment and care, as well as impact mitigation 
issues and monitoring. Personally, you'll bring excellent communication, 
negotiating and influencing skills, an analytical approach and the ability 
to work effectively with people from a wide variety of cultures and backgrounds. 


HIV/AIDS Adviser 


£41,906 — £59,105 (UK taxable) 
Pretoria, South Africa (three years) 


With an expanded Africa regional HIV/AIDS programme under development, 
a new strategic framework will be created for ongoing regional work and 
new activities and initiatives -- focusing on co-ordinating and streamlining 
efforts and partnerships to ensure Africa gains greatest benefit from donor 
support. In parallel with this, you'll scale up our work on the pandemic - 
directing our efforts and liaising with a broad-based inter-disciplinary team. 
in particular, you'll contribute to policy, identify financial and human 
resources, strengthen regional institutions and mainstream HIV/AIDS issues 
into all country programmes. Further, your advisory skills will be central. 
to this remit — and you'll become the advisory lead on a number of HIV/AIDS 
programmes, including the International Partnership for AIDS in Africa. 


A postgraduate qualification in Public Health or equivalent is essential 
as is working experience in Africa together with an understanding of global 
and regional institutions (governmental, non-governmental, UN and private) 
responding to HIV in Africa. A knowledge of evidence base on comprehensive 
HIV/AIDS approaches in low-resource settings is also required along with 
a track record of dynamic and innovative approaches to effective negotiating, 
influencing and team leadership. A familiarity with social development 
issues, institutional issues and economics is desirable 


These posts are permanent and pensionable - and subject to a 10 month 
probationary period. You may also be eligible for unaccountable relocation 
allowances, and for overseas postings, there are additional benefits, 
including variable tax free allowances and a flexible travel package. 


DFID is an equal opportunities employer. Applications are welcomed from 
all parts of the community. Selection is on merit. To work for us, you must 
be a national of a member state of the European Economic Area, a citizen 
of the British Commonwealth with the established right to live and work 
in the UK, or have been granted refugee status (as defined by the 1951 
UN Convention on Refugees) by the UK authorities. 


For more information on these vacancies, DFID in generat, and an electronic 

application form, visit our website. Alternatively, call 01355 843129 

or e-mail hrod4b2@dfid.gov.uk to request an 

application pack - quoting Ref. 

AH375/AC/EM. | N 
PSYESNYGR PM PEOPLE 


Closing date - 26 July 2002. 


Department for 
international 
Development 


m. www.dfid.gov.uk 





Executive $75K-500K *. Career searching into, within orout of — 


cpamerica@careerpath.co.uk 
cpeuropeazicareerpath.co.uk 


cpasia@bkk.loxinfo.co.th 

























EARNING $100K+ PER YEAR? 


If so, you possess the invaluable business expertise which only 
- comes with maturity. Are you continually frustrated with your current 
- job opportunities? You need the international job search experience 
-that only Resume Broadcast International offers with the personal 
: contact necessary for success. That's why we work 24 hours a 
‘day, 7 days a week, 365 days a year for our clients. Don't wait 
another minute, contact us today to advance your career. 

E. Resume Broadcast International 
: Resume i y P.O. Box 6930, San Diego, California 92166, USA. 
Drocgccost V Tel: 619 224 9257, Fax: 619 224 9268 
international Email 102224.3306@ compuserve.com 



















































The College proposes to appoint, with effect from 1st January 2003, or as soon 
thereafter as may be convenient, two Official Fellows in Sociology. Official Fellowships 
are comparable with tenured research Professorships; holders are expected to 
supervise doctoral students, but have no course or lecturing obligations. 
Nuffield College is a social science graduate institution, within Oxford University, with 
a strong research tradition of empirically informed and theoretically aware sociology. 
it is expected that the new appointments will strengthen that contribution to 
sociology. There is no restriction on substantive field. 


Salary on a scale rising to £56,635 p.a. generous research allowance; details 
from the Warden's Secretary, Nuffield College, Oxford OX1 1NF, UK (e-mail: 
sociology.fellowship@nuffield.ox.ac.uk) or at www.nuff.ox.ac.uk Applications 
should be received by 30th September 2002. 


The College exists to promote excellence in 
social science research and graduate education. 


Nuffield College is an equal opportunities employer. 
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Exclusive Listings of 
Appointments, Personals, 
Classifieds 
Oxford, Cambridge, the Ivies 
and other top schools have a 
special listing site: 
www.TheSquare.com 


IMMIGRATE TO CANADA. 
“We Can Help” 


30 Years Experience in Inunigration Matters 
The law firm of Somien & Peterson 
http//wuw.somjen.com 
Email: somjendisomjen.com 
Suite 810, 1240 Bay Street, 
‘Toronto, Ontario, Canada, MSR 2A7 
Yel: (416)922.8083.— P'ax: (416)922 4234 
"We Can Help" 





Offshore Corporations 
me Banks, Trusts, Foundations 
| Bank A/Cs, Credit Cards 


www. .GLOBAL-MONEY.com 
emc@global-money.com 
Fax: +3 5241407 


Top level conference interpretation 
services for any topic, 
any language, anywhere. 






Interp.net isa network of groups of ANIC consultant interpreters www.interp.net 
who tan help you find professional conference interpreters. 











UNITED NATIONS DEVELOPMENT PROGRAMME ] a 
INTÉR-AGENCY PROCUREMENT SERVICES OFFICE Lt 


UNDP/IAPSO Motor Vehicles 


EXPRESSION OF INTEREST 
INVITATION TO BID 


The. United Nations Development Programme (UNDP)/Inter-Agency Procurement Services Office GAPSCH, on 
behalf of UNDP Belarus/Belarus State Border Guard Service, invites sealed bids for the supply of motor vehicies to 
Belarus and Ukraine, The vehicles must originate from EC countries or the TACKS area. The purpose of this 
invitation to Eid HTB) is to award contracts to the successful bidders. 


Bids wii be requested for the supply of motor vehicles in the following lots: 


Lot 1) Four-wheel drive vehicies with petrol engines, 
max. displacement 2 liters, Nas, of units: approx, 76 
Lot 2) Minibus equipped with built-in thermal and 


computer equipment No. of units: 1 


Sealed bids for the supply of motor vehicles are invited from manufacturers or their appointed sole distributors with 
jocal representations capable of providing pre-delivery inspection, on-site warranty, training and after-sales service 
in Belarus and Ukraine. All bids must be received by UNDE/IAPSO on. or before 2 pin. (CET) on Monday, 12th August 
2002, Bids will also be accepted in electronic form and bids received after the deadline will be rejected. 


Ail bids will be evaluated based on compliance with the technical specifications, availability of focal service and 
warranty, delivery time and the combined cost a£ 


iat 1: {}} vehície FOS, [2) maintenance agreement 
Lot 2: (13 vehicle FOB, (2) maintenance agreement, [3] training 


The bídding documents can be obtained for one or both fats from the 15th July 2002 upon request addressed to: 


The Manager, Automotive Sales 
UNDP/IAPSO 


Midtermaten 3, FO. Box 2530 

OK-2100 Copenhagen O, Denmark 

Tet: (45) 3546 70 00 * Fax: [45] 3546 70 01 
Email: registrydpundp.org 






34 KINGDOM OF SAUDI ARABIA 


Saudi Industrial Development Fund 


Advisory Services for the Establishment of a 
Small and Medium Enterprises Loan Guarantee Program 











Request for Expressions of Interest 





The Saudi industrial Development Fund (SIDF) plans to establish a Small and 
Medium Enterprises (SME) Loan Guarantee Program to operate in the 
Kingdom of Saudi Arabia, The Program will provide guarantees to local 
commercial banks to facilitate access to credit for eligible SME. The Program 
will be managed by the SIDF according to policies and procedures 
developed by the selected Advisor. 























The Program will have an initial capital of 200 million Saudi Riyals and is 
intended to operate in an autonomous and sustainable way, The Advisor 
will assist the SIDF in structuring the Program according to international 
best practice, in establishing operational procedures and guidelines to 
grant and monitor the loan guarantees, and in preparing a business plan, 
including financial projections to simulate the performance of the Program. 




















Expressions of interest (EO!) from internationally reputed consulting firms 
and merchant/investment banks with expertise in structuring SME 
guarantee programs and wishing to be prequalified are to be submitted 
with the following details: (1) a brief profile of the firm including. annual 
reports; (2) a short description of similar work performed and role of the 
firm, and (3) reference clients contacts. Government-owned organizations 
specialized in managing SME guarantee programs are welcome to submit 
their EOL. 













Detailed Terms of Reference will be supplied to short listed Advisors. The 
SIDF reserves solely the right to accept or reject any or all Expressions of 
interest without assigning any reason therefore. 





EO! are to be submitted (in both hard and soft copies) by Saturday July 20, 
2002, at 10 am to the following: 





Mr. Saad i. Al-Mushawah 
Credit Team Leader 
Saudi Industrial Development Fund 
P, O. Box 4143, Riyadh 11149 
Saudi Arabia 
Fax: (966-1) 479-0165 
Email: smelgpGsidf.gov.sa | 
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2: LICENSED CO. 
Kl E ST MANAGEMENT. 


Offshore 
Free Book with Consultation 
Acquisitions 
Professional Standards 
& Excellence for more than 10 years 


1-310-376-3480 or 
Sda com 


OFFSHORE COMPANIES: 


Ready made companies 
~~ Full corporate administration 
, 2] -322 Regent Stree * Trade services (L/C, shipping) 
London WIR 5AG, United Kingdom * Banking/Accounting services 
+44 (0) 2 0763696 1 t | * China business development services 


Contact Stella Ho for immediate services 
& company brochure 


NACS LTD 
Room 1108, Albion Plaza, 


: OFFSHORE l 25 Granville Road TT 


Kowloon, Hong Kong 

E-mail: nacs@nacs.com.hk | 
T AX-FREE | Tel: (852) 2724 1223 Fax: (852) 2722 4373 | 
Companies world-wide res DD 


Formation and administration of d b r N A N C E 


companies, opening of bank accounts 
tel/fax/mail forwarding service 48 hour approvals 









* 


























í m Ó— M | Minimum USS$5 million 
UNITED KINGDOM L ONDON i 8096 LTV 
LAVECO Ltd. From 596 
Tel: -44-207-556-0900 World-wide 







Real estate lender 


EUROASIAN 
Established 1960 
Hong Kong, Nassau, Sydney 
Fax or e-mail inquiries to 
+1415 358 4774 
+44 207 900 2808 
+61 2 9475 4424 
information@euroasian.com | 
investors with a minimum 
Of USS100,000 can earn 
3096 per annum 


AENEIS NTS 





HUNGARY l 
Tel: 936-1-217.96.81 
Fax: 436-1-217-44.14 
4 E-mail: hungary @laveco.com 







ROMANIA 

Tel: +40- = 326-329 

Fax: +40-1-313-7 177 
r] E-mail: ae laveco.com f 

CYPRUS 

Tel: «3357.4-636-910 
[] Fax: +357-4.636-020 
E-mail: cyprus && laveco.com 






f Fax: +44-207-556-0910 f 
E- mail: london @lavece.com 





















Website: www, Maveco. com | 













Protect your wealth... protect yourself 
Try our online risk assessment calculator! 


www.securesolutions. biz 
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e. OWNED BY LAWYERS AND ACCOUNTANTS e CONFIDENTIALITY GUARANTEED e BANK INTRODUCTIONS. 


The SCF Group, est. in 1989 provides full ranges of offshore services at what we believe are the 
_most Competitive rales Currently available by c a L censed professional firm. 


90-100 Sydney St. 

London SW3 6NJ. 
Tel: +44 (0) 20 7352 2274 
Fax -- 44 abide 20 7795 0016 


| OFFSHORE COMPANIES - 


PROTECTING ASSETS < SAFEGUARDING WEALTN | 

























panera 


+44 (0)20 75 14 Mem 


[ 5! majar credi 


enn annens 


Banking Specialists 


Email: I nfo@ p CC ge 


a anao ertian AER RENI 


OFFSHORE 









For immediate, friendly advice, please contact: 


Chelsea, “Heian Harper LL. B (Hons), Dip. Law, AO! Jansen Lotery B.Sc (Hons) 
E-mail: helen@scfgroup.com E-mail: janson@scfgroup.com 
Charles Baker M.A. (Hons) 
dh mail: charles@sctgroup.com 


PUBLISH YOUR BOOK 
ALL SUBJECTS INVITED 
Write or send your manuscript to 


ATHENA PRESS 


QUEEN'S HOUSE, 2 HOLLY ROAD, 
TWICKENHAM TW1 AEG. UK, 
E-mail: athenabook@aol.com 
























BUSINESS | ‘| | 
AEAEE 
PURCHASE ON-LINE 


offshore4business.com 









NA Brenham rca ects dn ano Ratan S Artmescevermu eai eaae emn EI " iac 


Publish Your Work 


We publish new authors 
| All genres considered 
Write or send your manuscript fo: 


nn Minerva Press 
‘Yee ? Georges House 
AO g Leicester LET ISH, UK 











Mer 





Offshore Company Formation 

Private Bank Acquisitions 

Bank Introductions 

Credit Enhancement 

2nd Citizenship Programs 

Diplomatic Introductions 
Tel: +44 (0020 7958 9014 

Fax: +44 (0020 7958 9383 



































COMPANIES 


WEALTH PROTECTION 
AND TAX MANAGEMENT 


With over 25 years experience in 
facilitating offshore and international 
business, we deliver workable and cost 
effective solutions. 


* Solutions for FeXpaltiates 


* Trading o or investing internationally 


d Protecting your wealth 


* Setting up a business overseas 


Contact David Stevenson for an 
exploratory discussion or a copy of 
our FREE 110 page brochure 
+44 (1624) 818899 
: +44 (1624) 811011 
business@ocra.com AUSTRALIA 


Www,ocra.com 


ocraworidwide® 


ISO 9002 94 Certified - Credit cards accepted 
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i Economic and financial indicators 








Overview 
Output, demand and jobs 


+ + * 9 d 
Economic optimism sagged on both sides of change at annual rate 



































the Atlantic. In America, the University of GDP ag gl i. i s T 
Michigan's consumer-sentiment index fell to ‘gtr 1year 2002 2003 latest latest latest ^ yearago 
92.4inJune,aftergrowingstronglyduring Australia — ^ «3.5 +42 01 +40 «39 +43 Q +50 O1 6.3 May 68 
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fell to 1.7% in June, a two-year low. This is Euroarea —  *09 +01 Q +12 +28 - 12 Ap *0.1 Ap 83 May* 8.0. 


the first time since May 2000 thatit has been *Not seasonally adjusted. TFeb-Apr; claimant count rate 3.1% in May. FEU harmonised rate 8.1% in Apr. SMar-May.. " “Revised series. 
below the European Central Bank's 2.0% 








ceiling. 
"mu Prices and wages 
Revised figures found some growth in the * change at annual rate 
British economy: GDP grew at an annual rate The Economist poll 
of 0.7% in the first quarter, ratherthan Consumer prices consumer prices forecast Producer prices _ Wages/earnings - 
standing still as previously thought. cA TT Ec A A 908 Ll latest — yearago | latest. year ago 
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, . ] Austria + 1.9 May + 3.4 * 1.8 + 1.7 - 0.8 May + 3.1 +24 May + 2.7 
|» J eE E E AA E SEERE EE E EEN EPEE TEE E LEA aA PE OEE AAEE E E sani anew si CREE TERM BATE toni isola samme ht soni EAI A RE EERE EA JN me bern xs 
Japanese industria production fel by 2-2% Neue — AOS Ak £29 419. (16. «24 11. eil 0 19 
intheyeartoMay,butgrewby3.9?oduring ^ Britain ^ ^ «11 My +21  *21  *25  *01My +07  *33 Ap *52 
themonth.Corporateconfidencealso seems ^ Canada *10 My +39 +17 +22  -26 May +28 +28 Ap +15 
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subscribers on www.economist.com Euroarea — £17 dun +30 +22 /— £18 /— -0.9 May +37 +31 Q4 +25 





Economic and financial indicators 






































< Money and interest rates The Economist commodity price index 
B 19954100 
Money supply* uL Interest rates % p.a. (Jul 3rd 2002) . % change on 
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2002 | bna Oct De - 1st 2001 * Provisional.  Non-food agriculturals. 

Jul 3rd high low week high in local in $ 
PHENOM ORT ERROR "S huuc ctae Lr n Mae Rad Lunes foe Pe t AE a teuer ji currency — terms — 
Australia (All Ordinaries) — — 3,132.9 3,440.0 3,129.7 + 01 — - 89 -68 +18 
Austria (ATX) — — — . . 1822.3 1,3572 11144 ^ - 08 -296 +72 «180 
Belgium (Bet 20) — 2,408.5 2,8908 2,4022 - 14 ^ -346 -B4 -47 
Britain (FISE100) 4,392.6 5,323.8 — 4,3928 —— - 3.1 -366 -158 -117 
Canada (Toronto Composite) — 7,024.1 — 7,958.1 — 7,013.4 č 1 ni ^^ 73833 ^ - 86 -49 
Denmark (KBX) —— 5 201.1 233.44 — 1963 +13 -33.3 -105  - 14 
France (SBF 250) — à — 2,425.1 3,0819 — 2425.1 — - 20 -448 -187  -104 
~ (CACO) —  .3,023.3 — 46880 —3,693.3 -21 -47] -21J  -137 
Germany (Xetra DAX) — — — 4,138.2 5,462.6 4,099.1 + 10 ^ -487 -198  -117 
Italy (BC) — — — ^ à 12349 15130 12190 «13 -434 . -138 - $1 
Japan (Nikkei 225) — — ^ 10,8123 11,979.9 9,420.9 — + 7.3 -722 +26 +122 
ME (Topix) — ——  . L0442 1139.4 & 9225 +61 ^ -638 * 12 +10.6 
Netherlands (AEX) — 406.1 ^ 5312 ^ 4061 ^  - 17 ^ -421 -199  -li8 
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Sweden (Affarsvarlden Gen) — 170.1 — 2368 ^ 1661 ^ - 05 -575 -265  -1710 
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Trade balance*, $bn .  Currentaccount u Exchange rate nv Currency units — — ae Budget 

latest 12 $bn The Economist poll trade-weighted per per per per balance 

months latest 12 mths % of GDP, forecast Jul3rd — yearago $ £ euro — ¥100 % of GDP 
CHRONO 2000 — 2003 — 1 Ourd yerago ——— (2o 
Australia — — « 0.4 My — — - 95 Ql  -33 -36 745 TAD 179 193 2.73 176 149 0l 
SMS LL 5 M LLLI a 700. 108 998. — Tür a Gdi —— 4 
Belgium —  — « 122 Apr + 130 Dec — «50 +53 | 1002 — 980 — ^ 102 — 118 ^ 156 ^ - 085 č nil 
Britain = A7 Ar —  -312 a — -22 —-21 O 1043 — 10759 0.66 — 071 .—  - 0.64 055 oo 0.8 
Canada — + 35.6 Ap — *147 2 — «23 775 80.0 — 153 151 2.34 150 128 č 10 
aoe ense e ^0 NE. 9 35 Ax. 219. «19. 12090. 4011. —- 758. BRO — H8 143 032 à ET 
Fan oou A. 6 AM 01518 217: — .— 73010. 1005. — f04— 1108. 1 56 ^ - 085 ^ — -20 
Germany — — * 94.5 Ap — —  * 149 Ap — *11 — 11 | 101 — 973 à . 102 118 156 ^ - 085  -28 
Italy + 83 Ap - 03 Ma +0200 mil 2135 ^ 717 102 ^ 118 — 156 = 085  -14 
Japan —  — *735 Ap ^ LN Ra Qe ce. oce E E 1092... E — 18 TB. o. 80s 
MM LLL E eM 40. E66... 932-900. — 105 118. 155 T 01 
Spain — — EUN a CN. MMC NEN SONNEN NN C REESE CM CC NE - 0.85  -03 
MM uuu AO I. ERA. 03 [303 0 708. 788. 5. 7 9) a OA — AM 
Switzerland — + 2.3 May — — +257 Q1 +98 «101 1145 — 107.2 ^  — 149 — 180 2.28 146 125 na 
United States -423.2 Ap —  —— -3981 01  -43 -46 1132 — 1212 —  — - —  - 153 098 083 -10 
Euro area + 65.5 Apr + 16.0 Apr +04 +05 — 81.8 76.2 1.02 1.18 1.56 - 0.85 -1.5 
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Overview 
Economy 
Turkey's economy ts doing better than ex- % change on year earlier Latest 12 months, $bn Foreign 
pected. GDP grew by 2.3% ointhe year tothe GDP Industrial Consumer Trade Current reserves" 
first quarter, after falling by 10.4% in the production prices balance account $bn, latest 
year to the previous quarter. In the year to China £76 a 412.9 May - L1 May 425.8 May — 421.2 20018 — 230.9 Mar 
June, consumer prices rose by 42.6%, down Hong Kong 0.9 à -93 €  -31w : - 8.8 may 4120 0% — 1113 May 
slightly from the year to May. India $6.3 a 429 AAT My -58 Am -01 0 52.9 May 
Indonesia +25 Q1 -22 (Q3 +11.5 Jun +26.9 May +84 3 27.9 May 
Industrial production in South Korea Malaysia wore ae 44. 18 Oe Mc eee MS 
climbed by 7.7% in the year to May. Con- Philippines — e om o x22 - 515 M4 223 ee Re. 104 MM. 
sumer prices fellby0.1% in June, butrose by ^ singapore -17 aooo 1370 My -0.3 May +6] May +18.4 Q 78.2 May 
2:990 year ON YER South Korea + 5.7 m +77 My +26 In +89 My «59 May 109.6 may, 
Taiwan £09 m +10.1 May ~ 0.3 May +18.7 May 422.0 m 139.8 May 
Colombia's industrial output climbed by Thailand — 439 m..- + 8.46 Ma RED 202 Jm. i * “4.2 May + 6.0 May G5. May 
7.8% inthe year to Apri t its best showing sO Argentina ~16.3 Q1 -14.3 May +23.0 May +11.8 May Ail m 102 Ma 
farthis year. Brazil L07 a — *60 ap + 7.8 My +53 Jn -19,0 May 33.0 Apr 
Chile — —— +15 qq ——»-389 ^ * 2.1 May — + 2.2 May — —10 0 o — 15.0 May 
Colomba —  —— £05 qm —  *78 Ar — +58 My — + 0.6 Mar — - 17 04 ^— 105 My 
Mexico — — | -60.0: ., 950 Av —— M . -9.2 May 7168 u — 45.1 Apr. 
Peru — —  3*75 Am A Mr 7 02 n —— | -01 Am -10m Áw—23S&7 May 
Venezuela -42 a -20.0 Mar +18.3 May «80 a: +18 Q1 6.7 Ap 
Egypt — 1. *49 201 — * 7.8 2011 — * 2.5 Mar — | 78.6 Jn  -01 Q ^ 33 126 Ma 
Israel — -$2 0 — LL -3.5 Apt *55 My — -5.8 May  - 2.3 Q1 11253 My 
South Africa — «2.1 qm —— 4125 Ap — *84 My —3 3*38 My -O1 0 5.9 May 
Turkey +23 M +14.1 Apr +42.6 Jun - 8.9 Ap + 2.6 Apr 22.0 May 
Czech Republic — «25 a: *82 Aaw +25 My — -25 May -24 m  — 202 May 
Hungary — — — *£29 0... 501 Ae . C806 NN. cei or co0 NEL LL a 
Poland —/ — . +05 a oo -41 May + 19 May —— -10.8 May — - 7.1 Wy 26.4 May 
Russia " +37 M + 2.8 May +16.2 May +44,8 Apr +312 01 38.5 May 


*Excluding gold, except Singapore; IMF definition. fYear ending June. SEconomist Intelligence Unit estimate. 
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=~ Currency units Interest rates — Stockmarkets —— % change on 

per$ perf short-term Jul 3rd Dec 31st 2001 — 

Jul3rd yearago Jul 3rd % p.a. one intocal — in$ 

week currenc terms 

China 8.28 — 828 126 i m 18066 —— *10 + 55  * 55 
Hong Kong 7.80 — 7.80 (11.9 183 105792 — $22  - 12 = 12 
India — — 488 O 4/1 744 613 33102 «41 + 15 + 03 
Indonesia 8,965 — 11,365 13,82 1598 ^ 4785 -50 +221  *416 
Malaysia —— — 3.80 3.80 5.80 — — 328 — 7394 — *49 +62  * $2 
Philippines — 507 — 530 /— 774  .- 153... AMG . 20  - 93 .- 06 
Singapore — 177 182 — 270 081 158.1 . *33  - 25  * 18 
South Korea — 1,198 — 1,296 &— 1,88 1 4.91 79534. t3 + &6 *191 
Taiwan — 335 — 34 511 210 5048 -15  - 91 - 49 
Thailand 41.6 45.5 63.5 2.13 395.2 t3 + 30.0 * 38.3 
Argentina — 356 — 100 543 4660 315 ^10  *258  -646 
Brazil 28] 2.39 438 1841 ^ 106355 ^  -05 = 217 = 36.9. 
Chile — — 698 — 640 1,065 &— 384  — 49210 &— -15 .— - 88 à -136 
Colombia — — : 2,428 — 2,304 &— 3,700 €—&— 8.231 .— 112249 .—^ -17  —^*1&4  ) * L3 
Mexico 9.97 — 907 152 O 620 a 6,326.5 +25 - 0J  - 8T 
Peu — — 352 3.52 538 O 267 110.9  — -29  - 56 - 7J 
Venezuela 1,281 719 1,954 27.00 7,238.3 - 2.3 + 10.2 - 34.8 
Egypt — 464 1.3.93. 709 à 7.0 — 53143  Á  *13 . —. + 08 - 07 
Israel — —— o ATIT 518 — 728 — à! 049 cuum dU o LruuE 40.8 — - 22.4 — - 9282 
South Africa — 102 à 808 à^3DO 155 à0 1265  — 103270 &/—. -13 . z 1i  *165 
Turk 1,620,000 1,276,000 2,472,444 44.00 9,008.4 t4. 4 - 34.6 ~ 41.3 
Czech Republic — 300 —— 399 — 458 — — 358 00 400.0 -36 + 14  *202 
Hungary — 250 — 285 382 925 2O 7452.9 *29 + 45  *148 
Poland — — 409 — 400 624 933 13906 — -31 = 01 = 35 
Rusia 315 292 481 2300 35935 470 +428  *381 
EMF (MSCI)" —— 100 — 100 &— 153 0 na o o 9189 o dC ERAN, EL 
EMBI+ 1.00 1.00 1.53 na 198.3 +0.5 na - 1.9 





*Emerging Mkts Free. TLP. Morgan Chase's Emerging Mkts Bond Index Plus. In $ terms. 


Sources: National statistics offices, central banks and stock exchanges; Thomson Datastream; Economist Intelligence Unit; Reuters; UBS War- 
burg; J.P Morgan Chase; Hong Kong Monetary Authority; Centre for Monitoring Indian Economy; FIEL; EFG-Hermes; Bank Leumi Le-Israel; 
Standard Bank Group: Garanti Bank; Deutsche Bank; Russian Economic Trends. 
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d The world this week 





Politics 





Abdul Qadir, a vice-president 
of Afghanistan, was assassi- 
nated by gunmen in Kabul, 
damaging the authority of the 
fledgling government of Presi- 
dent Hamid Karzai. 


America modified its position 
on the International Crimi- 
nal Court, telling the UN Se- 
curity Council that it no 
longer demanded permanent 
immunity for its soldiers serv- 
ing as peacekeepers. But it still 
wants to prevent any prosecu- 
tion of peacekeepers for a 
year, subject to renewal. Nego- 
tiations continued. 


Israel's cabinet voted to sup- 
port a bill brought by a right- 
wing member of the Knesset 
that would allow state land to 
be used exclusively by Jews. 
Left-wing politicians and civil- 
rights groups have objected. 


The two Koreas were again in 
dispute when the North ac- 
cused the South of sending 
two warships into its territo- 
rial waters in the Yellow Sea. 
"Premeditated provocation," 
said the North. On June 29th a 
South Korean ship sank and 
four sailors died in a clash 
with the North. 


At last, a winner 
Madagascar's low-intensity 
civil conflict came to an end, 
after Didier Ratsiraka, one of 
two men claiming the presi- 
dency, fled the country. His ri- 
val, Marc Ravalomanana, 
swiftly won control of the 
whole island. 


An influential prelate, Ayatol- 
lah Jalaluddin Taheri, resigned 
as Friday prayer leader in Isfa- 
han after delivering a blister- 
ing indictment of Iran's rulers, 


in which he gave warning of a 
flood of resentment at corrup- 
tion and misrule. 


The Organisation of Africa 
Unity became the African 
Union, a body whose mem- 
bers promise to uphold de- 
mocracy and good 
governance. 


Winnie Madikizela-Man- 
dela, a South African politi- 
cian and ex-wife of Nelson 
Mandela, went on trial on 85 
counts of fraud. 


Reports suggested that the Un- 
ited States wanted to use 
Jordan for an attack on Iraq. 
Jordan denied it would be a 
launching-pad. 





The discovery of a 7m-year- 
old skull in Chad helped to fill 
a gap in the history of human 
evolution. The skull, which 
has a mixture of ape-like and 
human-like features, is proba- 
bly not a direct human ances- 
tor. But itis the only relevant 
fossil evidence to have been 
found from this period. 


Sick man of Europe 

Turkey's three-party coalition 
headed by Bulent Ecevit was 
set to fall, after a mutiny with- 
in his own party against the 


ailing 77-year-old prime minis- 


ter. Several ministers, includ- 
ing the foreign minister and a 
deputy prime minister, re- 
signed; the economy minister, 
Kemal Dervis, who is regarded 
as the key to Turkey's econ- 
omic reforms, seemed about 
to follow suit, then apparently 
changed his mind. The leaders 
of the two other ruling co- 
alition parties called for an 
early election. Chaos and un- 
certainty prevailed. 


The European Commission 
unveiled proposals to reform, 
modestly, Europe's common 


agricultural policy. The main 
idea is to unlink subsidies and 
production. The French, 
among others, will resist the 
changes. 


In a cabinet reshuffle, Spain's 
foreign minister, Josep Pique, 
lost his post to Ana Palacio, a 
Euro-MP. The justice minister, 
Angel Acebes, architect of a 
new law making it easier to 
ban Batasuna, the political 
wing of ETA, the Basque-sepa- 
ratist terrorist group, was pro- 
moted to minister of the 
interior. His main job: to crush 
ETA, already hurt by a judge- 
ordered freeze on Batasuna's 
bank accounts. 


After years of investigation, a 
report named 179 members of 
the Irish elite who in earlier 
decades found it convenient 
to do business with a firm 
called Ansbacher Cayman. 
Any connection with their tax 
affairs? Not for us to say, said 
the investigators. 


Britain's government said it 
would decriminalise the pos- 
session and use of cannabis. 
But dealers in drugs, suppos- 
edly, will still be chased even 
harder than now. 


After years of getting no- 
where, Greek police caught 
an alleged member of the No- 
vember 17th terrorist organisa- 
tion and reckoned it might 
soon catch others. 


Second place 

The final tally of voting in 
Bolivia's presidential election 
showed that Evo Morales, a 
left-wing leader of coca farm- 
ers, had snatched second 
place, with 21%. Gonzalo San- 
chez de Lozada, a liberal for- 
mer president, won 22.5%. 
Bolivia’s newly-elected Con- 
gress will choose between the 
two; it is likely to give the nod 
to Mr Sanchez. 


Vicente Fox, Mexico’s presi- 
dent, said he had secured an 
all-party agreement in the op- 
position-controlled Congress 
to study his government's pro- 
posed energy reforms. 


Carlos Reutemann, a Peronist 
provincial governor and for- 
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mer racing driver, said he 
would not stand for Argen- 
tina’s presidency in an elec- 
tion due in March. He had 
been seen as the strongest 
moderate candidate. 


Zero tolerance 





Amateur footage of a hand- 
cuffed black teenager being 
thrown against a car and 
punched in the face by a white 
policeman in California was 
shown on national television. 
Lawyers for Donovan Chavez, 
16, say he did not understand 
what was happening; the po- 
licemen say he had attacked 
them. Meanwhile another 
video emerged of police beat- 
ing a 50-year-old black man in 
Oklahoma. 


Defying the White House, the 
House of Representatives 
voted overwhelmingly for a 
bill that would let airline pi- 
lots carry guns in cockpits. 


The Senate approved plans to 
store nuclear waste from 39 
states inside Yucca Mountain 
in Nevada, only 145km (90 
miles) north-west of Las Ve- 
gas. Nevada officials promised 
to go to court to prevent 
77,000 tonnes of radioactive 
material being buried there 
from 2010. 


No mercy 

Malaysia’s highest court dis- 
missed an appeal by Anwar 
Ibrahim against a conviction 
for abuse of power. Mr An- 
war, a former deputy prime 
minister, is regarded by 
humanitarian organisations as 
a political prisoner. 


Peace talks to end Sri Lanka’s 
civil war between the govern- 
ment and the separatist Tamil 
Tigers, delayed since May, are 
not now expected to start until 
August at the earliest. 





Business 


George Bush proposed tough 
measures to restore confi- 
dence in America's companies 
and markets. They include a 
doubling of jail sentences for 
corporate fraud to ten years 
and the setting-up of a new 
task-force to operate "as a fi- 
nancial-crime sw AT team". 
The Democrats complained 
that he had said too little 
about stock options and audit 
reform; they pushed an 
amendment through the Sen- 
ate calling for tougher anti- 
fraud measures. 


Despite the president's speech, 
stockmarkets continued to 
slide. The Dow Jones Indus- 
trial Average fell below 9,000 
for the first time since its post- 
September 11th low. The 
wider s&P 500 index and the 
Nasdaq Composite index both 
fell to around five-year lows. 


A Washington-based legal 
watchdog, Judicial Watch, 
filed suit against Vice-Presi- 
dent Dick Cheney over al- 
leged fraudulent accounting 
practices at Halliburton, an 
oil-services company that Mr 
Cheney ran for five years. 


Merck revealed that it had re- 
corded $12.4 billion in reve- 
nues that it had never actually 
received. The drug maker de- 
fended itself by saying the rev- 
enues did not affect earnings 
and the move was in line with 
generally accepted accounting 
principles. Regulators are also 
looking into the accounting 
practices of Bristol-Myers 
Squibb, another pharmaceuti- 
cals firm. 


Elan, a struggling Irish 
pharmaceutical firm, an- 
nounced that it would sell as- 
sets to raise $1 billion in cash 
after its two top executives re- 
signed. Accounting scandals 
and worries about a cash 
crunch chopped 96% off Elan's 
share price this year. 


A criminal investigation has 
been launched into the activi- 
ties of Qwest Communica- 
tions, a troubled American 
telecoms company. 









Online merger 


EBay, the world's biggest on- 
line auction firm, is to buy 
PayPal, the world's biggest on- 
line payment system, for $1.5 
billion in stock. The move re- 
flects the inadequacy of 
eBay's current payment sys- 
tem, as the firm aims to triple 
its sales to $3 billion by the 
end of 2005. 


In a sign that the fortunes of 
telecoms firms may be head- 
ing for a turnaround, Warren 
Buffett's company, Berkshire 
Hathaway, and two other 
large investors will make a 
$500m investment in Level 3 
Communications. The sur- 
prise move may ignite a wave 
of consolidation among strug- 
gling telecoms firms. 


Bank of China hopes to raise 
$3.2 billion from an initial 
public offering of shares in its 
Hong Kong subsidiary. But the 
timing may not be propitious: 
last month the bank an- 
nounced that profits had tum- 
bled by 47% last year. 


Sacking Sommer? 
Speculation intensified that 
Ron Sommer, chief executive 
officer of Deutsche Telekom, 
would be sacked. Once seen 
às a visionary who would 
transform DT into a global 
giant, Mr Sommer has come 


under increasing criticism as 
the company's debts mount 
and the share price plummets. 


Boeing, the world's largest air- 
craft maker, said that it will 
merge its space and communi- 
cations unit with its military 
aircraft and missiles division. 
"We are aligning our business 
today with the way we be- 
lieve future systems are going 
to be designed, acquired and 
maintained," said Phil Condit, 
Boeing's boss. 


Shares in Wyeth and Noven 
Pharmaceuticals fell sharply 
on a report that women who 
use combination hormone- 
replacement therapy may be 
at risk of cardiovascular dis- 
ease and breast cancer. Wyeth 
and Noven are both makers 
of hormone-replacement 
therapies. 


Revving up 

Honda announced that it wil 
invest $480m to raise produc- 
tion capacity in North Amer- 
ica. The Japanese car maker is 
experiencing surging demand 
for its cars and light trucks just 
as its competitors are seeing 
sales sag. 


Despite a worldwide down- 
turn in the electronics indus- 
try, Japanese chip makers 
said that they are seeing 













strong sales growth, after a 
year of abysmal results. Sales _ 
were buoyed by the chip 
firms’ greater reliance on de- — 
mand from consumer-elec- 
tronics companies rather than. 
personal-computer makers. 


The Commerce Department _ 
said that inventories of | 
American companies rose in — 
May for the first time in a year 
as sales declined for the first - 
time since December. 





Jobless in Germany 


Hopes for a German econ- 
omic recovery in the second 
half of the year faded after the 
Bundesbank reported that the 
unemployment rate climbed 
to 9.8% in June, the highest 
since March 2000. Industrial 
output fell by 1.3% in May, 
worse than predicted. 
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Other economic : data and news 
can be found on pages 88-90 
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Improving Healthcare by 
Empowering Patients 


by Liz Kendall 
& cross the world, consumers of healthcare 
services have become increasingly 
informed and demanding. The UK gov- 


ernment, like many others, has responded by 


D -< trying to create a more ‘consumer-friendly’ health- 
= care system. For instance, it has opened 


MS 





24-hour ‘walk-in’ health centres and provided 
more information through hospital league tables. 
These moves are welcome. For too long, health- 
care systems have treated patients as passive 
recipients and given them little information or say 


-. regarding how and by whom they are cared for. 


Although health system reformers have 


rightly sought to expand patient choice, they 


have not given the same weight to what 
patients should be expected to do in return. 


"Good health is the responsibility not just of 


governments, doctors, and nurses, but also of 


` -people themselves. To improve health, we must 


m go beyond merely treating disease, to trans- 










forming the relationship among doctors, 


patients, and their health services. We must 
- move from a purely consumerist model of 


healthcare to a citizenship model in which 


2 patients have more rights and choices, but in 
which they also take on greater responsibility. 


Evidence shows that giving patients a 


greater role in their care can improve health. 
Educating patients about how and when to take 


their medicines can prevent ill health and 
decrease emergency admissions. By involving 


. patients in treatment decisions, doctors can 
. help alleviate patients’ anxiety and depression 
and improve health outcomes. 


Thanks to the introduction of new medical 
technologies, patient responsibility will become 
even more important in future. Genetic tests can 
identify people who are susceptible to specific 








diseases, allowing doctors to help them take 
preventive action. Telemedicine will enable more 
patients to be treated at home with remote 
diagnostic and monitoring equipment and video 
link-ups with doctors. Such developments allow 
health services to focus less on remedial treatment 
than on prevention. These advances also promote 
better use of resources and give patients more 


Medical professionals 
must help patients 
understand that in return 
| for greater power, control, 
| and choice over the 

— services and treatments 
they receive, they must 
bear greater responsibility 
| for their own care 


power and control. The benefits depend, however, 
on the willingness and ability of patients to 
assume a larger role in their own healthcare. 

In the UK, GPs typically spend more than 
one-third of their time dealing with relatively 
minor ailments. In many cases, patients can 
treat these problems themselves, provided that 
they understand the basics about illness and 
good health. We need to start these educational 
efforts early ~ by teaching young children 
about common illnesses, how long they last, 
and how best to treat them. 

People with more serious problems can 
also take on more responsibility for their own 
care. Those with long-term illnesses, such as 
diabetes or asthma, often know more about 
their diseases than their doctors do. 
Programmes that help patients use this 
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knowledge to manage their own conditions can 
generate huge rewards, both for individuais 
and for the system as a whole. 

The Arthritis Care patient group, for 
example, teaches patients how to use their 
drugs properly to manage their symptoms and 
pain more effectively. Patient groups also 
encourage their members to eat better and take 
more exercise, and they provide emotional sup- 
port in handling stress. The result? Patients 
experience reduced symptoms and less pain. 
They also make fewer visits to the GP and 
spend less time in hospital. 

Empowering patients will require a radical 
shift in relations between patients and medical 
professionals. If patients are empowered to share 
decisions with doctors, they must also accept the 
responsibilities that go with that empowerment. 
Doctors know that medicine is an inexact science 
that does not always provide clear and unam- 
biguous answers, They must help patients under- 
stand the uncertainties and risks, as well as the 
potential benefits, of medicine. | 

We should not underestimate the scale of 
the challenge ahead. Patients are more demand- 
ing than in the past, but many still find it hard 
to ask their doctors simple questions about their 
illnesses, let alone to manage aspects of their 
care and share in decision-making about their 
treatment. Medical professionals must help 
patients understand that in return for greater 
power, control, and choice over the services and 
treatments they receive, they must bear greater 
responsibility for their own care. To echo a 
famous phrase, let's start asking not just what 
health services can do for patients, but what 
patients can do for themselves. 

Liz Kendall is an Associate Director at the Institute 
for Public Policy Research  (www.ippr.org.uhk), 


Britain's leading centre-left think tank. 


To read other articles in the series, visit www.pfizerforum.com 
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But don’t write off American capitalism just yet 


C6"T^HE American economy is 

the most creative and 
enterprising and productive sys- 
tem ever devised," George Bush 
told a Wall Street audience this 
week, before moving on to ac- 
knowledge some recent embar- 

| | : rassments. He was right about 
this, of course. The anguish of some American commentators 
over the spate of corporate scandals and over what these re- 
veal about the supposedly rotten core of American capitalism 
is about as exaggerated—and in many cases as downright pho- 
ney-as the corresponding delight of their European counter- 
parts. An intelligent response to the Enrons and WorldComs 
needs to begin by acknowledging the strengths of America's 
basic model and the dangers of attempting to fix what is not 
broken. Equally, though, the scandals do show that repairs are 
needed if the most creative, enterprising and productive sys- 
tem ever devised is to realise its full potential. 

A good deal of what went on in American (and European) 
boardrooms in the latter part of the 1990s, which is only now 
coming to light, should be regarded as no great surprise. This is 
not the first time that the mania accompanying a speculative 
bubble—in this case, in shares in “new economy" businesses— 
has induced a willing suspension of disbelief in almost all 
quarters. It is true that bosses of companies such as Enron and 
WorldCom violated investors’ trust and brought ruin on their 
companies’ owners. It is right that, having been found out, 
they should be punished, not excused. But everybody should 
at least bear in mind that these benders and breakers of the 
law had lots of help-not just from the auditing profession, 
which stands alongside them in the dock, but from many of 
the same people now crying out for retribution. 


Hucksters turned preachers 

If you think back to the mood, pre-bust, you will recall that ev- 
ery kind of analyst (with a mere handful of noble exceptions) 
was cheering the market on, creating an atmosphere in which 
anything less than double-digit growth in profits was regarded 
as a sign of timidity. The media stoked the fires of impossible 
expectations with an unfailing supply of corporate hero-wor- 
ship; with their mindless praise for innovation (however 
worthless); with news for day traders, new-economy stock- 
market indices and the rest; with their idiotic dedication to the 


: : - maxim that you either get it or don't get it. At critical moments 
- even the Federal Reserve added fuel. And investors them- 
Selves were so entranced by their surging wealth that they 


 moreorless willed companies to lie to them. “Pro forma" earn- 
ings? Fine. Bald-faced deception? Pile it on. Whatever it takes 

~ to keep the good news coming. l 
Back then the proposal to “expense” stock options (that is, 
to charge their cost against profits), an idea now widely sup- 
ported as a good way to make accounts truer, was attacked 
_ from all sides—by Democrats as well as Republicans, by many 


of the same pundits who are now crying out for wholesale 


ulation of corporate decision-making, and by most new- 
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economy investors themselves. Why? Because this chang 
would have been something of a nuisance for the new miracl 
companies on which America’s future was said to depen 
That trumped all counter-arguments. i6 
In truth, the most effective remedy for these ethical a 
mental breakdowns has already been dispensed, frustrati 
as this is for politicians with careers to make. Shares may s 
be dear, but the technology-stock bubble has well and trul 
burst. The mood has changed from mania to remorse. Until 
further notice, regulation or no regulation, investors will beon - 
their guard, and financial orthodoxy and corporate probity — 
will once again be celebrated and valued. ee 
It is in the nature of capitalism to make progress in fits and. 
starts. To some degree, lurching cycles of sentiment are partof —— 
the process-the price paid for superior long-term perfor: 
mance. It would be unwise to expect them ever to be elimi- — 
nated, and rash to try. Still, this boom-and-bust cycle has ree 
vealed weaknesses in corporate governance and supervision __ 
that can and should be remedied. A few things are broken, and... - 
should be fixed. These tweaks would not make American cap- Bo 
italism less American: they would make it truer to its own 
principles. If they can be done, it will work even better. 


A curse on interesting accountants 
So far as outright fraud is concerned, the laws are there ab __ 
ready. As Mr Bush said this week, they need to be more vigor- : 
ously enforced; a few exemplary jail sentences would be wel- — 
come. But that aside, the most important remediable failures — 
of corporate America fall into three overlapping categories: - a 
audit, independent directors and bosses’ pay. In all three, the ae 
need is not to dictate to companies, but to help shareholders — - 
do a better job of protecting their own interests, should they — 
bein the mood totry. Ee 
Auditing is dull-or damned welloughttobe.Shareholders — - 
are helpless if they cannotrely on the unvarnished accuracy of _ c 
the numbers their managers show them. The desire of the ac- E 
counting profession to express flair and originality must be — 
quashed, and the conflict of interest that arises when manag- 
ers in effect appoint and pay their own auditors must be re- 
solved. The elements of a minimum reform ought to be: prohi- 
bition of non-audit work for audit clients; mandatory rotation: 
of auditors; and the creation of an official oversight body. The 
Senate audit-reform bill sponsored by Paul Sarbanes is stron- 
ger than the House of Representatives’ plan, but even it falls 
short. The White House, ever prone to confuse what is good 
for chief executives with what is good for the economy, re- 
gards the Sarbanes billas too tough (see pages 22-24). 2 
On independent directors, what the president said this 
week was better. He called on stock exchanges to require com- 
panies to appoint a majority of independent (non-executive) 
directors, and for audit and remuneration committees to be all 
independent. However, here too Mr Bush should have gone 
further. Independent directors on main boards ought to be re- 
quired to meet regularly without executive directors present: 
otherwise, they willfind themselves too easily led by the chief 
executive and his acolytes. Their job is not to nod in approval, 





























but to hold executives to account o on shareholders’ behalf. In 
- private, they can better remind themselves of this and gird 
themselves up to keep the boss in his place. 

If non-executive directors were more forceful, and if remu- 
- meration committees were independent, the problem of scan- 
alously ill-designed pay schemes for top executives would 
oser to being solved. Is this really a problem, though, or 
the market at work? You bet it's a problem when failed ex- 
utives who have driven their companies and their share- 
ders to ruin pocket vast bonuses. This is not the market 





workings it is the market failing (see page 64). Th dyis- 
disclosure, honest accounting, non-executive directors: e em: 
powered to do their job—and, as always, sceptical sharehold- 
ers looking out for their own interests. 

Without doubt, the last of these is the most important of all. 
Alas, it is beyond the reach of regulators and legislators. For 
that reason, do not expect too much of the current zeal for re- 
form. The most important lesson of this bust, like every previ- 
ous bust, is: buyer beware. It will be forgotten again, obvi- 
ously. But one can savour the clarity while it lasts. m 





‘arm subsidies 


Cleansing the Augean stables 




















ARMING may be the oldest 

of economic activities. It also 
accounts for an ever-decreasing 
share of rich countries’ output 
and employment. Soitis strange 
that agriculture should now lie 
at the heart of two big global 
projects of the next year or so: 
the Doha round of trade talks and the eastward expansion of 

the European Union. But so it does; and hence the crucial im- 

.  portance of this week's proposals by the European Commis- 

- . sion to reform the EU's common agricultural policy (CAP). 

Since its inception, the CAP has been one of the biggest 
public-policy disasters in the rich world. It has been hugely ex- 
pensive for taxpayers and consumers. It takes up half the zv 
.- budget, although farmers are less than 5% of the workforce. It 

. keeps food prices in Europe far above world levels. It has pro- 
duced big surpluses that have been exported with subsidies. It 

. has badly hurt farmers in poor countries, who have not only 

: -seen exports shut out by European tariffs but also suffered at 

<. home from dumped surpluses. As if all this is not enough, the 

. CAP hasfailed in its main aim of protecting small farmers' in- 

- comes, which have fallen inexorably throughout Europe, driv- 

ing people off the land and encouraging the consolidation of 

farms into large agribusinesses. 

. A Set against this long catalogue of failings, how do the com- 
mission's reform proposals look? The surprising answer is, 
not at all bad (see page 42). Admittedly, they do not cut the 

- overall cap budget, which is a pity. But they trim guaranteed 

prices, and they firmly continue the trend, set by the McSharry 
reforms of the early 19905, of shifting support from subsidies 
linked to production towards direct income payments to farm- 
ers. Indeed, the commission plan is eventually to sever the link 
between subsidy and production altogether; instead, taxpay- 
ers’ support is to be directed, far more defensibly, at environ- 

mental goals and rural development. This “decoupling” is vi- 

tal for the liberalisation of farm trade, a key objective of 

developing countries in the Doha round, which is due to dis- 
cuss the phasing out of export subsidies. 

Moreover, under the commission’s proposals, a chunk of 
the support for rural development and the environment 
would be paid by national governments, not by Brussels. This 
step towards a partial renationalising is a welcome move 
away from one of the most pernicious features of the CAP, 





| Europe must not put off reforming the common agricultural policy 


which is that it redistributes large sums from net contributing 
countries, such as Germany and Britain, towards big farming 
countries, such as France. 

There’s the rub. The commission’s plans will be fought 
tooth and nail by countries that benefit from the Cap, espe- 
cially France. Besides protecting their ill-gotten gains from the 
EU budget, the French make two other arguments. One is that 
this is supposed only to be a modest mid-term review of the 
CAP: the 1999 Berlin summit fixed the CAP budget until 2006. 
We are willing to discuss radical reform, claim the French, but 
not until 2006. The second is to point at the United States, for 
years one of the chief critics of trade-distorting farm protec- 
tion. Now the Americans have approved a new farm bill that 
not only vastly expands farm subsidies, but also, against the 
European trend, links them more closely to production. 

Besides being an egregious waste of American taxpayers' 
money, the farm bill is sure to make the Doha round negotia- 
tions far harder. It deserves all the opprobrium that has been 
heaped on it around the world. But to treat it as an excuse to 
put off car reform would be quite wrong. Reform is needed 
now not just on its own merits and for the Doha round, but 
also because the EU is due to take in up to ten Central and East- 
ern European countries in 2004. 


Strike now, or forget it 
The commission does not want to extend car subsidies im- 
mediately to these newcomers, for that would bust the budget 
completely; to their dismay, they are initially to get only one- 
quarter of the payments granted for existing members, 
though that is to rise later to match them. Once inside the Un- 
ion, however, and given that farmers account for 14% of the 
workforce in the ten (and 20% in Poland alone), the newcom- 
ers are sure to become fierce defenders of farm subsidies. It 
would be disastrous to entrench an even stronger farm lobby 
than today's without radically reforming the car first. 

France will not see it like that, of course; and certainly not 
President Jacques Chirac, a former farm minister with a senti- 
mental attachment to the land. But that need not matter; CAP 
reform is formally a matter for majority vote in the EU Council 
of Ministers, even though European summits conventionally 
operate by consensus. At the Berlin summit in 1999, Mr Chirac 
alone insisted on watering down farm reforms. The other : 
countries, led by Germany's Gerhard Schróder, weakly gave | 
in. This time round, France must stbe 'Quivoted 1 = 
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Terrorism in Spain 


Banning Batasuna 


Should Spain ban ETA’s political party? On balance, no 


HE ETA gunmen who want 
to carve an independent 
Basque state out of Spain (and 
France) have killed hundreds. 
They keep thousands in fear. 
One Basque party, Batasuna, is, 
beyond question, their political 
wing. So should it be banned? 
Most Spaniards think so. A new law making it easier won 
huge parliamentary support last month. One investigating 
magistrate, Baltasar Garzon, the pursuer of Chile’s Augusto Pi- 
nochet, has now taken his own initiative. He argues that Bata- 
suna should pay €24m ($23m) for damage caused by violent 
members of a Basque-separatist youth movement; and, since 
it refuses, he has told the banks to freeze its accounts. This 
could strangle the party rather than kill it at a blow. Again, 
most Spaniards probably applaud. Butis this majority right? 
The balance is fine, but, hesitantly, we think not. The very 
basis of democracy is that all legitimate views, even those of 
anti-democrats, are entitled to political expression. That prin- 
ciple must be the starting-point of any argument. And, as a 
preliminary, any decision to overturn it must be a political 
one. A court ban was in theory possible even before the new 
law. But, in such a matter, itis not for lawyers to set the law roll- 
ing. If the government of Spain thinks it right to ban Batasuna, 
it should have the courage to do so, and argue its case openly. 
Such a case would not be at all difficult to make. In a free 
polity, as Spain is, why should representatives of an organisa- 
tion that sets off bombs and murders civilians be allowed to sit 
as if they were respectable politicians in parliament? But it is 
not so simple. Batasuna does not repudiate the terrorism its 
armed friends practise, but neither does it overtly preach it. Its 








own complicity in the violence has not been proved. The only 
certainty is that it refuses to denounce the violence, despite ev- 
idence that its own electoral fortunes wax when ETA is ob- 
serving a truce and wane when it is setting off bombs. In 1998, 
atatime when ETA had declared a truce, the then party (it was 
reborn last year under its present name) took 18% of the vote in 
regional elections. ETA began killing again in early 2000—and 
in elections in May 2001 that figure fell to 10%. Yet Batasuna re- 
fuses to denounce the men with guns, while complaining of 
the alleged "repression and violence" of the Spanish state. 

The party's position—winking at terrorism, claiming the 
respectability of democratic politics—is repugnant. But a ban 
would be wrong. The British never banned Sinn Fein, even at a 
time when its IRA comrades were up to their elbows in blood. 
That made an eventual political settlement easier. Spain's 
Basques need no guns: they are not oppressed as Northern Ire- 
land's Catholics once were. Far from it: their region is gov- 
erned by a non-violent separatist coalition which also dreams 
of independence, and eagerly promotes the (even there, mi- 
nority) Basque language and culture. But even these non-viol- 
ent people (who took 43% of the vote in 2001) oppose banning 
Batasuna: they fear that would mean more violence, not less, 
while tending to strip the separatist cause itself of legitimacy. 

There are other, pragmatic, arguments against a ban. Silenc- 
ing their political party might persuade more young Basques 
that the gun is the only weapon; Batasuna anyway would 
spring up again, under another name; one day ETA will want 
to talk again, and a front party might help. But the real case 
against a ban is one of principle. Let the law hammer all who 
practise violence, and gag attempts to preach it. Hammer Bata- 
suna when it oversteps the line. But not before: terror is not a 
legitimate argument, but association is not guilt. = 





Japan 


A dashing disappointment 


Time to abandon any remaining hope in Junichiro Koizumi 


TIS tempting—only natural, in- 

deed—to be cheered by signs 
of a brightening economic pic- 
ture in Japan. After all, growthin 
the first quarter of the year sur- 
prised everyone, with a jump of 
5.7% at an annual rate. That sets 
the stage for positive growth this 
year, bringing to an end Japan's fourth recession in a decade. 
The Bank of Japan's latest Tankan report of business confi- 
dence shows that, although pessimists still outnumber opti- 
mists among executives, sentiment has leapt by bounds, 
mainly because overseas demand for cars and electronics is 
on the rise. What is more, the stockmarket has regained its 
poise even as American and European markets fret about the 





rot in their forms of capitalism. Earlier this year, the Nikkei 225 
slid alarmingly, threatening to bring down Japan's enfeebled 
banks, which rely on their equity holdings for capital. 

Not so fast. The new shoots of growth are real enough. But 
without the structural changes to Japan's economy that the 
prime minister, Junichiro Koizumi, came to office in April last 
year promising to deliver—a clean-up of the banks’ bad loans, 
privatisation, deregulation and administrative reform—those 
shoots will shrivel and die. They have, indeed, done so on sev- 
eral occasions before. Nothing in America or Europe matches 
the rot in the state of Japan. A return to export-led growth, 
however mild, ought to provide an opportunity to make the 
difficult choices that will bring efficiency and long-term 
growth to the economy. Instead, it appears to be the perfect ex- 
cuse to put choices off. 








be broken up. In effect, the post office, with ¥240 trillion ($2 
trillion) in assets, is the world’s largest bank; there is also an ex- 
tra ¥120 trillion in its life-insurance system. Not only does the 
postal savings system undermine private-sector competitors. 
It also funds a shadow budget that squanders money by 
smothering almost every hillside and watercourse in concrete, 
and by building bridges and roads that lead nowhere useful. 
That is the system's direct hurt to the economy. The indirect 
hurt is that the money sloshing around the system keeps the 
old guard of the ruling Liberal Democratic Party (LDP) in busi- 
ness, and the old guard continues to stymie other reforms. 

It has now stymied this one. The postal-reform bills that 
passed the lower house of the Diet on July 9th are a travesty of 
Mr Koizumi's earlier ambitions. They do not even attempt to 
think about the distortions caused by the savings and insur- 
ance systems. Rather, they focus on mail delivery—and even 
there, reforms are feeble. Competitors to the post office must 
set up a daunting minimum of 100,000 post boxes, while the 
legislation blocks any cuts in the number of state branches. 

The second putting-off of hard choices comes with person- 
nel changes at the Financial Services Agency (FSA), the body 
that is meant to be cleaning up banks' X150 trillion of bad 
loans, but whose ministerial head, Hakuo Yanagisawa, denies 
there is a crisis. This week the agency's top bureaucrat, Shoji 
Mori, retired (see page 59). He preferred to prop up rotten 
banks-if need be, by rigging the stockmarket-rather than 
weed them out, and his place had been widely expected to be 
taken by a man more open to reform. Instead, Mr Mori is being 
replaced by an ally, close to the LDP’s old guard. 





Both episodes mark disappointment in Mr Koizumi him- 
self: in a shaking up of the postal system, his experience was 
supposed to bring some heft, while the FsA appointments 
(unusually in Japan) fell to the cabinet office to make. Was it 
barely more than a year ago that a dashing Mr Koizumi came 
to power on a wave of popularity, promising "structural re- 
form without sanctuary"? Since then, reform efforts have run 
into the sands of rp» resistance (the post office), or they have 
been met with indifference by the prime minister himself (the 
banks). And since January, when Mr Koizumi cut a seedy po- 
litical deal to get rid of his popular, if capricious, foreign minis- 
ter, his ratings have tumbled by half. 


Blame the PM 

A spent force, then? Certainly, the costs of inaction mount, 
and trade-offs that are tough enough already get harder to 
make. One of the biggest is whether to cut taxes to spur growth 
or to raise taxes and cut spending in order to plug the fiscal 
hole (page 28). Every extra year of spending on public works 
adds to Japan’s government debt, already over 130% of GDP. 

Mr Koizumi's fans still argue that the prime minister may be 
down, but he is not yet out. Even if the public is no longer as 
impressed as it once was, he is still more popular than his 
party—which gives him some sway over it, if only by being 
able to call a general election in which the LoP would un- 
doubtedly be mauled. Mr Koizumi, the fans claim, will still 
prove to be a mould-breaker. 

Yet the party has now become emboldened by Mr Koi- 
zumi's pliability. Unless Mr Koizumi changes fast, deciding 
that compromises have got him nowhere, then it is time to 
write him off, just as the banks’ bad loans should have been 
written off long ago. m 





Afghanistan 


A little less bombing, please 


America has won the Afghan war. To win the peace, it may have to let the odd enemy get away 


N THE post-war chaos of Af- 

ghanistan, itis easy to add two 
and two and come up with five. 
That is why many commen- 
tators have concluded from a 
pair of incidents—the “friendly 
. AC fire” accident in which Ameri- 
— o I | can aircraft killed 50 or so peo- 
ple at a wedding party, and the murder by unknown assail- 
ants of one of the new government's vice-presidents—that 
America is about to lose the peace in Afghanistan. Such a con- 
clusion is premature, to say the least. Yet both incidents show 
how things could indeed go badly wrong. 

Whoever killed Hadji Abdul Qadir, the vice-president, 
minister of public works and governor of Nangarhar, this was 
a reminder that, even after America's removal of the Taliban, 
politics in Afghanistan can still be shaped by the gun. Though 
Mr Qadir was popular in his home province, he made some 
enemies, and his death seems certain to spark a succession 
contest in the east of the country. Such power struggles have 
rarely been peaceful in Afghanistan. This one, in a region that 
is a prime producer of opium and its associated revenues, is 





more than likely to see its portion of violence (see page 25). 

Even if the succession is smooth, the killing of such a senior 
member of his government, and one of its few top Pushtuns, 
poses a challenge to the authority of President Hamid Karzai. 
He has been struggling to establish his authority beyond Ka- 
bul, but lacks a loyal army or police force capable of keeping 
fractious warlords in line. Unwisely, the outside world has not 
heeded his pleas to expand the mandate of the International 
Security Assistance Force beyond the capital in Kabul. Nor was 
this latest murder of a senior politician the first: the tourism 
and aviation minister was killed last February. Mr Karzai 
pointed an accusing finger at members of the Tajik-dominated 
Northern Alliance, America's main allies in the war against 
the Taliban, but the murder remains unsolved. Failing to iden- 
tify and punish those who killed Mr Qadir would confirm an 
impression that in the new Afghanistan tribal and other dis- 
putes can still be settled with impunity through violence. 

The link between Mr Qadir's murder and America's latest 
friendly-fire accident is that both reinforce the belief of the 
majority Pushtun tribe that they have got a raw deal from the 
post-war settlement. Having formed the backbone of the Tali- 
ban, many are now fleeing persecution in the north. In the » 


Growth Is 
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Business transformation outsourcing can be a direct line 

to growth in any company. Accenture is combining 
outsourcing capabilities with consulting experience to deliver 
world-class supply chain management, increased speed 

to market, and enhanced retailer service and satisfaction for 
AT&T's PrePaid Card business. To learn how Accenture can 


help you transform your business and drive top-line results, accentu re 
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-south and east, they have borne 
military operations against what is left of the Taliban and al- 
Qaeda forces. The attack on the wedding was only the latest of 
many such cases of mistaken identity. 

<=. Mr Karzai is himself a Pushtun. But, though an accident, the 
‘killing by his American mentors of some 50 innocent 
Pushtuns hardly endears him to an ethnic group that was al- 
: ready sceptical of his ability to defend their interests against 
he Tajiks. Mr Qadir had been one of the few Pushtun mem- 
bers of the Northern Alliance, but even he was openly critical 
of the ethnic imbalance in the interim administration that 
ook over from the Taliban. In the eyes of many Pushtuns, the 
'eshaped government that emerged from the recent loya jirga 
lid too littletotiltthe balance back. They expected Mr Qadir to 
heir champion in government. And now he is dead. 
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liban fighters will storm. outof the! hillsand ret 1 ke the country. E 
It is the possibility of a return to the 1990s, when the Afghan. 
factions that kicked out the Soviet invaders turned on one an- 
other, demolished central authority and created the condi- 
tions that led to the Taliban's rise. For all its squeamishness 
about “nation building", America hopes to ward off this dan- 
ger by helping to create a loyal army and police force. It could 
doubtless do more to buttress the new government, but all this 
is the work of years. What the Americans can do right away is 
change their military tactics. Having won the war against the 
Taliban, they can afford to concentrate less on tracking down 
every enemy straggler or al-Qaeda member still in the coun- 
try, more on avoiding accidents that undermine the govern- . 
ment their victory produced. & 



























The long War 


UST a reminder. Some 40m 

people are infected with niv, 
the Arps virus. Another 20m 
have died of it already. Around 
3m more will do so over the next 
12 months. That is nearly 9,000 
a day—three times as many peo- 
ple as died in the terrorist attack 
on the World Trade Centre last September. Every day, 15,000 
. more people are infected. Unless things change a lot for the 

better, almost all of them will die of it, too. And most of those 
people will be young. arps is a disease that takes people in the 
. prime of life, rather than in decrepit old age. 
It is much easier to notice, deplore and act against deaths 
. caused by human wickedness than deaths caused by nature. 
Butif all men are created equal, all avoidable deaths should be 
. regarded as equally sad. And AiDs is the one cause of such 
-deaths that is rising, not declining. arps kills predominantly 
-in poor countries, compounding the problem. Poor-country 
'overnments must do whatever is in their power to save their 
itizens from this scourge before waving a collecting tin at the 
rich. But common decency suggests that the rich world should 
do whatever it can to help. For, despite the availability of 
drugs that can keep the disease at bay in those who can afford 
them (or whose governments can), Arps has not gone away. 
‘Indeed, itis getting much worse. 


Digging deep 

At the moment, the worst affected countries are in Africa. 
Some places have infection rates that are above 30%, or even 
40%, of the adult population—and still rising. Cynics in the 
West might write Africa off. Are China, India, Indonesia and 
Russia to be written off as well? 

All these countries (two of them the world's most popu- 
lous nations) are threatened. The Chinese government admits 
to 1m infections—widely regarded as an underestimate. India 
admits to 4m. Indonesia's case load is still tiny but, after years 
. of stability, an epidemic is raging through the country's prosti- 
~ tutes. Elsewhere, that has been an early sign of trouble. In Rus- 


. Xf you think AIDS is bad in Africa now, wait till it gets a grip on the rest of the world 


sia, the catalyst is intravenous drug use, rather than prostitu- 
tion, but the result may be the same. A projection by Imperial 
College, London, suggests Russia may have 5m people in- 
fected with niv in five years’ time, 4m of them suffering the 
symptoms of AIDS. 

The first task for such countries is to own up to the scale of 
the problem. Too many governments still feel shy about dis- 
cussing this horror in public. Then, they need to spend wisely 
the money from the recently created Global Fund—to use it to 
best effect, and to encourage donors to keep donations com- 
ing. As for the rich countries, America can do most. Already, 
America makes a contribution that, as a proportion of the rich- 
world total, is roughly in line with its share of its GDP. But as 
Stephen Lewis, the United Nations’ special envoy on AIDS to 
Africa, pointed out to the recent International arps Confer- 
ence in Barcelona (see page 65), that is because other countries 
align their contributions with the American benchmark. If 
America gave more, the rest would probably follow. 

If properly supervised, such extra aid could be well spent. 
Even something as simple as more condoms would help. Bet- 
ter education, including sex education, is essential, especially 
for girls, since more women than men die from Arps. Women 
also need stronger legal protection against sexual violence. . 
Testing programmes should be particularly encouraged, as 
prevention is better than cure. Spending is needed on health- 
care infrastructure, including clinics, equipment and doctors. 


Infrastructure to deliver a vaccine also needs to be planned, so 


that it can be quickly put to use when a vaccine is eventually 
invented. And poor countries need to copy the example of Bra- 
zil, which has made good use of the fact that anti-arps drugs 
can now be bought fairly cheaply outside the rich world, 
thanks to a liberal interpretation of international treaties on 
patent law (and also to decent behaviour on the part of many 
drug companies). 

The Global Fund for arps, tuberculosis and malaria hopes 
to raise about $10 billion a year, more than half of it for AiDS. - 
Thatisalarge sum, but an affordable one. Already 3m peoplea _ 
year are dying; without renewed effort, the figure. will rise. 
e a toll SO dreadful | demands the utmost urger | 
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Kellogg-HKUST Executive MBA Program 


A partnership between two #1 rated business schools 


Kellogg - #1 EMBA program in the world - BusinessWeek (2001) 
- 4| EMBA program in the US for || consecutive years - US News and World 
Report (1992-2002) 


HKUST - #1! MBA program in Asia and Australia - Financial Times (2002) 
- 4| MBA school in Asia and Australia - Asia-Inc (2001) 


Next intake: January 2003 * Application deadline: September 30, 2002 


INFORMATION SESSIONS 


Where you will meet alumni and students to get a better understanding of the program. 


Hong Kong Taipei 
Date: August 13, 2002 (Tuesday) Date: September 9, 2002 (Monday) 
Venue; Pacific Place Conference Centre Venue: Far Eastern Plaza Hotel 
L5 One Pacific Place, 88 Queensway, Admiralty Taipei Metro, 201 Tun Hwa S. Rd. Sec. 2, Taipei 
Time: 6:30 — 8pm Time: 6:30 — 8pm 


FOR ONLINE RESERVATION, PLEASE VISIT www.bm.ust.hk/emba 


FOR ENQUIRY, PLEASE CONTACT US AT: 


Tel: (852) 2358 4180 Fax: (852) 2358 1514 Email: emba@ust.hk 
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The Kellogg-HKUST EMBA Program is an exempted course under the Non-local Higher and Professional Education (Regulation) Ordinance of Hong Kong. It is a matter of discretion 
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rpe rate | governance 





| Your leader on gover- 
nce claims that there is a 
ck of appropriate candidates 

or director roles (“Under the 
yoard talk", June 15th). In fact, 
ere is an apparent un- 
willingness by present non- 
executive directors to let any 

“new ones join the club and 

spoil the party. This office re- 

; ceives around four inquiries 
daily, from executives and 
non-executives seeking board 

~appointments as independent 
- directors. 
-- Recruiting directors prop- 
-erly will in itself help deliver 
stakeholder value. If an organ- 
- jsation is unwilling to use a 
-proper process to ensure that 
ithires the best possible direc- 
-. tors, then this failure becomes 
-a governance issue. It shows a 
_ willingness to accept attend- 
= ees rather than contributors. 

tt STEPHEN COOKE 

-= Voices of Experience 

London 











































CSIR- Recent developments at 
-< Enron, Tyco, ABB and others 
_ have created the impression 
. that the quality of corporate 
governance of public compa- 
~ niesis poor, despite a multi- 
“tude of corporate-governance 
—commissions and recommen- 
' dations. Legislators, stock ex- 
|; «changes and commissions 
~ respond to these concerns by 
-defining ever more structural 
< requirements for boards. The 
-. limited value of structural ele- 
: ments can be seen in many 
boards that have truly inde- 
pendent external directors, 
and follow all the official rules 
and recommendations, but 
still perform poorly in difficult 
times. Every director knows 
that the real difference be- 
tween a good and a bad board 
is not primarily determined 
by structural elements but 
rather by the personalities in- 
olved and the way they inter- 
act. These "soft issues" are not 
discussed publicly because 
they do not easily lend them- 
selves to external evaluation 
or academic research. | 
Many directors see the 
main weakness of their 
; boards in a lack of open and 
— critical discussion. When 
J. board members were inter- 


2 s sewed after a severe crisis, 
many had felt that something - 


was wrong before the crisis 
became apparent. However, 
when these concerns were ex- 
pressed, they were ignored by 
the "better informed" manage- 
ment. The board's *country- 
club atmosphere", full of un- 
written rules, did not 
encourage critical remarks or 
discussion. We should try to 
resist the temptation to over- 
regulate boards and leave 
them the freedom and respon- 


sibility to become more effec- 


tive on their own initiative. 
FLORIAN SCHILLING 

Managing partner 
International board practice 
Heidrick & Struggles 
Frankfurt 





Called to account 


SIR - While WorldCom clearly 
understood the implications 
that its accounting shenani- 
gans would have for its finan- 
cial statements, such 
ramifications seem to have 
been lost on you (“Another 
cowboy bites the dust”, June 
29th). Although it is true that 
characterising financial outlay 
as capital expenditure instead 
of cost does serve to increase 
reported profits in a year, this 
action actually decreases cash 
flow (because of a higher tax 
burden). Is it time to replace 
economics with accounting as 
“the dismal science”? 

RONAL BHAGAT 

New York 





Slumming it? 


SIR - Your lengthy polemic on 
Kenya failed to live up to the 
well-deserved reputation of 
The Economist for informed, 
incisive prose on international 
affairs ("The view from the 
slums”, June 29th). The Kenyan 
government has not "allowed 
the country's roads and sew- 
ers to crumble and rust". 
Rather, itis the suspension of 
donor support that continues 
to place a severe constraint on 
the public resources available 
for financing road and sewer- 
age investment. Even so, over 
Ksh10 billion ($127m) was al- 
located to physical infrastruc- 





ture investment in the 2002 
national budget, including 


Ksh8.4 billion ($1071) for 
roads alone. The budget, inci- 
dentally, also contains provi- 
sions to protect and legitimise 
the very small traders that 
your article made frequent 
sensationalist references to. 
MAC OBARE 

Kenya Development Forum | 
London 





Arab identity 


SIR - Your excellent article on 
Arab development contained 
one error (“Self-doomed to 
failure", July 6th). Clovis Mak- 
soud is nota “respected Egyp- 
tian”. Mr Maksoud, a former 
Arab League ambassador to 
the UN, is Lebanese. 

PIERRE HABSHI 

Beirut 





Cuban missile crisis 


SIR - When Condoleezza Rice 
declares the Cuban blockade 
an example of "forestalling 
certain destructive acts against 
you by an adversary”, she 
gives an interesting interpreta- 
tion of the Cuban missile cri- 
sis (“Caveat pre-emptor”, June 
22nd). It was the Russians who 
“forestalled destructive acts” 
against themselves, by seeking 
to counterbalance the Ameri- 
can first-strike capability rep- 
resented by the medium-range 
Thor missiles based in Turkey. 
The secret deal between Khru- 
shchev and Kennedy that 
ended the crisis saw the re- 
moval of the American first- 
strike capability from Turkey, 
together with the Soviet with- 
drawal from Cuba. 
ALEX KLIMBURG 
Shanghai 





User-friendly 


SIR - You have it backwards | 
about new software (Technol- 
ogy Quarterly, “Buggy 
whipped", June 22nd). It is not 
that users “value new features 
more than reliability" but that 
we live in hope that new re- - 
leases will be less buggy. We 
are all cockeyed optimists in | 
that sense, believing compa- - 








lieving that they wo dn 
sue a new release without = 
addressing them. We continue = i 
to be amazed at how wrong | 
we can be. 

The other aspecti isin- 
compatibility. They force us to 
upgrade by making the pro- 
grams that handle documents 
incompatible with older ver- 
sions of the same software. So 
if you have not got the latest 
version, you cannot even read 
a document prepared by 
someone who has. Boycotting 
the software does not solve 
this problem and they know 
it. 

DAVID WINEBERG 
New York 








Rule 110 


SIR - Stephen Wolfram, in his 
book *A New Kind of Sci- 
ence", demonstrates, in your 
words, "that a cellular autom- 
aton known as Rule 110 can 
operate as a universal com- 
puter” (“The emperor’s new 
theory”, June ist). You rightly 
call this demonstration a “tour 
de force”. The proof of the 
conjecture, as Mr Wolfram 
notes, was due to Matthew 
Cook, who assisted him. Mr 
Cook, after heroic efforts, 
found “the main elements of 
the proof” in 1994; he and oth- 
ers subsequently revised 
some of the details. 

ALLAN GIBBARD 

Michigan 





World Cup goals 


SIR - You declare that Ron- 
aldo's eight goals in this World 
Cup were "a feat unequalled 
by any player since Brazil's 
Pele in 1970" (“The world this 
week”, July 6th). Please, give 
the losing Germans their due: 
Gerd Miller scored ten goals 
in 1970. 

JOÀO LUIS HAMBURGER 

Sáo Paulo @ 





The Government of Qatar Supreme Council 
for Economic Affairs and Investments 


> 


Senior Economists & Senior Investment Analy: 


$120,000 — $180,000 Tax Free + Housing 


5 
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The Government of Qatar Supreme Council for 
Economic Affairs and Investment is a vehicle 
to manage the State's Foreign Reserves and is 
responsible for general economic policies for 
the State of Qatar. As part of the continuing 
development plan the Supreme Council now 
seeks to further bolster the team, based in the 
capital Doha, with three senior hires reporting 
directly to the General Manager. 


The Roles 


Economist: Plans, designs and formulates 
policies to aid in interpretation and in 
solutions of economic problems/opportunities 
for the State of Qatar. 


Energy Economist: Develops, interprets and 
makes recommendations to management 
regarding energy financial plans, acquisition 
activity and new business planning. Aware of 
economic trends likely to affect government 
requirements and operating forecasts. 


4n 
go d 
Investment Analyst: Analyses financial 
information to forecast business, industry 
and economic conditions for use in making 


investment decisions with emphasis on the 
US and European equity markets. 


All roles demand a flexible and creative 
approach, whilst the economists need a 
strategic mentality and proactive drive. 


The Candidates 

The successful candidates will all have a 
minimum 10 years' relevant sector experience, 
excellent academic credentials, and will have 
pedigree backgrounds from the most prestigious 
financial institutions. The analyst will be CFA 
qualified, and the energy economist may well 
have an engineering background. A willingness 
to work selflessly as part of a team is important 
as is the desire to blend into a new community 
(both professional and cultural) and help push 
the department to the next level of excellence. 


A strong affinity to the local culture would be 
an advantage. English is the common means 
of office communication, and is the only 
language pre-requisite, although Arabic would 
be beneficial. 


Qatar has a thriving economy and infrastructure, 
whilst the schooling system is excellent and 
can offer both US and European curricula. 


To find out more about these exciting opportunities 
please send a full CV and covering letter to Wheat, 
33 Throgmorton Street, London EC2N 2BR. 


e-mail: 0012wheatsearch.com 


WHEAT 


KEY PEOPLE PROVISION 


www.wheatsearch.com 
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DEAN, MAXWELL SCHOOL OF 
CITIZENSHIP AND PUBLIC AFFAIRS 
The Maxwell School of Syracuse University invites applications and 


nominations for the position of Dean, to succeed John Palmer after his 15 years 
of distinguished service, 







The Maxwell School, founded in 1924, was the first school of public affairs in 
the United States and has remained first in quality rankings among such schools, 
It is home to six disciplinary departments and three multidisciplinary, degree- 
granting programs. 








The Dean should be nationally prominent in public affairs with an understanding 
of how to educate people for careers in public service. The Dean is the senior 
administrative officer of the School and reports directly to the Vice Chancellor 
for Academie Affairs. 








. For more information about Syracuse University, see http://www.syredu. For 
further information about this position and the Maxwell School, see 
> http://www.maxwell.syredu. 






For best consideration, please submit materials no later than October 1, 2002, 
' Letters of nomination and applications should be submitted in confidence to: 






Syracuse University Maxwell School Dean Search 

A.T. Kearney 

c/o Shelly Weiss Storbeck | 

Managing Director, Education Practice 
333 John Carlyle Street 

Alexandria, VA 22314. 
Phone: 703-739-4613... 
Fax: 703-518-178; 
maxwelldean @atke 

















2] o0 Syracuse University is an Equal Opportunity/A' irmative Action Employer. 
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International Accounting 
Standards Committee Foundation 


Trustees 
(Asia-Pacific, Europe, North America) 
IASC Foundation 

The International Accounting Standards Committee (IASC) 
Foundation is the private sector independent body responsible for the 
development and promulgation of a single set of high quality 
international accounting standards. Nineteen Trustees of the IASC 
Foundation, chaired by Paul A. Volcker, provide oversight for the - = 
Foundation and the International Accounting Standards Board (IASB).. | 
The IASB is the 14-member body responsible for the development of 
international accounting standards. 

The Trustees of the IASC Foundation wish to appoint as Trustees 
three individuals with a background as a senior corporate executive who 
have international experience and are able to command the broad support 
of the business community in their respective region. One of the new f 
Trustees will be from the Asia-Pacific region, one from Europe, and one ^ | 
from North America, The appointments will be for a three-year term. B 

Qualified candidates should be committed to the IASB's mission as a. 
high quality global standard-setter, be financially knowledgeable, and be 
able to meet the time commitment. Trustees are expected to have. an 
understanding of, and be sensitive to, international issues relevant to the 
success of an international organisation responsible for the development 
of global accounting standards for use in the world's capital markets. | 

Trustees' responsibilities include ensuring financing for the 
organisation; appointments to the IASB, the Standards Advisory Council - 
and the International Financial Reporting Interpretations Committee; and. 
general oversight of the organisation. — ^ ^ 

Please indicate interest by sending a cover letter 
and curriculum vitae by 31 July 2002 to 
Paul A. Volcker, Chairman of the Trustees, 
IASC Foundation, 30 Cannon Street, London EC4M 6XH. 











































T^ | preparatory commission for the 
TFE $ -| comprehensive nuclear-test-ban 
Co ““ treaty organization. 
MMISSION treaty organization. 









PREPARATORY 


Ve seek to recruit highly qualified candidates for the following positions: 
Finance Officer (VA151-21-2002) 


Under the supervision of the Chief, Finance Services Section, will: Be 
< responsible for the planning and coordination of the annual accounting closure 
- process, including preparation of the year-end financial statements and the notes 
to the accounts. Analyse accounts with a view to providing solutions, review 
regular financial reports, provide material for the financial reports, prepare 
| reports and approve draft correspondence. Act as liaison with the External 
-Auditors. Responsible for the overall integrity, accuracy and completeness of the 
general ledger, ensuring that the funds are in balance and that all general ledger 
“accounts are reviewed regularly; monitor and review transactions and documents 
nd ensure implementation of procedures to control and monitor income and 
xpenditure, Advise on accounting policies, procedures and application software 
and maintain official records of the accounts documents, prepare briefs on 
accounting issues and make recommendations on questions of financial policy 
and drafting accounting instructions and procedures. 





"QUALIFICATIONS: 
‘A Certified Public Accountant qualification, or equivalent is a requirement. The 
ideal candidate will also have an advanced university degree in finance, business 
| administration or a related field. The person will have at least seven years of 
| relevant working experience in the field of accounting and financial management 
| of which at least two should preferably have been in an international 
- environment. Fluency in English and a good knowledge of at least one other of 
-.] the official languages of the Preparatory Commission. Excellent communication 
| skills in English essential. 


Personnel Officer (VA160-26-2002) 


DUTIES AND RESPONSIBILITIES: 
| Under the ‘supervision of the Chief, Personnel Section, Division of 
^ Administration, to: Be responsible for the recruitment of staff in all categories 
| under fixed-term or short-term contracts, and for recruiting outside expertise such 
“ys consultants, cost-free experts and interns. Prepare and circulate vacancy 
announcements, evaluate applications, interview candidates, review assessments 
of candidates and formulate priority lists for the selection of candidates and make 
salary recommendations. Examine and clear offers of appointment and 
" coordinate the completion of all necessary procedures leading to the appointment 
of a staff member, including references and medical examination. Be responsible 
||. for planning and developing training programmes including new staff member 
| orientation. Prepare and classify new job descriptions, revise existing job 
- descriptions. Prepare policy papers on personnel recruitment issues. 



















QUALIFICATIONS: 

The ideal candidate will possess an advanced university degree or equivalent in 
- human resources, business public administration or a related field. The person 
“will have at least seven years of experience in the field of personnel management 
"preferably including three years in an international organization. Fluency in 
English and a good knowledge of at least one other of the official languages of 
the CTBTO Preparatory Commission is required and excellent communication 
skills in English are essential. 


. REMUNERATION/CONTRACT FOR BOTH POSITIONS: 

Depending on professional background and experience, indicative tax-free 
annual net base salary (inclusive of a variable element for post adjusunent) from 
| US$ 65,798 (without dependants) and US$ 70,657 (with dependants), subject to 
| deductions of contributions to the CTBTO Provident Fund and Health Insurance 

- Scheme. Additional benefits include, when applicable, dependency allowance, 
. education grant for children, rental subsidy, six weeks vacation per vear, home 
. leave travel every two years. Initial contract for fixed-term of three years. 





| For more information, see the CTBTO Preparatory Commission's home page: 

ht (NN CE . When applying. please quote the number of the Vacancy Announcement 
(VA) identified above and.complete the CTBTO Preparatory Commission's Personal History 
Form, which is obtainable from the home page. The deadline for submission for both positions is 
16 August 2002. The CTBTO Preparatory Commission reserves the right to undertake 
. correspondence only with shortlisted candidates, 





x 


 CTBTO Preparatory Commission, Provisional Technical Secretariat, Personnel Section, Vienna 
International Centre, Room E0979, PO. Box 1200, A-1400 Vienna. Tel: (43.1) 26030 6210. 
Fax: (43.1) 26030 5897, E-mail: personnel @ ctbto.org : 
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UGANDA REVENUE / 
VACANCY ANNOUNCEMENT A 
COMMISSIONER, INTERNAL AUDIT AND TAX INVESTIGATION 


URA is inviting applications for the post of Commissioner, Internal Audit and Tax Investigation, 
reporting to the Commissioner-General. 


1. MAIN FUNCTIONS 

(aj Head and plan for the Internal Audit and Tax Investigation Department. 

(b) Examine all accounting and financial transactions and ascertain that they conform to the legal and : 
procedural framework. : 

cj Formulate and implement a programme for the review of internal control and investigation procedures and iF. 
ensure that any weakness, anomalies and irregularities are eliminated. d 

(d) Conduct audits relating to the tax affairs of selected taxpayers with a view of verifying compliance with JE 
the Tax laws; ‘i 

(e) Submit quarterly and other reports to the Commissioner-General, Board of Directors and the Auditor- 
General of Uganda; 

(f). Supervise the investigation of cases that relate to collection of revenue and make recommendations. 

ig) Perform any other duties thal may be assigned by the Commissioner-General or the Board of Directors. 


» QUALIFICATIONS 

(à) ACCA, CIMA or CPA with at least a Masters Degree in Economics, Statistics, Commerce, Accounting or 
a related field: 

(b) A minimum of five years recent experience in investigative work especially in the areas of Tax Fraud and 
Intelligence in Customs, VAT and income Tax matters; 

(c) Knowledge in research methods with strong analytical and problem solving skills; 

(d) A pleasant personality, very high integrity, strong inter-personnel relations and excellent verbal and written 
communication skills: 

ig) Computer skills with extensive and appropriate knowledge of Computer software systems and programs. 

(D — Ability to work under pressure (A result oriented person). 

(g) Thorough knowledge and experience in dealing with Governmental Departments and the Legislature. 


3. NATURE AND TERMS OF EMPLOYMENT 
This is a Senior Management position with very attractive and competitive remuneration package. 
Appointment will be a three-year fenewable contract. 


4. APPLICATION PROCEDURE 
(a) Applications, including detailed Curriculum Vitae and copies of relevant certificates and testimonials 
should be delivered, posted or e-mailed to: 
The Board Secretary 
Uganda Revenue Authority 
P.O. Box 7279 
Kampala. 
E-mail: jmusisi$ ura.go.ug 
(b) Applicant should give names and addresses of three referees. Referees should not be 
relatives of the applicant. 
(c) Applications should reach the Board Secretary by 9th August 2002 
(Far International candidates only). 


IUE AUTHORITY 



































































































UNITED NATIONS 
RELIEF AND WORKS AGENCY FOR PALESTINE 
REFUGEES IN THE NEAR EAST (UNRWA) 





is seeking to employ a: 


Field Finance Officer, P-4, Lebanon 


For detailed information, please refer to UNRWA website 
http: www.unrwa.org/ 


APPLICATIONS: The UN Personal History Form can be 
printed out and faxed to (+972 8) 677 7694, or mailed to: 


Head, Recruitment Section, 
UNRWA HQ Gaza, | 
via UNRWA HQ Amman, 
P.O. Box 140157, 

Amman 11814, Jordan. 


Resumes (CVs) can be emailed to: unrwa-ahr@unrwa.org f 
Please quote ref.#VN/M/33/2002. | | 


The deadline for receipt of applications is 26 July 2002. |] 





THE GLOBAL FUND 


to Fight AIDS, Tuberculosis and Malaria 





Geneva, Switzerland 





Chief Operating Officer 


Se 


nior Health Advisor 


Ref. VB/4478E 


Manage operations of The Global Fund and participate as 
the senior member of the Executive Leadership Team. 
Ensure the Secretariat has the required support to operate 
efficiently and cost-effectively. 

A financial qualification and experience managing a major 
shared services function in the public or private sectors 
and/or the operational function of a large, complex 
organisation with multiple stakeholder groups. An MBA or 
other post-graduate qualification is preferred. 


Ref. CS/4477E 


The Executive Director's most senior policy advisor on public 
health issues. Serve as a senior sounding board to the Office 
of the Chair and the Executive Director and as the Executive 
Director's first representative to global health fora as 
appropriate. Ensure coherent delivery in relation to the 
overall mandate and operating principles. 

A medical degree and experience working with national 
programmes in developing countries is required, with credibility 
and standing as a respected leader in the public heaith field, 
including programme design and senior policy development. A 
post-graduate degree (MBA or public health) is preferred. 


Fund Portfolio Director Africa ref. rag/aa7ot 
Fund Portfolio Director Asia ret. cas/aagor 


* 


Manage a Fund Portfolio team and a specific portfolio of 
funded proposals, ensuring the highest quality generation 
and implementation of granted projects (project size can be 
up to USD 500 million). Manage a team of 3-5 Fund 
Portfolio Managers and support personnel. 

Considerable experience in international project 
management including policy setting and local 
implementation, preferably in the areas of international 
development and/or health in the relevant region. An 
outstanding track record in managed project portfolios. 
Experience in HIV/AIDS, TB or malaria is preferred as is an 
MBA or other post-graduate degree. 


Director of Strategy and 


Evaluation 





e-mail: response.managerGodgers.com 


Ref. FAB/A485E 


Provide high quality analysis and strategic guidance to 
shape The Global Fund's scope and interventions and 
maximise the Fund's effectiveness and impact. Ensure that 
the implementation of strategic objectives and Fund 
interventions are effectively monitored and evaluated on 
global and local levels, particularly through partnerships. 


in-depth experience in the area of international public 
health strategies and development, Considerable exposure 
to the creation and management of monitoring and 
evaluation systems. A post-graduate degree in public 
health, economics, an MBA, or in other relevant disciplines. 





ww 





The Global Fund to Fight AIDS, Tuberculosis and Malaria, | 
headquartered in Geneva, is an independent public-private partnership and the largest global 
fund in the health domain, with over USD 2.0 billion currently committed 
is to attract, manage and disburse additional resources to make a 
contribution to mitigate the impact caused by HIV/AIDS, tuberculo 
in need, thereby contributing to poverty reduction as part of th 
Goals. These positions are in the Secretariat of The Global Fund, 
objectives and strategies into daily business operations, buildin 
public and private sectors. The Secretariat is a highly profession 
organization that values diversity and commitment to the issues. 











Competitive Packages 


Director of External Relations ref. aicp/aas2t 


Maximise income generation from public and private 
donors, building on The Global Fund’s aim to raise new 
money to fight the three diseases. Develop fund raising 
strategy and value proposition for identified sectors and 
build and develop strong relationships with key 
donors/segments, Manage an External Relations team of six, 


A proven track record in resource mobilisation, either fund- 
raising at a senior corporate and major donor level, business 
development or marketing. Well developed business sense, 
experience in the public and/or private sectors and previous 
experience at an international level. An MBA or other post- 
graduate degree is preferred. 


Head of Global Partnerships ret. puiaaaze 


Head of Communications 





Reporting to the Director of External Relations, build 
sustainable and mutually beneficial partnerships for all 
stakeholders with the aim of furthering the goals and vision 
of The Global Fund. Develop and sustain the Fund's 
international and national partner network, striving for 


true partnerships with shared vision and benefit. 


In-depth exposure to managing successful alliances and 
partnerships and some experience at an international level. 
A post-graduate qualification is preferred. 


Ref. VMP/4484E 


Reporting to the Director of External Relations, manage 
communications and reporting to all stakeholders and 
public community, ensuring transparent and frequent flow 
of information on the Fund's goals, aims, achievements and 
results. 


A journalism and/or other university degree and at least 
seven years' experience in journalism or corporate 
communications, some of which has been at the 
international level. Communications experience in 
developing countries and/or complex international political 
environments and a proven track record in devising and 
implementing strategic communications plans. An 
understanding of public health issues would be valuable. 


Competitive packages are offered 
for these positions. 


Please reply, in confidence, by sending a full cv with 
current salary details to Odgers Ray & Berndtson at the 
address below. Closing date for applications is 5th 
August 2002. 


You may also download The Global Fund application form 
from the website www.globalfundatm.org and send it to 
the Odgers Ray & Berndtson address. 


Odgers Ray & Berndtson, 11 Hanover Square, 
London W15 1J} + Tel: + 44 20 7529 1111 
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r Special report Bush and Big Business 


The unlikeliest scourge 


WASHINGTON, DC 


No recent president has been so close to corporate America. Can George Bush 
possibly bite the hand that has fed him for so long? 


HERE he was—America’s first presi- 

dent with an MBA, the man who loves 
to boast about his business background, 
whose presidential campaign raised un- 
precedented sums from corporate wallets 
and whose cabinet is stuffed with chief ex- 
ecutives—standing before 700 pinstriped 
Titans in a New York hotel ballroom, dress- 
ing them down. Faith in the integrity of 
American business leaders was being un- 
dermined, George Bush said fiercely, by ex- 
ecutives “breaching trust and abusing 
power”. The business pages of American 
newspapers “should not read like a scan- 
dal sheet.” It was time for “a new ethic of 
personal responsibility in the business 
community.” He was going to “end the 
days of cooking the books, shading the 
truth and breaking our laws.” 

No Republican president has so bull- 
whipped business since trustbusting 
Teddy Roosevelt railed against the "male- 
factors of great wealth” a century ago. And 
there was more. “Responsible leaders do 
not collect huge bonus packages when the 
value of their company dramatically de- 
clines. Responsible leaders do not take 
home tens of millions of dollars as their 
companies prepare to file for bankruptcy.” 
As Ralph Nader, erstwhile presidential 
candidate and America’s best-known 


business-basher, put it, the former com- 
passionate conservative was now the 
chiding conservative. 

Only months ago, the idea that Mr Bush 
would publicly lambast America’s cor- 
porate bosses was laughable. As a candi- 
date, borne on the wave of a decade-long 
economic boom and an unprecedented 18- 
year bull market, he cashed in on Ameri- 
cans’ love affair with corporate success. 
But things are different now. The stock- 
market bubble has burst and, despite signs 
of economic recovery, Wall Street seems to 
be sunk in gloom. A string of scandals at 
some of America’s most high-flying 
firms—including Enron, Xerox, Tyco, 
Global Crossing and, most recently, World- 
Com-has radically changed the public 
mood. As investors see their portfolios 
shrink, venerated corporate bosses have 
been exposed as fraudulent hucksters. 
Worse, many of the bedrock institutions of 
American capitalism—accounting rules, 
oversight bodies, boards of public compa- 
nies—have been found wanting. Time and 
again, it appears, auditors and outside di- 
rectors failed to detect or disclose cor- 
porate malfeasance. 

As political pressure for reform in- 
creases, so too does the heat on Mr Bush. 
With control of both houses of Congress at 
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stake in November's mid-term elections, 
Democrats have been quick to pounce. In 
the past week, Mr Bush's own business 
background has come under fire (he was 
investigated by the Securities and Ex- 
change Commission on suspicion of in- 
sider trading in 1990, but the case was 
dropped). So too has Harvey Pitt, Mr 
Bush’s chairman of the sec. Both Tom 
Daschle, the top Democrat in the Senate, 
and John McCain, Mr Bush’s Republican 
challenger, called on Mr Pitt to resign this 
week, claiming that he has been too slow 
to react to the scandals. 

Mr Bush’s political opponents are also 
out ahead on reform. This week, the Sen- 
ate was preparing to pass a Democrat-in- 
spired corporate-reform bill, the brainchild 
of Paul Sarbanes of Maryland, that prom- 
ises the most thorough overhaul of Ameri- 
can accounting since the 1930s (and is con- 
siderably more radical than a bill already 
passed by the House of Representatives). 
Mr McCain this week called for even more » 











* wide-ranging reform, including requiring 
companies to record stock options as a 
business expense, and preventing top cor- 
porate bosses selling shares in their firms 
while they head them. 


Not quite like Teddy 

Is the businessman's president really pre- 
pared to take business on and push hard 
for reform? Despite the set jaw and ag- 
grieved tone in New York, probably not. 
Mr Bush may have sounded a little like 
Teddy Roosevelt, but he showed scant sign 
of thinking like him. Roosevelt, a Progres- 
sive Republican, radically reshaped Amer- 
ica’s economic landscape—and, in the end, 
left his party. Most famously, he broke up 
the “trusts”, the powerful corporate 
monopolies that dominated late-19th-cen- 
tury America, by bringing 44 antitrust 
cases in seven years. 

Mr Bush, by contrast, thinks the current 
crisis stems from a few bad-apple chief ex- 
ecutives rather than the system as a whole. 
Hence his focus on tough penalties for cor- 
rupt businessmen and his plea for higher 
ethical standards. The president an- 
nounced the creation of a "financial- 
crimes SWAT team" at the Justice Depart- 
ment to root out corporate fraud, and 
wants to double the maximum prison sen- 
tence for financial fraud from five to ten 
years. But he offered few concrete sugges- 
tions for systemic reform: no mention of 
forcing companies to record stock options 
as an expense, little mention of changes to 
strengthen shareholders' rights, not even 
an endorsement of the Senate corporate- 
reform bill, though he gave a brief nod to 
the weaker House version. 

This “bad apples" theory is also one 
that corporate America is keen on. TV 
news programmes are full of corporate 
bosses deploring the "shocking" and "un- 
conscionable" behaviour of a few of their 
peers. Tom Donohue, the boss of the pow- 
erful US Chamber of Commerce, this 
week excoriated the “inexcusable and un- 
ethical behaviour" of some of his kind. 
“Put 'em in jail!” he thundered at a press 
conference, banging his fist on the table. In 
the same breath, however, Mr Donohue 
warned against “over-reaching responses” 
and vowed to fight all the most radical 
parts of Mr Sarbanes’s bill. 

A close look at Mr Bush’s team shows 
clearly why his position and Mr Dono- 
hue’s are not far apart. Unlike the Reagan 
crowd, who-despite impressive stock 
portfolios—stormed into Washington from 
California in 1980 determined to cut the 
size of government and beat communism, 
Mr Bush has surrounded himself with less 
ideological types, veterans of the cor- 
porate establishment. 

At the top, four of his cabinet secretar- 
ies are former chief executives of large 
American companies. Vice-President Dick 
Cheney ran Halliburton, an oil-services 


firm; Paul O’Neill, the treasury secretary, 
headed Alcoa, an aluminium giant; Do- 
nald Rumsfeld at Defence ran General In- 
struments; Don Evans, the commerce 
secretary, ran Tom Brown, an oil and gas 
company. No president since Eisenhower 
has had more than one ex-chief executive 
in the cabinet, and Eisenhower had only 
two. 

Less well known is the infusion of cor- 
porate types at lower levels. At the Defence 
Department, Thomas White, the secretary 
of the army, was formerly head of the en- 
ergy-trading arm at Enron; James Roche, 
secretary of the air force, came from North- 
rup Grumman; Gordon England, secretary 
of the navy, was with General Dynamics. 
Yet more junior ex-corporate staff have 
come into the administration with them. 

Lobbyists have also fared well. Andrew 
Card, Mr Bush's chief of staff, was once the 
top Washington lobbyist for the car indus- 
try. Mr Pitt of the sec made his career asa 
lawyer representing the accounting indus- 
try, lobbying hard against any tightening 
of the rules. (As a result, Mr Pitt has had to 
recuse himself from many of the sEc’s de- 








cisions this year: at least ten of his former 
clients are currently under sec investiga- 
tion) Two other Bush appointees to the 
five-member sec also came from accoun- 
tancy firms. 


Too close for comfort 

Business insiders were considered, at least 
for a while, as a positive asset to govern- 
ment. The White House bragged that they 
would make it run better. This year's bud- 
get, for instance, promised "competitive 
sourcing", the "strategic management of 
human capital” and a "Management 
Scorecard". From the famously cumber- 
some Pentagon to the Treasury Depart- 
ment, efficiency would be improved, the 
Bush team promised, by men who under- 
stood about the bottom line. 

Unfortunately, business smarts are 
now a political liability. Mr White, the 
army secretary, was the first embarrass- 
ment. His assurances that he knew of no 
wrongdoing made him appear either in- 
competent orfraudulent. The next, and po- 
tentially much more serious, scandal 
could concern Mr Cheney: the sEc re- 
cently began an investigation into possible 
accounting irregularities at Halliburton 
when he was chief executive. 

Finally, Mr Bush’s own business back- 
ground is coming under embarrassing 
scrutiny. In 1990, when his father was 
president, Mr Bush sold 212,000 shares in 
Harken Energy, an oil company of which 
he was an outside director. Two months 
later, the company announced a loss and 
the shares tumbled. A subsequent sec in- 
vestigation revealed that Mr Bush had not 
disclosed the sale of his stock in the 
“timely manner" the law required. The 
president's excuse for not filing the papers 
was a “mix-up” with his laywers. Though 
the sEC investigation in 1990 went no- 
where, it is clear that (at the very least) Mr.» 















* Bush failed to keep to the disclosure stan- 
dards he demands from corporate bosses. 

More telling than the business connec- 
tions of his team is their policy record so 
far. For all the free-market talk during the 
campaign, this administration has ex- 
celled at forsaking sensible economics in 
- the face of powerful special interests. 

Trade policy offers a prime example. Mr 
Bush, who touts himself as a free-trade 
president and who pushed for the launch 
of anew global trade round, has nonethe- 
less been happy to slap on protectionist ta- 
riffs. His decision in March to impose ta- 
riffs of up to 30% on imported steel was the 
most outrageous (and certainly something 
Bill Clinton, for all his faults, never did). He 
has also put tariffs on softwood lumber, 
and has tacitly condoned the efforts of 
Congress to offer more protection to Amer- 
ica’s dying textile industry. 

Then came the farm bill, which two 
months ago overturned the market-based 
agricultural reforms that were bravely 
brought in in the 1990s. The farm bill busts 


the budget and threatens, by itself, to un- 


dermine the prospects for concluding a 
new global trade round—all in the interests 
of doling out huge cheques to American 
agribusiness. Nor did the Bush administra- 
tion flinch from offering America’s airline 
industry (briefly shut down by govern- 
ment order after September 11th, but flail- 
ing long before) a bailout last year. Months 
after the terrorist attacks, administration 
officials are still engaged in deciding which 
airlines should receive government guar- 
anteed loans. 

Although a few free-market purists 
haunt the White House, too many of the 
corporate types in the Bush team equate 
good economic policy with what is good 
for business. Sometimes the two coincide. 
Mr Bush's decision to embrace voluntary, 
rather than mandatory, guidelines for 
workplace ergonomic standards, for in- 
stance, increases employers' flexibility 
and makes economic sense. So, too, do his 
relaxations of parts of the Clean Air Act. 

But too often this administration's pol- 
icy seems to be expressly tailored for (and 
heavily influenced by) business lobbies. 
Mr Cheney's much-ballyhooed energy 
plan, prepared last year, appears to have 
been largely written by the energy indus- 
try. Similarly, this year's “economic stimu- 
lus package" was less an effective tool of 
economic policy than a sop to corporate 
America. Its main provision was a three- 
year investment-tax break. Even the con- 
servative Weekly Standard called the bill “a 
collection of corporate pork, self-serving 
subsidies and narrowly focused favours". 

Perhaps most telling, the Bush team has 
taken few goodies away from corporate 
America. Last year's budget, for instance, 
demanded a $12 billion cut in corporate 
welfare. Nothing happened. Instead, gov- 
ernment spending-even excluding de- 





fence and homeland security-is rising 
fast. Part of this is, of course, the result of 
the recession, but for all the high-minded 
talk about reining in government, Mr 
Bush's team has presided over an explo- 
sion of corporate spending. 


Politics comes first 

This grubby tale is not unprecedented. Mr 
Bush's protectionism still pales in com- 
parison with Mr Reagan's-the man who 
slapped “voluntary export restraints” on 
cars and machine tools and introduced 
minimum price floors on semiconductors. 
For all their Adam Smith ties, the Gipper's 
aides in the White House were only too 
happy to help out American farmers and 
other friends. | 

Moreover, the blame for the recent sy- 
cophancy towards business lies with Con- 
gress as much as with the White House. In 
an election year, with control of Congress 
in the balance, lawmakers from both par- 
ties are keen to spend lavishly, bail out air- 
lines, suck up to steel firms and fatten the 
wallets of rich farmers. And the motiva- 
tions of the Bush team, too, have often 
been crudely political. The steel tariffs 
were in part an attempt to shore up Repub- 
lican votes in West Virginia, Ohio and 
other steel-dominated states. The farm bill 
was designed to boost Republican chances 
from Arkansas to South Dakota in the mid- 
term elections. Both sprang less from cor- 
porate prodding than from the political 
calculations of Karl Rove, Mr Bush's chief 
political strategist and the most important 
adviser in the White House. 

In fact, when Mr Rove's electoral strat- 
egy demands it, corporate America's de- 
mands have been ignored. The tax cut that 
Mr Bush signed in 2001 did not (as busi- 
nessmen wanted) cut the corporate-tax 
rate orhand them the other tax breaks they 
craved. Instead, corporate America was 
told to wait. Mr Rove wanted to use the tax 
cutto shore up the conservative base of the 
Republican Party. Mr Bush was to be 
painted as Mr Reagan's heir, determined to 
hand the American people back "their 
money", rather than as the candidate of 
big business. 

This record suggests that Mr Bush will 
try to reform business practices only as far 
as Mr Rove impels him. And the omens are 
not good. There is unlikely to be pressure 
for action from the right. As many disgrun- 
tled conservative intellectuals are pointing 
out, the modern conservative movement 
has gone corporate. Marshall Wittmann, a 
leading conservative scholar, argues that 
the anti-government and anti-communist 
glue that held the conservative movement 
together has been dissolving. Big corpora- 
tism has taken its place. Many former fire- 
brands of the Republican right are now 
making money as lobbyists. It is a sign of 
the times that Marc Racicot, the new chair- 
man of the Republican Party, refuses to 






give up his day job at a law firm with nu- 
merous lobbying clients, though he prom- 
ises not to lobby himself. 

Nor is it clear how far Democrats will 
ride the bandwagon of corporate reforms. 
Though senior Democrats have turned up 
the populist rhetoric recently, this is the 
party Bill Clinton recast as one that was 
friendly to business. Al Gore’s anti-busi- 
ness populism in the 2000 campaign may 
now sound prophetic, but the party estab- 
lishment has yet to endorse it (see Lexing- 
ton, page 34). Democratic lawmakers, too, 
know the determinedly friendly embrace 
of corporate lobbyists. Joe Lieberman, Mr 
Gore’s running-mate, is well known as a 
friend of Silicon Valley. Not surprisingly, 
he has long been a staunch opponent of re- 
forming the treatment of stock options. 
This week’s Senate activity, centred on the 
Sarbanes bill, may well mark the climax, 
rather than the start, of the Democrats’ re- 
formist zeal. 

Most important, there are few signs yet 
that cleaning up corporate America is an 
issue that animates the voters. Polls show 
that Americans have little faith in their 
business leaders—a recent survey found 
less trust in corporate America than in the 
paedophile-shuffling Catholic cardinals— 
but politicians do not seem to be suffering 
as aresult. Mr Bush’s approval ratings have 
fallen from their sky-highs, but they are 
still very strong. 

The president, therefore—Mr Rove may 
well say—need do no more than talk tough. 
This alone will convince ordinary Ameri- 
cans that he is on top of the issue. As the 
economy rebounds and public outrage 
subsides, the clamour for change will qui- 
eten. Democratic attacks will fizzle, and 
far-reaching reform bills will be watered 
down before they become law. Politically, 
the gamble makes sense. Unfortunately 
for American capitalism, a great opportu- 
nity will be missed. @ 








Afghanistan 


Murder in a “safe” city 


Repairing the damage to the new government 


AJI ABDUL QADIR did not have much 

time to enjoy his new job. As he drove 
from his office in Kabul on July 6th, Mr Qa- 
dir, a vice-president of Afghanistan and 
minister of public works, was sprayed 
with bullets and died on the spot. Two 
gunmen drove away under the watch of 
ten security guards. The guards have been 
arrested, as have two men driving a car 
similar to the one that left the scene. The 
search for the killers continues, but so far 
there is little to indicate who ordered the 
murder, and why. What is clear, however, 
is that the killing of Mr Qadir, an impor- 
tant figure in Afghan politics, is a serious 
blow to the fledgling government of Presi- 
dent Hamid Karzai. 

Mr Qadir was not short of enemies. He 
was a member of a conservative resistance 
group led by Gulbuddin Hikmatyar during 
the Soviet occupation, and at first wel- 
comed Osama bin Laden to Afghanistan 
when the world's now most wanted man 
was expelled from Sudan. He became gov- 
ernor of the eastern province of Nangar- 
har in the early 1990s, but turned against 
the Taliban after failing to strike a deal 
when they came to power. He had to flee, 
and resumed his job as governor at the end 
of last year after the Taliban were toppled 
by the American-led coalition. 

But he was popular. Huge crowds at- 
tended his funeral (pictured). His enemies 
were to be found among rivals envious of 


his wealth and influence. He was recently 
involved in a struggle against Haji Zaman, 
a gang leader, for control of territory 
around Jalalabad, the main town in 
Nangarhar. Mr Zaman was the loser and 
fled to Pakistan. His followers have no love 
for the governor. Local rivalries have also 
centred on drugs. Mr Qadir is believed to 
have benefited from the lucrative opium 
trade: Nangarhar is one of the main 
poppy-growing regions in Afghanistan. 
His position during recent government at- 
tempts to eradicate this year's crop has not 
been particularly helpful. 

Mr Qadir, though belonging to the 
Pushtun majority that ruled Afghanistan 
for generations, had strong ties with the 
powerful Northern Alliance which fought 
the Taliban to the end. He was one of the 
few influential Pushtunsin the Tajik-led al- 
liance. Nevertheless, he was seen as a de- 
fender of Pushtun interests and publicly 
criticised what he considered to be the ex- 


cessive Tajik influence in liberated Af- 


ghanistan. During the Bonn negotiations 
that led to the creation of the six-month in- 
terim administration in December, he 
walked out to protest against what he saw 
as a Tajik hijacking of power. 

Many Pushtuns were hoping that the 
loya jirga, the grand council that nomi- 
nated a new government in June, would 
produce a rebalancing of the cabinet's eth- 
nic composition. Tajiks, however, retained 
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their influence, keeping the ministries of 
defence and foreign affairs, while the for- 
mer king, a Pushtun, came under pressure 
to withdraw from the presidential race. 

The vice-president's death is likely to re- 
inforce the Pushtuns' perception that they 
have nothing to expect from the central 
government. Pushtuns have been perse- 
cuted in the north of the country, where 
they are a minority, and many have fled 
the region. In their traditional eastern and 
southern strongholds, they have been the 
accidental victims of the fighting between 
the coalition forces and remnants of the 
Taliban and al-Qaeda. In January, about 
20 civilians died when American special 
forces stormed a village in Oruzgan. Last 
week, in the same province, 48 civilians 
were reported to have been killed and 
more than 100 wounded during an Ameri- 
can-led operation that went wrong. In Pak- 
tia, Pushtuns have been complaining 
about repeated searches. 

The growing disenchantment of the 
Pushtuns only adds to the problems of 
President Karzai, who has been struggling 
to expand central authority over an inse- 
cure country divided by local rivalries. The 
government not only lacks the muscle to 
keep local commanders and their private 
armies in check, but cannot even protect its 
own officials. In February, the minister of 
aviation and tourism was killed by what 
first seemed to be an angry mob. Mr Karzai 
then accused members of the Northern AI- 
liance of killing him, but no arrest has 
been made. Even the powerful Tajiks are 
not safe: in April, Mohammed Fahim, the 
defence minister, escaped an assassina- 
tion attempt in Jalalabad. 

Mr Karzai has tried to coax powerful lo- 
cal commanders into supporting the cen- 
tral authority by offering them govern- 
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> shows that he cannot offer them security. 


The fact that he was killed in Kabul is a re- 
minder that the gun is feared even in a city 
considered one of the safest places in Af- 
ghanistan, thanks to the presence of the In- 
ternational Security Assistance Force, and 
where the central government is supposed 
to be in control. Those tempted by the pros- 
pect of a job there may now prefer to re- 
main in their fiefs, where they can be pro- 
tected by their own men. 

In spite of Mr Karzai's repeated calls for 
protection to be provided for other parts of 
Afghanistan, friendly foreign countries 
have been willing only to provide peace- 
keepers for Kabul and instructors to help 
the government train a national army and 
police. After Mr Qadir's death, some 
American politicians have renewed calls 
for the United States to broaden its in- 
volvement beyond the military campaign 
against Taliban and al-Qaeda fugitives, 
most of whom are anyway now thought 
to have crossed into Pakistan. 

According to George Bush, the training 
of an Afghan force remains the best way to 
make the country secure. Home-grown se- 
curity, however, is unlikely to become ef- 
fective in the near future, and such security 
will depend on creating a sense of na- 
tional loyalty in the ranks of the Afghan re- 
cruits. This is by no means a foregone con- 
clusion in a country that has been plagued 
by warring factions for the past decade. 
Hardly a comforting thought for Mr Karzai 
as he seeks to put new life into his be- 
reaved administration. 8 





Indonesia 


A direct insult 


JAKARTA 
After 57 years, can't voters be trusted to 
make a sensible choice? 


S THINGS stand, Indonesian voters 
could elect their president directly for 
the first time in 2004. They could, but it is 
not clear that they will. The principle of a 
direct election was enshrined in the con- 
stitution last year, but President Megawati 
Sukarnoputri said recently that she thinks 
her people may not be ready yet for this 
simple democratic act. Miss Megawati's fa- 
ther, Sukarno, declared independence 57 
years ago. How much time do you need for 
a country to mature? The question will be 
mulled over in August by the People's Con- 
sultative Assembly, or MPR, the supreme 
authority on the matter. 

Instead of two rounds of voting to pro- 
duce a winning candidate, Miss Mega- 
wati's party has proposed one round only. 
If no one received more than 50*6 of the 
vote, the MPR would decide the outcome. 


"Democracy" of the street 


There would be the political barter of the 
past, and the likelihood of a weak presi- 
dent. Many Indonesians are fed up and say 
they will not vote at all in 2004, either for a 
president or in the parliamentary election 
due then. Four years of rowdy democracy 
that sometimes moved into the streets 
have not done much to improve the lot of 
ordinary Indonesians, many of whom see 
signs of a return to authoritarianism. 

Miss Megawati's stance has bemused 
many. In 1999, Indonesia's indirect system 
of electing the president cost her the race. 
Opinion polls showed she would have 
won a direct election convincingly. She be- 
came president only last year, replacing 
Abdurrahman Wahid, who had been in- 
stalled as a result of horse trading and was 
later thrown out. But 2004 will not be 1999 
revisited. Sukarno's daughter did not in- 
herit his speechmaking talent and might 
pay for this deficiency in a televised cam- 
paign debate. 

Her party, the Indonesian Democratic 
Party-Struggle, came first in the 1999 par- 
liamentary election. But Miss Megawati's 
closeness to the army has unnerved many. 
It is still full of would-be reformists anx- 
ious to make their mark after years in the 
cold. But it has also attracted wheeler-deal- 
ers who have seen a chance to gain legiti- 
macy and join the ranks of Indonesia's po- 
litical elite. This wealthy and ill-defined 
oligarchy, sometimes referred to by the Ja- 
vanese word priyayi, crosses party lines 
and has in effect ruled Indonesia since in- 
dependence. But none of the big parties 
does well on internal party democracy. 
Most have a charismatic leader, who dom- 
inates the party. Ironically, Golkar, the po- 
litical vehicle of the Suharto regime, does 
slightly better than the others in this re- 
spect. Its leader, Akbar Tandjung, the par- 
liamentary speaker, is at least seen as a 
pluralist who listens to all views, although 
the corruption charges he now faces have 





all but ruined his chances of winning the 
presidency in 2004. 

In September, the House of Represen- 
tatives will start to debate new legislation 
that will govern the conduct of the 2004 
parliamentary election. All but six of the 
existing parties will be debarred from run- 
ning. Critics say the provisions are open to 
government abuse. Supporters say it is 
sensible to avoid the chaos of 1999, when 
48 parties fielded candidates. The impor- 
tant thing may be that not all Indonesians 
are so fed up that they have abandoned 
discussion of the future of democracy. m 





India and Pakistan 


A change of mood 
over Kashmir 


DELHI 
What the peacemakers can expect 


HE American-British caravan of top of- 

ficials that has been trying to inspire 
peace talks between the nuclear powers of 
India and Pakistan is on the move again. 
Jack Straw, the British foreign secretary, is 
due to visit the two countries at the end of 
next week, quickly followed by Colin Pow- 
ell, America's secretary of state, and next 
month by Richard Armitage, the deputy 
secretary of state. Their aim will be to try to 
lower tensions between the two countries 
that have had some 1m troops mobilised 
on their borders for months. Pakistan has 
to be persuaded to do more to stop terro- 
rists infiltrating into Indian-administered 
Kashmir, while India has to start to nor- 
malise relations with Pakistan and to deal 
with what Mr Straw has described as the 
"human-rights deficit" in Kashmir. 

The visitors will find the mood in Delhi > 


Ead 


has stiffened since their caravan last trun- 
dled through in May and June. Indian off- 
cials say infiltration picked up sharply at 
the end of June, after a lull, proving, they 
argue, that Pervez Musharraf, Pakistan’s 
president, has no intention of carrying out 
pledges he made to Mr Straw and Mr Ar- 
mitage to stop infiltration “permanently”. 

Yashwant Sinha, India’s new foreign 
minister, said a week ago that infiltration 
was back to levels seen before Mr Mushar- 
raf made what was regarded as a peace- 
making speech on May 27th. That may 
have exaggerated the trend; but India is ac- 
cumulating evidence of infiltration, and 
the continued existence of terrorist camps 
near the border, so that it can turn down 
any requests by visitors for more friendly 
steps towards Pakistan. It does not want to 
make any gestures until it sees firm evi- 
dence of a change on the border. Without 
that, the threat of war remains. 

India’s reactions in the coming weeks 
may be conditioned by a re-emergence of 
its diplomats’ decades-old prickliness 
about how their country is treated by the 
United States. Relations improved during 
the four years that Jaswant Singh was In- 
dia’s foreign minister, paving the way for 
America’s support for India over Kashmir. 
But Mr Singh was succeeded by Mr Sinha 
on July 1st, and the sensitivities have be- 
gun to reappear in remarks made this 
week by India’s new top diplomat, Kanwal 
Sibal. Mr Sibal was previously ambassa- 
dor in Paris but, possibly more signifi- 
cantly, he was deputy ambassador in 
Washington at the beginning of the 1990s 
when relations with America were far 
from close. 

Mr Sibal said on July 8th that America 
was intentionally giving Mr Musharraf “a 
lot of room to play with ambiguities on ter- 
rorism” so that he had “an alibi” when ter- 
rorist attacks took place in Kashmir. Amer- 
ican priorities in the fight against terrorism 
were “not quite in phase” with India’s be- 
cause the United States was less concerned 
about stopping terrorism in Kashmir than 
elsewhere. Mr Sibal also condemned the 
American and British governments’ deci- 
sion to advise their nationals to leave India 
at the height of the recent India-Pakistan 
confrontation as a “political act” aimed at 
pressing India to back off from a possible 
war with Pakistan. 

It is not yet clear whether all this marks 
a change in the foreign ministry’s ap- 
proach to relations with the United States. 
If it does, it will be offset by a more corrob- 
orative approach by Brajesh Misra, the 
prime minister’s national security adviser. 
Mr Sinha will be aware that members of 
Parliament are likely to want him to ex- 
plain what India has gained from its sup- 
port for America’s international campaign 
against terrorism, when that campaign is 
apparently failing to stop Pakistan's sup- 
port for terrorism in Kashmir. m 


DI ; 5 : 
Philippines 


Americans are 
going home 


MANILA 
Theterrorists who got away 


T United States has begun withdraw- 
ing the soldiers it sent to the southern 
Philippines to prosecute its war on terro- 
rism. What have they achieved? Not a lot. 
More than 1,000 American troops arrived 
to assist the Philippine armed forces in 
their mission to eradicate the Abu Sayyaf, 
a band of armed Filipino Muslims which 
once had links with Osama bin Laden. 
Members of the Abu Sayyaf, although 
weakened by a series of skirmishes, are 
still at large in their usual haunts, the 
mountains and jungles of the south-west. 

Because many Filipinos object to the re- 
turn of troops from the former colonial 
power, American forces have not been al- 
lowed to do any fighting, except in self- 
defence. Their six-month-long mission has 
been to train and advise Filipino troops, 
and help with surveillance, equipment, 
engineering and logistics. Since the Ameri- 
cans arrived, the Philippine armed forces 
say they have reduced the strength of the 
Abu Sayyaf from hundreds to dozens. But 
the Abu Sayyaf leadership is still largely in- 
tact. The United States has offered $5m for 
the capture of five leading figures in the 
Abu Sayyaf. The Filipinos believe that they 
have killed one of the five, but they have 
yet to find his body. 

The United States regards the Abu Say- 
yaf as terrorists, although its main activity 
is kidnapping for ransom. America’s sec- 


Americans can march but not fight 
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ondary objective was to help rescue three 
hostages, two of them Americans. In the 
course of a rescue operation, two hostages, 
including one of the Americans, were shot 
dead. The other American was wounded. 
A few days later, armed men in the region 
abducted four Indonesian seamen, al- 
though Filipino officers deny that the kid- 
nappers belonged to the Abu Sayyaf. One 
of the Indonesians escaped. 

Most of the American forces are due to 
be withdrawn by the end of July. There are 
plans for some to remain, to supervise en- 
gineering work and prepare for future 
training. The United States is to provide an- 
other $10m in military aid. American in- 
structors have spent much of their time in 
the country teaching Filipino helicopter pi- 
lots how to use equipment that will allow 
them to fly at night, and teaching Filipino 
soldiers how to shoot straight. The Philip- 
pine armed forces believe they are now in 
better shape to finish the task of wiping 
out the Abu Sayyaf. 

The American military presence has 
been a popular success, at least in the Phil- 
ippines. There have been calls among 
Christians living in the predominantly 
Muslim south-west for the American 
forces to stay, and even take part in the 
fighting. President Gloria Arroyo appar- 
ently feels she can ignore nationalists who 
argue that the deployment of American 
troops compromises Philippine indepen- 
dence. The most prominent exponent of 
this nationalist sentiment is her vice-presi- 
dent, Teofisto Guingona. Mrs Arroyo 
showed no qualms in accepting Mr Guin- 
gona’s resignation from his concurrent 
post of foreign minister. The more impor- 
tant matter for George Bush is whether the 
American public will be impressed by the 
partial success of his soldiers. m 
















Japan 


Taxing problems 


TOKYO 
Koizumi goes into battle again 


MSS Japanese have long given up 
waiting for Junichiro Koizumi to 
achieve anything bold. On July oth, parlia- 
ment made a mockery of yet another of 
the prime minister's cherished causes, by 
passing a version of his postal-reform 
plans that fell far short of encouraging 
private competition. The mighty post of- 
fice has resisted a necessary shake-up. 

But the compromises and failures have 
notstopped Mr Koizumi and his team from 
churning out other reform ideas, while 
billing each new proposal as another 
sweeping change. The prime minister's lat- 
est scheme for revamping the economy, 
unveiled as part of a broader economic 
plan last month, is tax reform. 

Mr Koizumi hopes to have detailed pro- 
posals ready for parliament by the end of 
this year. But first he must resolve disputes 
between the tax committee of his Liberal 
Democratic Party (LoP), which wants to 
grant new tax breaks for corporate backers, 
and the finance ministry, which is keen to 
shore up revenues in the face of rising debt 
and ratings downgrades. Mr Koizumi has 
braced himself for these battles by propos- 
ing to do a little to meet the demands of 
each advisory group. 

He does want to grant more tax breaks 
to Japanese businesses, especially the pre- 
cious few that invest alot and make a good 
profit. At 3.496 of GDP, corporate taxes yield 
revenues that are close to the OECD aver- 
age. But because many Japanese compa- 
nies report little or no profit, the govern- 
ment is getting its take from imposing high 
taxation rates on a relatively small number 
of successful firms. 

Heizo Takenaka, Mr Koizumi’s econ- 
omy minister, reckons that cuts in tax rates 
for such firms would lower revenues by up 
to ¥1.6 trillion ($13.5 billion). Given Japan’s 
public-debt worries, the government must 
offset this somehow, but despite Mr Koi- 
zumi’s push to rein in public works, the 
prospect for filling the gap with spending 
cuts are “limited”, the minister says. The 
plan calls for the cuts to be offset by higher 
taxes on unprofitable companies and 
households. 

Some 70% of Japanese companies, 
mostly small firms, at present pay no tax. 
Although technically unprofitable, many 
firms shield their income by means of gen- 
erous loopholes. Mr Koizumi aims to tax 
such things as rents, wages and other ex- 
penses. This would eliminate many loop- 
holes, stress economic activity over profits, 
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and generally put a degree of pressure on 
inefficient companies. 

Personal income taxes in Japan, at 4.8% 
of Gpp, are less than half the OECD aver- 
age (the government gets relatively more 
revenue from taxes raised to provide social 


security services). Although Japan’s top 
tax rates are stiff, lower-income house- 
holds fare relatively well. Mr Koizumi 
would like to bring down the thresholds 
for the lower tax brackets. He would also 
like to overhaul inheritance taxes, which 
keep savings trapped in the housing sector 
by discouraging families from selling. 

Mr Koizumi's supporters liken these ef- 
forts to those of Margaret Thatcher and 
Ronald Reagan, on the ground that the tax 
changes will boost productivity. Though 
such comparisons exaggerate the scope of 
the plan, the prime minister’s proposals 
would on the whole promote more effi- 
ciency. Allowing breaks on investment 
might not be terribly clever, given that Jap- 
anese managers tend to over-invest and ig- 
nore profitability. But reducing the burden 
on vibrant firms, while making life 
tougher on the zombies, is nevertheless a 
step in the right direction. Orit would be, if 
he actually does it. If he cannot defeat his 
opponents in the LDP on other issues, can 
Mr Koizumi really take on working-class 
families and small firms? ii 
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Tangled up in red 
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State budgets are a disaster. And, yes, this does matter 


66 E ARE faced with any number of 

bad choices,” says David Red- 
wine, a lawmaker from North Carolina, of 
his state’s effort to close its dire budget defi- 
cit. “It’s pretty much pick your poison.” 

North Carolina is no exception. In New 
Jersey, the governor threatened to send 
state troopers to round up local politicians 
who failed to appear for a special session 
on the budget. In Kentucky, the state trea- 
surer is asking a judge whether the state 
can legally operate without a budget (it 
was one of half a dozen that failed to pass 
one on time). Tennessee had to send half 
its state workforce home when it briefly 
ran out of money. And California faces a 
budget deficit of $23.6 billion, a staggering 
25% of revenue—a deficit which, if it were 
being run by a country, would send the 
currency crashing and usher in the Inter- 
national Monetary Fund. 

July marks the start of most states’ fiscal 
years and this year (fiscal 2003) will be the 
second dreadful one in succession. In fiscal 
2002, state revenues were 5.6% lower than 
expected when budgets were adopted, ac- 
cording to the National Association of 
State Budget Officers (NASBO). This year 
will be worse. Only days into the new fis- 
cal year, some states are already calling for 
special legislative sessions because their 
new budgets—mostly based on revenue 
forecasts made in April—look unrealistic. 

That raises a troubling question: are 
. these woes largely cyclical, attributable to 





last year’s slowdown in the economy? Or 
are they structural, to do with the way 
states raise and spend money? The answer 
matters not only to the states themselves, 
whose spending accounts for around 5% 
of American’s gross national product. It 
also affects national policy. States are 
responsible for swathes of America’s pub- 
lic services, including education, public 
health, welfare and a good deal of spend- 
ing on infrastructure and the police. 

. The best reason for thinking the current 
problem is cyclical is simply that it has 
happened before. State budgets were ham- 
mered in the recessions of the early 1980s 
and the early 1990s. Scott Pattison, 
NASBO’s executive director, argues that 
state budgets lag behind the national econ- 
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omy by 12-18 months, which is why their 
main problem at the moment is that reve- 
nue is falling at a time of modest recovery. : 

The first three months of this year were : 
the worst quarter in living memory. Total 


tax revenue fell almost 8%, compared with 


the first three months of 2001, with some 
big states seeing falls of 15% or more (see 
map). The real problem was worse. Some 
states raised taxes in fiscal 2002. If you ad- 
just for this, and for inflation, the underly- 
ing revenue fall was 9.5%, according to the 
Rockefeller Institute of Government at the 
State University of New York in Albany, 
And if you look just at April-the month 


when states process most income-tax re 
turns, and which serves as a harbinger for - 


the rest of the year-personal income-tax 
collection fell by almost a quarter. 

Even if all this were mainly the result of 
the national slowdown, that would not 
necessarily be good news, at least in the 
short run. Since the 12-18 month lag has 
some way to run, Mr Pattison reckons fis- 
cal 2003 will be even worse than 2002: rev- 
enues will fall further, requiring far more 
painful spending cuts next year. 

Still, after that one might expect an up- 
turn, tracking the business cycle. States 
have become slightly more dependent re- 
cently on income taxes, which account for 
18% of total revenue. They depend particu- 
larly on taxing the incomes of their richest 
inhabitants. Those revenues, which have 
always been volatile, have become even 
more so thanks to the growing importance 
of stock options, capital gains and other 
non-wage income. If the economy recov- 
ers, states might benefit disproportion- 
ately in the recovery, as they have suffered 
disproportionately in the downturn. ! 

Certainly, the states themselves appear _ 
to take this optimistic view, at least to 
judge by their attempts to balance their 
budgets (as all but Vermont are constitu- 
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> tionally required to do: deficit financing is 
banned). Because itis election year, and 36 
governors are up for re-election, politi- 
cians have been more than usually reluc- 
tant to make unpopular spending cuts or 
tax hikes. Instead, they have resorted to all 
manner of jiggery-pokery. 

The most egregious example comes 
from Wisconsin, supposedly a paragon of 
good government. It has taken almost all 
its share of the money paid out to states by 
tobacco companies, used it to back a bond 
issue, and then used the bond to balance 
the budget. The tobacco settlement was 
supposed to be spread over 25 years, so 
this amounts to spending a quarter of a 
century's income at one fell swoop. 

This would be dubious at the best of 
times. But what if the underlying justifica- 
tion—that states merely have to get through 
a couple of bad years before the good 
times return—is wrong? 


Pause for thought 

The states are having one of their worst 
years on record as a result of one of the mil- 
dest recessions America has ever suffered. 
That suggests there may well be structural 
factors affecting states in addition to the cy- 
clical ones. Two present themselves: first, 
the abnormal behaviour by states during 
the boom years of the 1990s; and, second, 
the way they raise and spend money. 

The Rockefeller Institute’s Don Boyd ar- 
gues that the states faced an almost ideal 
set of circumstances during the 1990s. Per- 
sonal incomes were rising so fast that 
states could cut taxes and still boost reve- 
nues. At the same time, the cost of two of 
the main spending programmes was 
tamed. Medicaid (health care for the poor) 
is the second-largest item of state spending 
after education. In the mid-1990s, its costs 
stabilised as a result of introducing “man- 
aged care” into the health system, and be- 
cause the poor were doing relatively well, 
cutting enrolment. Meanwhile, the cost of 
welfare, their third-biggest expense, also 
dropped, thanks to strict new rules. 

This combination of higher revenues, 
tax cuts and abating costs was extremely 
unusual, but states reacted to it as if it were 
a permanent condition. They increased 
real spending by 28% per person during 
the 1990s, committing themselves to a 
range of new or expanded programmes. 
This was a classic example of counting 
your chickens before they are hatched. 

These circumstances will not soon re- 
cur. Medicaid costs are already rising. The 
first effects of the managed-care revolution 
are wearing off, and “medical inflation"— 
mainly the cost of new drugs-is rising. 
The Congressional Budget Office forecasts 
that Medicaid costs will rise by 9% a year 
for the rest of the decade. 

Receipts from income taxes may grow 
faster than the economy as a whole. But 
they are extremely unlikely to rise by the 
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double-digit rates of the 1990s. To give an 
extreme example: California is one of the 
states most dependent on income from 
capital gains. The state's legislative ana- 
lyst’s office reckons that, after the dotcom 
bubble burst, revenue based on capital 
gains and stock options fell an astonishing 
62% last year. Even if the markets rebound, 
says Mr Boyd, it would take at least five 
years of 20% annual growth in capital- 
gains income for California to get back to 
the level of revenue it had in 2000. Unless 
another bubble of similar size appears, 
states are not going to see a return to 1990s- 
style income-tax gains for along time. 

The sales tax—the other main compo- 
nent of revenue-is almost as shaky. 
American consumers will surely not 
spend an ever-rising share of their income 


Tobacco taxes 
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(itis already very high), and, if savings rise, 
sales-tax receipts may fall. Worse, state 
sales taxes are out of date. They are based 
almost entirely on goods, at a time when 
more and more consumption is switching 
to services. A moratorium on taxing trans- 
actions made over the Internet does not 
help, and a top priority of the governors is 
to try and overturn it. 

The conclusion is disturbing. State bud- 
gets are unlikely to return to health soon. In 
the short term, that will cast a shadow over 
the re-election chances of some governors 
this year and many budget negotiations 
next year. But the more profound impact 
will be felt in the long term. If states have to 
adjust to permanently tighter fiscal condi- 
tions, what will that do to the many public 
services they now supply? m 


Smokes on the water 


Do you know the way to the Unkechaug Indian Nation? 


É Eos cost of living in New York has al- 
ways been high. Earlier this month 
the cost of killing yourself went up, too, 
when Mayor Mike Bloomberg, desperate 
to raise cash, walloped the city's smok- 
ers with a hefty rise in tobacco taxes. A 
packet of cigarettes from a news-stand in 
the Big Apple will set you back around 
$7. Of that, $1.50 goes to the state, and an 
additional $1.50 now goes to the city. 

Relief for New York's impecunious 
nicotine junkies is, however, at hand. 
They need only wheeze their way over 
to the Original Poospatuck Smoke Shop 
and Trading Post, near Mastic, Long Is- 
land. It's one of four discount tobacco 
shops within the tiny Sovereign Terri- 
tory of the Unkechaug Indian Nation. 
The Unkechaugs have a legal right to 
buy and sell cigarettes tax-free. That's 
why you can pick up a packet of gaspers 
at the Poospatuck Smoke Shop for be- 
tween $2 and $3.50. 

For years the state of New York has 
struggled to collect taxes on cigarettes 
sold on Indian territory. Legal challenges 
to the concepts of Indian sovereignty 
and tax immunity, mounted by the likes 
of the New York Association of Conve- 
nience Stores, have been successfully 
fended off. Considering the volume of 
trade involved, their concern is under- 
standable. A recent article in the New 
York Times estimates that, with some 85 
Indian-owned tobacco outlets across 
New York, the loss to the state (quite 
apart from the loss to the city) is proba- 
bly in the order of $24m a month. 

Harry Wallace, chief of the Unke- 
chaug nation and owner of the Poospa- 
tuck Smoke Shop, remains sanguine. 





Still tax-free 


"The sale of tax-free tobacco has pro- 
vided us with an independent economy 
where none existed," he says. This has 
had a positive effect throughout the 225- 
strong Unkechaug community. An or- 
ganic-coffee firm has been established; a 
new school which teaches Indian his- 
tory to children has been built; tradi- 
tional and contemporary art is being 
promoted; the renovation of ceremonial 
grounds is under way. 

"This is not just about cigarettes," Mr 
Wallace says thoughtfully. “This is about 
the lawful exercise of sovereignty and 
about empowerment through the gen- 
eration of revenue.” Make that two car- 
tons of Lucky Strikes, then. 


The Economist July 13th 2002 
Race and policing 


Inspector Morse 
strikes again 


A nasty beating in Los Angeles stirs 
unhappy memories 


N MARCH 1991 an amateur video of four 

police officers beating a black motorist 
called Rodney King helped to provoke one 
of the worst riots in American history, 
leaving 54 people dead and 2,000 injured 
and causing more than $1 billion in dam- 
age. On July 6th 2002 another amateur 
video, once again showing the arrest of a 
black motorist, raised similar doubts 
about police racism in what Californians 
call “the Southland". 

The video shows a white police officer, 
Jeremy Morse, hoisting a handcuffed black 
teenager to his feet and smashing his head 
on a car trunk. He then punches him in the 
face, while several other officers, some 
black and some white, stand behind him. 
Eventually one of them intervenes. 

Although it was not as prolonged and 
sinister as the King beating, the incidentin- 
volved considerably less provocation. Mr 
King was a fearsomely strong man, alleg- 
edly high on drugs, who tried to flee from 
the police in a high-speed car chase and 
then attacked them when they tried to ar- 
rest him (hardly things that justify what 
happened to him, but all factors that had a 
great impact on the white jury that initially 
acquitted the LAPD officers who beat him). 
Donovan Jackson, the victim in this case, 
was a slender 16-year-old, a special-educa- 
tion student with no arrest record. The pro- 


You have the right to remain silent 


blem that provoked the clash was a routine 
traffic stop (the licence plate on the Jackson 
family car had expired). 

Mitchell Crooks, the tourist who took 
the videotape, was not shocked: “I just 
thought it was standard procedure; I 
thought it was normal in Los Angeles." But 
his handiwork nevertheless caused a 
storm when it was broadcast on local tele- 
vision. Mr Morse's case has not been 
helped by the fact that another man has 
since come forward claiming to have been 
handcuffed and beaten by him. 

Dozens of angry protestors descended 
on Inglewood City Hall calling for Mr 
Morse to be sacked. Maxine Waters, the lo- 
cal congresswoman, sent a letter to the at- 
torney general, John Ashcroft, demanding 
an investigation into the altercation. Mr 
Jackson's lawyers went to the federal 
courthouse in downtown Los Angeles to 
file a lawsuit, calling it a "seven-figure 
case", Four separate law-enforcement 
agencies duly opened investigations. 

Is there any chance that this incident 
will provoke more than just a flurry of in- 
vestigations and lawsuits? The likelihood 
of civil unrest is lessened by the fact that 
the incident took place in Inglewood, an 
independent city that nestles between 
four freeways, rather than in big, bad Los 
Angeles proper. Mr Morse works for Ingle- 
wood's police department, rather than the 
LAPD. Inglewood's mayor is black, as are 
two of its four council members. 

With luck, the local political establish- 
ment will be able to solve this problem be- 
fore anger turns to violence again. But a 
new tape, this time of police in Oklahoma 
clobbering another black man, will ensure 
that the issue of police brutality continues 
to promote controversy—and rightly so. 8 
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The Republicans in Illinois 


Ryan v Ryan 


CHICAGO 
The Republicans in Illinois have 
stopped being boring—and electable 


ITH sharks circling and blood in the 

water, is it any surprise that no one 
wants to jump into the pool? That is the 
predicament facing the Illinois Republican 
Party less than four months before elec- 
tion day. Plagued by scandals and riven by 
internal feuds, the once boringly efficient 
party, which has controlled the governor- 
ship for 29 of the past 33 years, now seems 
unable to do the simplest things in poli- 
tics—such as recruiting a new chairman. 

The latest crisis began with the resigna- 
tion on June 28th of chairman Lee Daniels, 
who remains the party's leader in the state 
House of Representatives. In that latter ca- 
pacity he faces allegations that his legisla- 
tive staff did campaign work on state time 
during the 2000 election. The job of inves- 
tigating those charges would normally fall 
to the state's attorney-general, Jim Ryan, 
but he is the current Republican candidate 
for governor. He handed Mr Daniels's case 
to federal prosecutors, who are already in- 
vestigating George Ryan, the current gover- 
nor (and no relation), over a nasty scandal 
dating back to his days when he was secre- 
tary of state, involving his office licensing 
illegal truckers. 

Mr Daniels denies any wrongdoing. He 
decided to resign as party chairman in an 
attempt to avoid further damage to the Re- 
publican ticket in November (Jim Ryan 
would probably have pushed him if he 
hadn't jumped). Yet his departure has not 
brought order to the party. 

So far, Jim Ryan has asked three people 
to become the party's boss: a former gover- 
nor, a former businessman and an incum- 
bent congressman. They all said no. The 
Republican State Central Committee did 
no better. All its members could agree at a 
meeting on July 8th was to appoint their 
own vice-chairman, Dallas Ingemunson, 
as an interim chief. Mr Ingemunson 
promptly asked for the resignations of the 
entire state party staff; when the executive 
director refused, he was fired. 

All this is overshadowed by the federal 
investigation into Governor Ryan’s peo- 
ple. Operation Safe Road is looking into 
claims that the secretary of state's office in 
the 1990s accepted bribes to issue driving 
permits: several of the fraudulent truckers 
were involved in horrific crashes. The 
three-year-old investigation was reinvigo- 
rated last year by Patrick Fitzgerald, an en- 
ergetic federal prosecutor, who made his 
name in New York tackling terrorism and 


organised crime. In the past few months, a >» 
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> succession of Governor Ryan's aides and American sports 


allies have been indicted. 

The governor faces no charges, but his 
protestations of innocence and ignorance 
have been met with mounting disbelief. 
This week Jim Ryan's frustration boiled 
over, and he called on his namesake to ex- 
plain his role in the scandal or step down. 
Governor Ryan replied that he had no in- 
tention of leaving before January. 

Politics may also have been at work in 
Ryan v Ryan. The governor, who, among 
other things, has visited Fidel Castro and 
ordered a moratorium on the death pen- 
alty, has become increasingly liberal in his 
views. The other Mr Ryan is a more conser- 
vative figure, and he needs to rally the 
party faithful who detest his namesake. 

The big winner from all this is Rod Bla- 
gojevich, a congressman who is the Demo- 
cratic candidate for governor. On the day 
the two Ryans were trading barbs, he 
picked up an endorsement from the Illi- 
nois Education Association, a teachers' 
group, which has hitherto usually backed 
Republicans. Polls give him a fair lead over 
Jim Ryan. But Mr Blagojevich also has to 
convince voters that he would run a 
cleaner state. Republicans are already slyly 
pointing out that his father-in-law is a big 
ward boss in Chicago. m 


A mess in Arkansas 


E-nailed 


LITTLE ROCK 
The governor's electronic guru has 
sharp teeth 


HE governor of Arkansas, Mike Hucka- 

bee, recently flew to a computer-indus- 
try conference in Washington, DC, to re- 
ceive an award for being an innovator in 
e-government. Curiously, at about the 
same time, other politicians back in Arkan- 
sas were grilling the guru who designed 
much of this fabled e-government, trying 
to find out how bad it really is. They have 
summoned him back for another inqui- 
sition next week. 

Randall Bradford moved to Arkansas 
last year from Texas to supervise the state 
government's technology, especially the 
Arkansas Administrative Statewide In- 
formation System (AAsis), a high-tech ac- 
counting system. Last month Mr Hucka- 
bee unexpectedly fired Mr Bradford from 
his $150,000-a-year job, for allegedly be- 
ing untruthful and unco-operative. Since 
then Mr Bradford has been a thorn in the 
Republican governor's side, producing e- 
mails from the governor's staff urging him 
not to work with Democratic legislators, 
and making it clear that the $52m AAsis is 
not quite the award-winner it seemed. 





Huckabee, virtually famous 


Arkansas's claim to fame in e-govern- 
ment circles is that it was the first state to 
pull together all its 148 state agencies elec- 
tronically. Last July AAsis brought more 
than 35,000 state employees on to an inte- 
grated system designed by a German firm, 
SAP, which was one of the sponsors of the 
award the governor received (and also 
nominated him for it). 

The system was originally supposed to 
cost only $22m. But the cost has doubled, 
and a mixture of over-runs, payroll foul- 
ups and delays in payments to state suppli- 
ers has irritated the workers struggling to 
master the new system. Mr Bradford adds 
that AAsis, which includes sensitive in- 
formation such as tax returns, is “100% 
vulnerable" to hackers. 

Mr Bradford claims that the governor's 
people tried to bury these failures. He was 
required to submit his reports to the gover- 
nor from a private e-mail address (suppos- 
edly so that people could not recover them 
under freedom-of-information acts). Mr 
Bradford, who has been summoned to ap- 
pear before the legislature again on July 
19th, is threatening to sue both the state 
and Mr Huckabee over his firing. 

The state is still squabbling with the 
federal Department of Health and Human 
Services about whether it should repay 
$9.4m in federal money inappropriately 
used for Aasıs. And now the Internal Rev- 
enue Service has fined the state $164,000 
because it took too long to provide the 
agency with $8.1m withheld from state 
workers' pay packets. State officials blame 
the amount of time they had to spend 
manually compiling the information for 
the missed deadline. 

The governor says he is not afraid, and 
claims the whole thing is a Democratic 
plot. But, with Arkansas's budget spilling 
red ink, the idea that $50m has disap- 
peared into a faulty computer system is 
not likely to make voters love him. m 


Balls, pills and 
dollars 


NEW YORK 
It must be summer: baseball players are 
thinking about going on strike 


ASEBALLING life is, alas, getting back to 

normal after a brief, heady post-Sep- 
tember 11th respite. In the difficult months 
following last year's terrorist attacks, base- 
ball put aside internal feuds, introduced 
stirring renditions of “God Bless America" 
towards the end of each game and became 
an emotional tether for a frayed nation. It 
was all too good to last. 

There has been growing concern about 
steroid use: where exactly have all those 
recent homers come from? Now the ninth 
shutdown since 1972 looms. 

As the annual all-star game-in which 
the players are selected by fans—got under 
way earlier this week in Milwaukee, the 
players (average salary: $2.4m) sent their 
own elected team to a hotel in Chicago. 
After several hours of discussion, the dele- 
gation emerged to hint strongly that they 
were considering a strike, just before the 
crucial autumn playoffs. This would cost 
the players themselves a fortune, the own- 
ers even more, and leave fans seething. In 
anticipation of the players' move, Bud Se- 
lig, Commissioner of Major League Base- 
ball and (not coincidentally) owner of the 
team hosting the all-star game, said his col- 
leagues were willing to tolerate a strike ex- 
tending not only until the end of this sea- 
son, but also into next year. 

Behind the present confrontation is the 
controversial assertion by team owners 
that the game—supposedly the epitome of 
American fair play—has become mired in 
greed and inequity. High-profile teams, 
they feel, attract large audiences and rich 
TV-contracts, which lets them buy the best 
players, which lets them have the best 
teams, which lets them get all the money. 

As many as eight of the 30 professional 
teams face financial collapse, Mr Selig 
says. So the owners are pushing for a reve- 
nue-sharing scheme, a "luxury tax" on 
teams with high payrolls, tighter restraints 
on foreign players' contracts, and the ter- 
mination of at least two franchises. In ef- 
fect, they, like the managers of any busi- 
ness, would prefer the existing talent to be 
available to fewer bidders who would 
have substantial incentive to bid less. 

To which the players offer three com- 
pelling rejoinders. The first is that the num- 
bers given by owners of baseball teams are 
no more trustworthy than the numbers 
given by other American companies. Even 
the owners themselves would undoubt- 
edly revise their estimates if you offered to 
buy their baseball operations. Tax allow- »» 





> ances for the depreciation of players mean 
that reported losses may actually mask 
highly profitable operations. Owners go to 
great lengths to separate their team from 
their other, more obviously profitable, 
businesses. 

The Boston Red Sox, for example, claim 
an operating loss of $11m, yet the team 
sold in February for a record-breaking 
$700m-largely, according to Forbes maga- 
zine, which publishes an annual valuation 
of the major-league teams, because of an 
affiliated cable network. Similarly, Forbes 
notes that the Los Angeles Dodgers lost 
$30m last year, but added $200m in value 
to Fox Sport Net, which, along with the 
Dodgers, is owned by Rupert Murdoch. All 
told, Forbes reckons that 25 out of the 30 
major-league teams appreciated in value 
last year. This suggests an industry in de- 
cent financial health. 

The players’ second argument is that 
the strict recruitment regulations which 
owners have called for would not be toler- 
ated in any other area of American busi- 
ness. This issue has a long history, dating 
back to a bizarre 1922 ruling by the Su- 
preme Court which exempted the sport 
from federal antitrust laws on the grounds 
that it did not constitute interstate com- 
merce—notwithstanding the fact that al- 
most every game is between opponents 
based in different states and games are 
broadcast throughout the country. 

Lastly, it is by no means clear that the 
skewed payrolls in baseball have pro- 
duced predictable results. Witness the dif- 
ferent fortunes of New York’s two teams, 
the Yankees and the Mets. The Yankees 
have the highest payroll in the major 
league, are forever acquiring expensive 
new stars and have been a regular pres- 
ence in the World Series. The Mets also 
maintain a stratospheric payroll. Yet they 
have routinely failed their supporters. 
Among the teams they currently trail are 
the Montreal Expos, which have a minus- 
cule television contract and tiny payroll. 

All of which makes fans long for a time 
when baseball was less about money and 
pills and more about sport. If there was 
ever a man who embodied these good, 
old-fashioned values it was Ted Williams, 
a remarkable hitter who took his eye off 
the ball only to serve in the second world 
war and, later, in the Korean War, where he 
proved himself a heroic fighter pilot. Wil- 
liams died on July sth. In what may be 
seen as a Sad reflection of the times, his 
body was reportedly frozen by a cryonics 
lab as part of a plan (devised by his son) to 
sell his DNA. A more disturbing thought is 
the preserved star's reaction should he 
awaken and see the state of his game. m 


Correction: In Lexington ("The McAuliffe effect", June 
29th) we said that Terry McAuliffe came up with the 
idea of renting out the Lincoln bedroom. This was 
incorrect. Our apologies to Mr McAuliffe. 
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Competitive eating 


A man who can 
stomach New York 


CONEY ISLAND 
It takes guts to eat 501? of Nathan's 
famous hot dogs 


N THE annals of sport, seldom has a vic- 
tory been so decisive, or fellow competi- 
tors so crushed and demoralised. At high 
noon, on a sweltering July 4th, a young 
Japanese man, weighing in at a mere 112 
pounds, out-ate the best, not to mention 
the biggest, that the rest of the world had to 
offer, scoffing down an astonishing 50% 
slimy hot dogs in just 12 minutes. Takeru 
"The Tsunami" Kobayashi gained 17]lbs (7.7 
kilos) in the process and narrowly avoided 
what, in this kind of competition, is re- 
ferred to politely as a “Roman incident”. 
The contest goes back to the 1916 found- 
ing of a small hot-dog stand on Surf Ave- 
nue, near the Coney Island boardwalk, by 
one Nathan Handwerker. The stand still 
operates under Nathan's name, and the 
competition has taken place every year ex- 
cept 1941 (as a protest against the impend- 
ing war) and 1971 (as a protest against the 
summer of love). Because a single Na- 
than’s hot dog is more than enough for the 
average consumer, and four of them an in- 
vitation to disaster, the contest was always 
intriguing. But in the past two years, with 
the remarkable entry of Mr Kobayashi, 
who had set the previous record of 50 last 
year, it has become the talk of the town. 
Mr Kobayashi was carried to his seat 
atop a large hot-dog float to thunderous 
applause from more than 1,000 onlookers. 
Curtis Sliwa, a raving radio talk-show host, 
invoked Pearl Harbour in a nasty attempt 
to incite the crowd against a Japanese man 
entering a quintessentially American com- 
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The Tsunami flanked by Roman incidents waiting to happen 





petition on the day the nation celebrates its 
independence; but he was booed off the 
stage. As in so many other areas of life, 
New York loves a winner, regardless of his 
home town, and Mr Kobayashi, without a 
doubt, was a winner. In second place, Eric 
“Badlands” Booker, a 410-pound New 
York subway conductor, could barely 
swallow his 26th hot-dog. 

Unlike any of the 19 other competitors, 
whose style rarely deviated from the con- 
ventional method of starting at one end 
and finishing at the other, Mr Kobayashi 
brought a sense of industrial efficiency to 
the task. Placing a cup of water on each 
side, he dunked the bun with his left hand 
and crammed it in his mouth, while with 
his right hand he dunked the hot-dog and 
broughtit midway up his chest. Then, with 
both hands, he broke the hot-dog in half 
and, with one section in each hand, used 
the sausage as a plunger to force down the 
bun as he chewed. 

For his victory, Mr Kobayashi received 
a return plane ticket and the coveted mus- 
tard-yellow champion's belt. According to 
organisers, he has earned $150,000 since 
winning the previous contest, including 
$25,000 for a winning appearance at the 
"Glutton Bowl", in which he consumed 
18lbs of cows’ brains. 

This year, for the first time, wagers were 
taken on whether Mr Kobayashi could 
maintain his dominance. The odds were 
staggering: 1-to-2 that he would eat at least 
20 more hot dogs than his closest competi- 
tor. Punters laid down more than $30,000, 
though the Antigua-based firm running 
the pool, BetwwrTs.com, will not disclose 
how the money was placed. But anyone in 
the know would have been unlikely to bet 
against The Tsunami. 

After the contest, his belly grossly dis- 
tended, Mr Kobayashi was asked what 
next. Hinting at reserves yetto be tested, he 
replied: "Ice cream". m 
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L GORE won dismal reviews for his decision to reinvent him- 
ee self, in the middle of the last presidential campaign, as a 
= people-versus-the-powerful populist. Didn't Mr Gore realise, his 
- -critics argued, that he was squandering his greatest asset, the fact 
that he had been vice-president during the longest boom in 
- "American history? Didn't he realise that a man who inherited 
* .- his father’s Senate seat wasn't a very convincing champion of 
_ the oppressed? And didn't he understand that all he needed to 
< -do to win was to present himself as Clinton without the sleaze? 
Some of these charges may still ring true, but the statistics 
have never confirmed the theory that Mr Gore's populism was 
suicidal. After all, he won more votes than Bill Clinton ever 
-managed (51m compared with 47m). And remember that his 
speech at the Democratic National Convention, in which he first 
-. revealed his new religion to the public at large, put him ahead of 
= Mt Bush in the opinion polls for at least a month. 
"; A Whatever the merits of running as a populist during a boom, 
-Mr Gore's campaign is now looking more far-sighted by the day. 
. Even the briefest reading of the press cuttings produces some 
choice quotations. Mr Gore gave warning that his rival was be- 
-ing bankrolled by “a new generation of special-interest power- 
brokers who would like nothing better than a pliant president 
-who would bend public policy to suit their purposes and pro- 
fits”; that these special interests were determined to “pry open 
more loopholes in the tax code”; and that “when powerful inter- 
ests try to take advantage of the American people, it’s often 
- other businesses that are hurt in the process.” The people who 
- would benefit from Mr Gore reining in the corrupt moguls 
"would be “the small- and medium-sized companies that are 
playing by the rules and earning profits the old-fashioned way." 
American history has alternated between eras of laisser-faire 
and eras of government restraint. The gilded age gave way to the 
progressive era. The Roaring Twenties gave way to the New Deal. 
Now, once again, there are burgeoning corporate scandals and a 
tumbling stockmarket. It is possible that Mr Gore was one of the 
first politicians to see another such turning point. Yet even if the 
current fracas proves to be merely a temporary adjustment, Mr 
Gore still looks prescient. He argued that the country needed 
somebody in Washington who was willing to hold corporate 
America accountable for its misdeeds. Now even George Bush 






(MBA) is swotting up on his Teddy Roosevelt and threatening ¢ er- 
rant chief executives with a visit to the woodshed. | 

You might imagine that the Democrats would be falling over 
each other to praise their prophetic candidate—that the airwaves 
would be crackling with the sound of loyal senators claiming 
that, if only the oe Court had m with Mr ir Goole rather 













































churlish Sdn that he wished that he had iet litle less 
on consultants during the campaign. 





of reviving t eir party’s reputation for populism ‘hades a tépuia- 
-tion that Mr Clinton spent a decade expunging. And they think 


that Mr Gore's brand of populism is exactly the sort that the 
party needs to avoid: a populism of the heart rather than the 
head, of grand rhetoric rather than concrete proposals, of sabre 
rattling rather than scalpel precision. You can search his cam- 
paign speeches in vain for ideas about accounting reform and 
outside directors—and that is certainly not because of any aver- 
sion on Mr Gore's part to tedious detail. 

The other reason for the silence is an intense power struggle 
within the Democratic Party. Many of the party's biggest names 
are quietly positioning themselves for a run for the White House 
in 2004. People who see themselves as potential presidents, 
such as Tom Daschle, the leader of the Senate, and Dick Gep- 
hardt, the minority leader of the House, can hardly be expected 
to trumpet Mr Gore's achievements as a fortune-teller. John Ed- 
wards, a photogenic senator from North Carolina, and Russ Fein- 
gold, an inveterate campaign-finance reformer, are both busy 
developing their own brands of populism. 

Disillusionment with Mr Gore is not confined to the party's 
peerage. Many Democratic operatives are about as keen on an- 
other Gore candidacy as Sony is on renewing its contract with 
Michael Jackson. They point out that the real problem in 2000 


was always the messenger rather than the message. Mr Gore 


seems to be capable of only two modes of behaviour: the stiff 
and charmless, and the outright bizarre (remember his decision 
to paint his face orange during the first presidential debate, or his 
gorilla-like attempt to crowd Mr Bush off the stage during the 
third debate?). A prescient Al Gore is still Al Gore. 

Yet strategic silence may not be enough to save the Demo- 
crats from Mr Gore. One inspiration for him might be another 
much ridiculed vice-president who blew one election but stub- 
bornly came back to win another. Richard Nixon long ago 
proved that deeply unattractive politicians can overcome both 
the doubts of their colleagues and the sneers of the pundit- 
ocracy to bounce back from defeat. 

Mt Gore left the 2000 campaign with important advantages: 
astronomical name-recognition; a network of fundraisers; and a 
bitter sense that the election was stolen. Now he can add the fact 
that he warned America against putting a corporate dupe in 
Washington. The party barons may not like it. Many party oper- 
atives may even dread it. But the unlovable Mr Gore is still in a 
stronger position than any of his rivals. Each corporate scandal - 
increases the likelihood that the 2004 election will be à rematch 
of 2000—and even, perhaps, that Mr Gore may win it. a 
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Reform in Mexico 





Where energy is sacred 


MEXICO CITY 


Loosening the state’s grip on energy is vital for Mexico’s development and for 
President Fox’s government. The prospects are not reassuring 


T A prominent intersection in Mexico 
city’s business district stands the 
Fuente de Petroleo, a monument to the na- 
tionalisation of the oil industry in 1938. In 
authentic socialist-realist style, giant gran- 
ite men stripped to the waist, led by a bare- 
breasted mother-earth figure, grapple with 
oil derricks. In the former Soviet-block 
countries, such statues were the first vic- 
tims of the revolutions of 1989. Mexico's 
very different one-party rule ended two 
years ago, with the election of President Vi- 
cente Fox. But the Fuente de Petroleo is be- 
ing spruced up, with new spotlights to 
bathe it in the national colours. 

The monument is cherished because it 
embodies the pivotal place that oil nation- 
alisation played in forging Mexico's nation 
state. State ownership of all oil and gas re- 
sources is still enshrined in the constitu- 
tion, as is the state generation, transmis- 
sion and distribution of electricity. But as 
economic growth has boosted the de- 
mand for energy, the state's stranglehold 
overits supply has become a huge obstacle 
to Mexico's development. Governments 
lack the cash to invest in energy, but for- 
eign and private investment has to 
squeeze its way through loopholes. For the 
past two decades, every Mexican presi- 
dent has acknowledged this problem. 

So it is with Mr Fox. If he is to achieve 
his ambitious pledge of annual economic 
growth of 7%, energy reform is vital. Take 


electricity. Officials reckon that the coun- 
try's generating capacity is just 44 giga- 
watts. Taking the international average ra- 
tio of energy consumption to economic 
output, if Mexico is to achieve the average 
income level of the OECD countries it 
would need to generate some 140 Gw. 
Similarly, imports of gas are soaring, while 
Pemex, the state oil and gas monopoly, is 
hampered by being the government's cash 
cow, providing 37% of federal government 
revenues. And that is only the legal part: a 
former boss of Pemex, now in the United 
States, faces charges that he siphoned off 
$170m to finance the presidential cam- 
paign of the formerly ruling Institutional 
Revolutionary Party (PR1). 

Mr Fox once said he favoured privatis- 
ing Pemex, but backed down in the face of 
an outcry. In his campaign, he promised 
only to introduce reforms to allow private 
investment in energy. Now his govern- 
ment is at last making its proposals public. 
They have turned out to be rather timid— 
unsurprisingly, perhaps, given that Mr Fox 
lacks a simple majority in Congress, let 
alone the two-thirds majority needed to 
change the constitution. 

In oil and gas, the government is pin- 
ning its hopes on a new legal formula 
called “multiple service contracts". Their 
chief virtue is that they do not require con- 
stitutional change. They do not grant in- 
vesting firms any share in production; in- 
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stead, the idea is that profits come from 
meeting output goals set by Pemex. The de- 
tails are to be spelt out in secret appendi- 
ces, yet to be negotiated. 

Pemex hopes to use these contracts to 
attract $8.8 billion of private investment to 
develop the Burgos basin, a big gas field in 
the Gulf of Mexico. But the service con- 
tracts are “too complicated and subject to 
too much political risk" to attract large- 
scale investment, says Rogelio Ramirez de 
la O, an economic consultant. Already, op- 
ponents have claimed that they amount to 
"partial privatisation", and are thus uncon- 
stitutional. They could yet be struck down 
by Mexico's newly independent courts. 


No bolts from the blue 

The same uncertainty clouds electricity re- 
form. Since 1992, private investment in 
electricity generation has been legal. But 
the price of electricity is still set by the Fed- 
eral Electricity Commission (CFE), the 
main state firm, and less than 4% of elec- 
tricity is privately generated. To boost this, 
Ernesto Martens, the energy secretary, pro- 
poses giving private generators more “flex- 
ibility” in selling direct to customers, al- 
lowing them to compete on price with the 
CFE. Mr Martens claims that he can do this 
within the constitution. Others have their 
doubts. In April, the Supreme Court threw 
out as unconstitutional another govern- 
ment proposal for electricity reform. 

Then there is Congress. Last year, the 
government saw its radical tax-reform bill 
mauled by lawmakers. This time, minis- 
ters are consulting before drawing up a bill. 
Mr Fox claimed this week that there was 
all-party agreement to “study” the electric- 
ity question. Roberto Madrazo, the new 
leader of the pri (still the largest party in 
the legislature), has said that he is willing 


to work with Mr Fox. But reaching a deal »» 











* on electricity reform will be hard. The pri 
is divided on the issue, and has little inter- 
est in giving the president a political tri- 
umph before a congressional election in 
2003. 

Given the lack of a legislative majority, 
Mr Fox’s ministers say they must settle for 
incremental changes. But investors have 
been burned by half-baked energy re- 
forms elsewhere, from China to Brazil. 
They may not put much money into Mexi- 
can energy until regulations are clearer. 
For their part, supporters of Mr Fox, who 
last month marked the second anniver- 
sary of his election victory, had hoped for 
much more from what promised to be a 
government of national transformation. 
Energy reform is set to be Mr Fox’s biggest 
test. Perhaps it will take a few more power 
cuts for him to be successful. & 


Politics in Brazil 


Pacting with the 
enemy 


SAO PAULO 


The opposition and theIMF 


ITH polls saying that the left-wing 

opposition leader might succeed in 
his fourth try at the presidency, investors 
panic, fearing the country will default on 
its huge debts. That was South Korea in 
1997 and is now the situation in Brazil. 
What saved South Korea was a pre-elec- 
tion deal with the mmr, which provided a 
$57 billion bailout in return for all the main 
candidates- including the veteran opposi- 
tion leader, now president, Kim Dae Jung— 
pledging to honour its terms. Might a simi- 
lar deal bein the works in Brazil? 

In Brazil’s case, this would involve Luiz 
Inacio Lula da Silva, the left-winger who 
leads the polls, and all the other main can- 
didates in October's election, agreeing to 
stick to responsible macro-economic poli- 
cies. In public, the rr and Brazil's outgo- 
ing president, Fernando Henrique Car- 
doso, talk down the idea. But Pedro Malan, 
the finance minister, said this week that 
such a pact should not be ruled out. "The 
signals are coming from the opposition 
parties themselves," he said. Others back- 
ing the idea include Enrique Iglesias, of the 
Inter-American Development Bank, and 
Vicente Fox, Mexico's president, who is 
said to have raised the matter with the can- 
didates during a visit to Brazil this month. 
But would Mr da Silva, like Mr Kim, re- 
nounce his anti-1MF rhetoric and sign? 

Mt da Silva has sounded cool towards 
the idea, saying that international accords 
are a matter for Mr Cardoso alone until he 
steps down on December 31st. But his 
economic adviser, Guido Mantega, said he 


would consider such an accord if market 
panic over Brazil's debt worsened. 

Not so long ago Mr da Silva's Workers' 
Party (PT) was organising anti-IMF 
marches and talking of “renegotiating” 
both Brazil’s imF agreement and its other 
debts. But recently the party has moved to- 
wards the centre. It now promises to 
honour all bonds and other contracts, and 
says it will follow (slightly looser) inflation 
targets. It also says it would stick to the tar- 
get, agreed with the Imr, of a fiscal surplus 
(before interest payments) of 3.75% of GDP 
until public debt is stabilised. This is no 
small promise, given how little flexibility 
Brazil’s government has over spending (al- 
most all goes on wages, pensions, debt 
payments and mandatory transfers to lo- 
cal government). The one bone of conten- 
tion concerns demands for independence 
for the Central Bank, though Mr Mantega 
says that a PT government might consider 





this after appointing some new directors. 

Such is Mr da Silva’s grip over his party 
that he runs little risk of an internal rebel- 
lion over any pact with the IMF, reckons 
Fernando Abrucio, a political scientist at 
Sao Paulo’s Catholic University. But even 
if he did sign, this might not calm inves- 
tors unless Ciro Gomes, an unpredictable 
soft-left presidential contender, followed 
suit. This week, new polls showed sup- 
port for Mr da Silva slipping slightly, 
while Mr Gomes, boosted by recent tele- 
vision propaganda slots, has risen to joint 
second place with Jose Serra, Mr Car- 
doso’s candidate. Mr Gomes rejects a 
pact, and has unnerved investors by op- 
posing inflation targets and talking of a 
“voluntary” swap of Brazil’s short-term 
debt for long-term bonds. Compared with 
him, Mr da Silva is beginning to sound 
like a man they, and the 1MF, can do busi- 
ness with. & 
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Colombia's conflicts 


The battle of 
Medellin 


MEDELLIN 


A paramilitary takeover of the cities 


NE evening last month, Fabian Al- 

berto Hoyos, a 12-year-old boy, 
climbed on to the roof of his home in a Me- 
dellin suburb, armed with a handful of 
water-filled plastic bags to throw at his 
cousins. When he climbed down again, he 
was clutching the side of his head, a bullet 
in his brain. He died hours later, an acci- 
dental victim of a war between right-wing 
paramilitaries and left-wing guerrillas for 
control of the working-class neighbour- 
hoods on the hillsides around Colombia's 
third city. In this war, say residents, their 
rooftops have become firing posts, and 
gunmen aim at anything that moves. 

The fighting between Colombia's rival 
illegal armies was once confined to remote 
rural areas. It has recently reached the cit- 
ies. Last year, the right-wing paramilitaries 
of the United Self-Defence Forces of Co- 
lombia (Auc) expelled the guerrillas from 
Barrancabermeja, an oil city that was long 
a left-wing stronghold. Now they are bat- 
tling block by block for Medellin, a bus- 
tling industrial city of 2m. The Auc claims 
to control around 80% of the city. Others 
put the figure closer to 50%, but do not dis- 
pute that the Auc's influence is growing. 

So is the butcher's bill in Medellin. In 
the first six months of this year, the city 
saw 13 killings a day, the worst toll in five 
years. The violence sometimes takes the 
form of full-scale battles. In May, nine peo- 
ple, four of them children, died when the 
army fought for eight hours with guerrillas 
in the west of the city. 

The Auc is infamous for slaughtering 
peasants it suspects of sympathising with 
the guerrillas. One reason for its move into 
the cities is that its guerrilla enemies have 





drawn it in. But another is its appetite for 
political power. 

AUC units have sought popular sup- 
port by casting themselves as community- 
minded commandos. “We make sure that 
government resources are well spent, that 
there's no graft, and that people can work. 
We're fighting for the people's rights," says 
“Piolin” a gang leader who is now an AUC 
commander in north-eastern Medellin. He 
says he has formed “pacts” with local busi- 
nesses to generate jobs. Bus drivers, for ex- 
ample, must pay $1.50 to local youths to 
wash their vehicles at posts where the 
AUC hastapped water pipes. 

The Auc began supplying rifles and ra- 
dios to "Piolin" three years ago, in return, 
he says, for promises not to sell drugs or 
kill civilians. But those caught stealing in 
his territory are executed, as are strangers 
suspected of helping the guerrillas. 

Their conquest of Medellin's violent 
slums represents a return to one of the 
AUC's roots. In the 1980s, when Pablo Es- 
cobar and his rivals ran much of the 
world's cocaine trade from the city, legions 
of unemployed youths found work as 
hired killers in the private armies of drug 
lords. Some of these gangs fused into the 
AUC. Others joined guerrilla militias. 

The Auc's efforts to build an urban 
base comes as it seeks inclusion in any 
peace talks organised by Alvaro Uribe, 
who will succeed Andres Pastrana as Co- 
lombia's president next month. Unlike Mr 
Pastrana, Mr Uribe does not rule out talk- 
ingtothe AUC. 

The security forces devote far more ef- 
fortto battling the guerrillas than the AUC, 
with whom some officers collude. But the 
government can no more afford to lose 
control of cities to the Auc than it can to 
the guerrillas. What is lacking, argues Luis 
Fernando Quijano, a former guerrilla who 
now runs an NGO, is a bigger effort to 
tackle the social problems that drive Me- 
dellin's youth into the ranks of the illegal 
armies. With the Auc claiming that it will 
have the entire city under its control with- 
in two years, time is running out. 8 
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Panama's foreign policy 


Which China 
card? 


PANAMA CITY 


A game of trade and aid 


OMPARED with the other two dozen 

or so mini-states that recognise Tai- 
wan, Panama-with its vital canal linking 
Atlantic and Pacific—is a diplomatic colos- 
sus. Or so Taiwan thinks. In return for such 
gestures as sponsoring Taiwan’s forlorn ef- 
forts to re-enter the UN, Panama has re- 
ceived $450m in investment from Taiwan- 
ese firms in the past five years, and 
generous aid. But mainland China's com- 
mercial presence in Panama is now grow- 
ing fast. Will diplomacy follow trade? 

Panama's appetite for closer ties with 
China was whetted by the return to the 
mainland of Hong Kong, which had banks 
and shipping lines already in the isthmus. 
Following the 1997 handover, China be- 
came the third-largest user of the canal, 
after the United States and Japan, and now 
accounts for 20% of the cargo entering the 
Colon Free Zone, a huge trading entrepot. 
A Chinese shipping line has joined the 
board of the Panama Canal Authority, the 
agency that oversees the waterway. 

[n 1996 Panama's government awarded 
a contract to modernise and manage the 
ports at each end of the canal to Hutchison 
Whampoa, a Hong Kong-based conglom- 
erate, which has spent more than $120m so 
far. China's trade representative in Panama 
reckons his country now has $200m tied 
up there, and Hutchison Whampoa has re- 
cently promised to invest $240m more. 

Inevitably, China is now trying to use 
its commercial heft to change Panama's 
diplomatic loyalties, and hopes the six 
other Central American countries will fol- 
low suit. China's trade representative ar- 
gues that Chinese companies will hesitate 
to invest in Panama without diplomatic 
protection (though such qualms have not 
stopped Taiwanese firms from pouring 
money into China) A local business 
group, headed by Oyden Ortega, a former 
foreign minister, is lobbying for the main- 
land. “Panama was blind, not knowing the 
importance of China," he says. 

Officials say that Panama has no plans 
to switch recognition. And China's case 
may have been weakened by a row over 
Hutchison's concession. After the com- 
pany witheld payments, in May Panama 
agreed to waive $22m in rent and cut its fu- 
ture fees. In fact, Panama's shrewd calcula- 
tion may be that it benefits from being 
wooed by both Chinas. And after celebrat- 
ing the handover of the canal from the Un- 
ited States in 1999, it does not want to be 
bossed around by another big power. m 


Daddy left for Shanghai 
Thursday MH388 


Daddy comes home 
Friday MH389 





5 FLIGHTS A WEEK FROM KUALA LUMPUR TO SHANGHAI. AND BACK. 
With 5 flights a week to Shanghai, you decide the most convenient time and day to leave. And retum. 
In addition, Malaysia Airlines flies 50 times weekly to 4 other cities in China: Beijing, 
Guangzhou, Hong Kong and Xiamen. Everyday, Malaysia Airlines flies more than 40,000 passengers 


to over 100 destinations around the world. E 


For more information, visit www.malaysia-airlines.com, call your travel agent or Malaysia Airlines. r” fi Á, F. 
Some flights operated on code share arrangement. gima agsia 


(10601-W) 


Middle East and Afri 


Cd 


i 
» : 
’ i 


=> 
^ 


- 


Algeria's violence 


ovs k 
m ha 
A "EU 
2 





The horrors of war aren’t over yet 


Anindependence-day bomb recalls Algeria's unfinished civil war 


EN by Algeria's gruesome standards, 
the bomb that last week killed 38 peo- 
ple—shoppers at a busy weekend market 
in Larba, a small town near Algiers—was 
particularly distressing. The attack, 
blamed on Islamic militants, came on July 
5th, as Algerians marked the goth anniver- 
sary of their independence from France. 
Although their country has been tearing it- 
self apart for a decade, pride in the struggle 
for freedom was one of the few things that 
Algerians could agree on. 

The country’s strife has diminished in 
intensity, fading from the international 
headlines. But it is far from over. Some 800 
people have already been killed this year. 
A few days before the explosion in Larba, 
13 passengers on a bus were machine- 
gunned in an Algiers suburb. Since then, 14 
more people have been killed. 

The violence has become so endemic 
that the world pays scant attention to yet 
another bunch of Algerians being killed. 
Western governments long ago stopped 
their exhortations, half-hearted at the best 
of times, to the Algerian authorities to re- 
solve their country’s crisis by allowing 
democratic change. Eight years of deadly 
civil war had been set off by the army in- 
terrupting an election to prevent an Islam- 
ist party from winning. Now, although Al- 
geria holds elections with all the trappings 
of a democracy, the country remains a 
thinly-veiled military dictatorship. 

Even that thin veil may be drooping as 


signs appear of a renewal of the struggle 
for power, in this case between President 
Abdelaziz Bouteflika and one or other of 
the factions in the powerful intelligence 
and military establishment. An unnamed 
"authorised source" in the normally tight- 
lipped defence ministry recently told a lo- 
cal newspaper that in backing Mr Boute- 
flika's accession to office in 1999, the army 
had picked the "least bad" of the presiden- 
tial candidates. In particular, he criticised 
Mr Bouteflika for discouraging Algerian ci- 
vilians from mobilising alongside the 
army to defeat terrorism. 

The army chief of staff subsequently 
called the press together in order to make 
conciliatory noises. But an expected an- 
nouncement of changes in the military hi- 
erarchy failed to materialise on indepen- 
dence day. The swipes at Mr Bouteflika, it 
is thought, may have been occasioned by a 
dispute over who should be promoted 
into, and who should be retired out of, the 
charmed circle of military power brokers. 

As the generals bicker, Algeria sinks 
deeper into crisis. The Berber-speaking re- 
gion of Kabylia has been in a state of civil 
disobedience for over a year, with the Ka- 
byles calling for an end to the govern- 
ment's repressive practices. The distur- 
bances are not confined to Kabylia. 
Throughout the country, people are riot- 
ing, armed with a long list of grievances 
that range from corruption to unemploy- 
mentto water shortages. 
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The Algerian army, meanwhile, has 
been trying to salvage its reputation at a 
court in Paris. Khaled Nezzar, the regime’s 
strongman when the 1991-92 election was 
cancelled, is suing a young dissident offi- 
cer, Habib Souaidia, for defamation. 
Speaking on French television, Mr Souai- 
dia claimed that “the generals killed thou- 
sands of people.” His book, “La Sale 
Guerre” (The dirty war), published in 
France, alleges that soldiers dressed as re- 
bels massacred civilians (in a bid to turn 
hearts and minds against the Islamist re- 
bels) and that the security forces tortured 
many Islamist prisoners to death. 


Rewriting history 

The trial has turned into a debate over the 
army's decision to abort the election. Gen- 
eral Nezzar's witnesses argued that the 
army had saved the country from falling 
into the hands of a barbarian horde. But a 
dissident intelligence officer, Mihammad 
Samraoui, was one of the witnesses who 
gave the game away by telling the court: 
"We established a list of the most danger- 
ous people and demanded their arrest. But 
in vain: they were needed [to be free] to 
create terrorist groups. Instead we arrested 
others right, left and centre. We were try- 
ing to radicalise the movement." 

A verdict is expected on September 
27th. But the French prosecutor has already 
requested that, in the interests of free ex- 
pression, no penalty should be handed 
down to Mr Souaidia. "It is not", she said, 
"the court's business to write history." 

The generals are unlikely to be per- 
turbed. In the post-September 11th world, 
they have made new friends. Mr Boute- 
flika has received a warm message of con- 
gratulation on his country's independence 
anniversary from George Bush, in which 
Mr Bush describes Algeria as America's 
ally in the war against terrorism. 8 
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Palestinian leadership 


Arafat's fight for survival 


EAST JERUSALEM 


He may be reforming but he is also seeing young rivals off the field 


AST into outer darkness by George 

Bush, held in besieged impotence by 
Ariel Sharon, Yasser Arafat is responding 
to his twilight days in characteristic fash- 
ion. There is to be no graceful relinquishing 
of the throne, rather an aggressive re- 
trenchment of his leadership. 

Now that Israel has reoccupied the 
West Bank, the Palestinian Authority (PA) 
has banned all dealings between the army 
and Palestinian mayors, partly at least to 
prevent their being cultivated as an alter- 
native, local leadership. The meetings this 
week between Shimon Peres, Israel's for- 
eign minister, and the PA's new finance 
and interior ministers were held only with 
Mr Arafat's express permission. 

Palestinian reform, widely called for, is 
being implemented in a way that is de- 
signed to help Mr Arafat. In line with 
American, Arab and European edicts that 
he unify the PA's many security forces, he 
has in the past two weeks dismissed four 
security chiefs, and put the forces under 
one command, headed by the new interior 
minister, Abdul RazekYahye. 

The firing of two of the men—Ghazi Ja- 
bali, the Gaza police chief, and Mahmoud 
Abu Mazouq, the head of civil defence— 
went down well. Both date back to the Pal- 
estine Liberation Organisation's exile days 
in Tunis, and both were hated by local Pal- 
estinians for their corruption, and for their 





Who killed JR? 


brutality against political opponents, in- 
cluding the young guard in Mr Arafat's Fa- 
tah movement. And the unconfirmed dis- 
missal of Tawfiq Tirawi, the West Bank's 
intelligence chief, was probably inevitable 
since he has recently been put on Israel's 
"most wanted" list. 

But the dismissal of Jibril Rajoub, the 
head of the West Bank's Preventive Secu- 
rity Force (Psr), has proved much more 
controversial. According to PA security 
sources, no "outside force" demanded Mr 
Rajoub's sacking. It is easy to see why. 
Over the seven years of the Oslo process, 
Mr Rajoub established sound relations 
with Israeli, American and European intel- 
ligence services. And during the intifada, 
the Psr has been one of the few PA secu- 
rity forces not actively engaged in fighting. 

Moreover, unlike the other sacked men, 
Mr Rajoub is an "insider". He hails from 
Dura, near Hebron, and has built his force 
almost exclusively from West Bank Fatah 
activists. In the past, he has used this local 
base to distance himself from certain of Mr 
Arafat's policies, whether it was the arrest 
of Islamist political leaders, or allowing 
grassroots militias to run free. 

He has also used it to criticise “some 
people" in the leadership, who, he alleged, 
were leading Mr Arafat astray. In April Mr 
Rajoub all but accused Muhammad Dah- 
lan, who recently resigned from being 


Gaza's security chief but has since been of- 


fered the job of Mr Arafat's security ad- 
viser, of conniving with Israel's aerial 
bombardment of his headquarters in Ra- 
mallah to discredit him in the eyes of his 
people. To save his men, Mr Rajoub was 
forced to hand Israel six wanted activists. 

Mr Rajoub, who called his dismissal 
“disrespectful”, accepted it only after a 48- 
hour stand-off. In the meantime, he had 
prodded his followers to protest. They 
called for his reinstatement or, at the very 
least, asked that his successor should not 
be Zuhair Manasara, the PA's former gov- 
ernor of Jenin. Mr Manasara is another Tu- 
nis veteran who is liked by diplomats and 
journalists because of his fluent English, 
but loathed by locals because of his flights 
from Jenin in the face of Israeli invasions. 
His appointment is now "frozen". 

But Mr Arafat has made his point, say 
his Palestinian critics. His strategy is now 
one of survival. And, for this, he does not 
need young local heroes, but old Tunis 
hands who, owing loyalty only to him, can 
be sacked or promoted with impunity. 8 


A horrid sandwich 


AMMAN 


The Jordanians find themselves trapped 
between America and Iraq 


T IRAQ'S annual trade fair in Amman, 
Jordanians sample the 400 types of 
date on display, and wonder at the latest 
Iraqi-made air-conditioner that looks and 
roars much like a tumble-drier open on 
one side. On their way home, they stop off 
for some Kentucky Fried Chicken. Which 
way do you bend when your two best 
friends, or at any rate benefactors, are Iraq 
and the United States? The Jordanians feel 
squeezed into a dangerously uncomfort- 
able sandwich. 

They advocate non-alignment, which 
they prefer to describe as a moderating 
influence. No to sanctions on Iraq, say offi- 
cials, and no to the boycott of American 
goods. But this studied neutrality is getting 
harder to preserve. As the war-drums beat, 
Jordan has found itself vociferously deny- 
ing claims that it has been singled out as a 
preferred staging-post for an American 
strike on Iraq. There is not a single soldier 
on Jordanian soil, Marwan Muasher, the 
foreign minister, repeats like a mantra, nor 
will Jordan allow itself to be used as a 
launching-pad for an invasion. 

Jordan has much to loose from an im- 
pending war on Iraq. Although Iraqi-Jor- 
danian relations have gone through rocky 
times since the Gulf war, Iraq for half a 
century was Jordan's traditional market. 
Nowadays, the kingdom still relies on Sad- 
dam Hussein for all its oil, half of which he 
gives Jordan free, the rest at a discount paid 
in vegetables and other commodities. Jor- 
dan's attempts to diversify its energy 
sources have been stymied by Saudi Ara- 
bia, still piqued by Jordan's ambivalence 
during the Gulf war. “We thank God for 
our water, we thank Saddam for our fuel," 
is a common Jordanian refrain. 


Lots of carrots, when's the stick? 

To wean the Jordanian street off its love for 
Saddam, the Bush administration is seek- 
ing to provide military and economic aid 
worth well over $300m. Jordan has also 
benefited from preferential loans from the 
World Bank and IMF. It's a game of depen- 
dency, says a former royal adviser. At the 
same time, America has yanked Jordan's 
trade westwards, sponsoring special in- 
dustrial zones for Israeli and Jordanian 
ventures as a first step to binding Jordan's 
economy to Israel's. Despite the intifada, 
the zones employ 30,000 people and pro- 
duce $300m worth of trade. A noisy anti- 
normalisation lobby seeks to reverse this 
reorientation, but to little effect. 
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Jordanians now have to worry about 
what America’s fortress of an embassy, 
defended by gun-turreted armoured per- 
sonnel carriers, may soon be demanding 
of them, in return. Insiders say that, ever 
since the 1980s, Jordan has sought to resist 
American requests to pre-position weap- 
ons in the country. But the pressure is now 
much more intense, with reports of a Pen- 
tagon plan to base military aircraft in eight 
states in preparation for an attack on Iraq. 

King Abdullah shivers at the prospect 
of repeating his father’s 1990 mistake of 
appearing to side with Mr Hussein against 
George Bush senior. With half Jordan's 
population Palestinian-born, helping a 
strongly pro-Israeli America to wage war 
on Iraq could cause him acute security pro- 
blems. Yet, with George Bush junior telling 
the world that you are either with us or 
against us, the choice now for Jordan is 
even starker than it was in 1990. @ 





Madagascar at peace 


A president flees, 
another celebrates 


ANTANANARIVO 
Civil war has been averted. What now? 


OR six months, this huge rainforested 

island-state was divided. Two men 
claimed the presidency, rival army units 
squared off, and a blockade cut off sup- 
plies to the capital, Antananarivo. But on 
July 5th, the less popular president, Didier 
Ratsiraka, gave up and fled, and Marc Rava- 
lomanana, a dapper dairy tycoon, is now 
firmly in charge. 

Mr Ratsiraka, a retired admiral who 
ruled Madagascar on and off since the 
19708, admits that Mr Ravalomanana won 
more votes than him at an election in De- 
cember, but claims that he failed to win the 
outright majority he needed to avoid a 
run-off. Mr Ravalomanana says he did win 
a majority, and a panel of judges agreed. 
But the clinching factor was that Mr Ratsi- 
raka's troops, when confronted with Mr 
Ravalomanana's, tended to run away. This 
week, Mr Ravalomanana's men captured 
Mr Ratsiraka's last stronghold without 
much difficulty. Had Mr Ratsiraka not 
flown to France, he might now be strug- 
gling to digest prison food. 

In Antsiranana, a northern port town, 
throngs filled the streets to welcome Mr Ra- 
valomanana's men. In the main square, a 
loudspeaker boomed the undisputed pres- 
ident'S name, to the applause of thou- 
sands of citizens, who had painted their 
faces jubilant shades of green, white and 
any other colour they could get their hands 
on. They had cause for relief: in the previ- 
ous two weeks, Mr Ratsiraka's militia had 





terrorised the town, tossing grenades, loot- 
ing shops and taking people hostage. Now, 
the thugs were gone, the curfew was lifted, 
and the party lasted all night. 

But what of the morning after? It was 
not the bloodiest of civil wars: the death 
toll is probably in the low hundreds. But 
the economic damage was immense, and 
in a country as poor as Madagascar, that 
means people go hungry. 

There are reasons for optimism. Mr Rat- 
siraka was an indifferent president. 
Though he gave up Marxism and had not 
had any demonstrators massacred since 
the early 1990s, he presided over a crooked 
regime. Mr Ravalomanana's record as 
mayor of Antananarivo suggests he may 
do better. He found the city filthy and anar- 
chic, and with a businessman's can-do 
spirit, he cleaned it up. But some worry 


about his authoritarian streak. His capital 
clean-up involved bulldozing shacks and 
banishing hawkers from the pavements. 
And now that the war is over, he has _ 
vowed that those who committed “crimes 
against the state" will be tried. | 

France and America have recognised 
Mr Ravalomanana as president. The Afri- 
can Union, the new regional block (see 
box above), has not, calling instead for 
fresh elections. Meanwhile, there are signs 
of recovery. Petrol, unavailable for months 
because of roadblocks, has started to flow 
again. Bars bustle, and families picnic once 
more on the beaches. Even the poorest are 
hopeful. Harrys Razanamanitra, who ekes 
a living selling empty cans and broken 
glasses, can barely afford to buy food but 
thinks the new president will make life 
better. “I have faith,” he says. @ 


Europe's farms 





Will these modest proposals provoke 
mayhem down on the farm? 


BRUSSELS 


The European Commission has proposed ways to reform Europe's wasteful and 
protectionist common agriculture policy. Expect stiff opposition 


HAT is the European Union for? To 

promote peace? To project European 
power? To create a single European mar- 
ket? All of the above are popular answers 
in Brussels. But look at what the EU actu- 
ally spends its money on, and you may be 
forced to conclude thatits real purpose is to 
subsidise agriculture. Although just 4% of 
the EU's population work in agriculture, 
subsidies for farmers are the budget's big- 
gest single item. The €40 billion-plus ($39 
billion) dispensed every year through the 
common agricultural policy (CAP) con- 
sumes almost half of all zu spending. 

The situation is even worse than those 
numbers suggest A recently released 
study by the OECD, the Paris-based rich- 
country club, suggests that when indirect 
subsidies such as price supports and tax- 
breaks for farmers are added to direct pay- 
ments, EU farmers got €104 billion in aid 
in 2001 compared with around €50 billion 
in subsidies in the United States. Farmers 





in the EU get about 35% of their income 
from subsidies, compared with 2196 in the 
United States and just 1% in New Zealand. 

European consumers and third-world 
countries pay a heavy price for all this gen- 
erosity. The OECD estimates that Europe's 
agricultural protectionism adds 15-20% to 
the price of food in the EU, costing the aver- 
age family around €600 a year. Mean- 
while farmers in poorer countries are hob- 
bled in their efforts to export to Europe, 
and find subsidised European food 
dumped on their domestic markets. 

The Eu likes to boast that it has the larg- 
est aid budget in the world. But its own 
farm policy inflicts massive indirect dam- 
age on the world’s poor. Even apparent 
acts of EU generosity are carefully tailored 
to suit the powerful farming lobby. When 
the EU offered last year to drop all tariffs on 
goods from the world’s 49 poorest coun- 
tries, partial exemptions were arranged for 
key farm products like sugar and rice. 

Given the scale of the problems caused 
by the cap, the reforms proposed by the 
European Commission on July 10th seem 
modest. Franz Fischler, the commissioner 
in charge of agriculture, is not proposing 
that the overall level of EU subsidies will 
go down. Rather, he is suggesting tweaking 
the policy in ways that will make it less 
perverse and which may eventually make 
it easier to cut overall spending. 

His most important proposals are to 
“decouple” subsidies and production and 
to redirect a lot more CAP spending to- 
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wards environmental and rural-develop- 
ment projects. “Food security” in Europe 
was achieved decades ago. Subsidies now 
simply encourage wine lakes and butter 
mountains, and the sort of industrialised 
farming that excites suspicion among con- 
sumers and damages the environment. 
Under a reformed cap, farmers will be en- 
couraged to be greener. More money will 
be channelled to social goals, such as en- 
suring that people are encouraged to keep 
land in use and to keep living in the coun- 
tryside. Subsidies would also be gradually 
diverted away from the largest farms, with 
caps on payments to the biggest farmers. 
Mr Fischler’s proposals are not just dri- 
ven by the Ev’s politics but are being made 
with an eye on the new round of global 
trade talks being held under the auspices 
of the World Trade Organisation (wTo). 
Farm subsidies will be dealt with in the 
current global trade round. By re-orientat- 
ing the CAP now, Mr Fischler hopes to 


strengthen the Eu's hand at the wro. The » 
































» new kinds of subsidies that he suggests 
would distort world trade less and thus be 
less likely to be struck down by the wro. 

EU officials are at painsto point out that 
while their overall level of subsidies may 
still be higher than those in the United 
States, the Union is now “moving in the 
right direction", while the new American 
farm bill would grant $190 billion of old- 
style production subsidies to American 
farmers over ten years. Mr Fischler says 
with some pride that, if his proposals are 
adopted, the Eu will at last be able to go on 
the offensive over agriculture at the WTO. 
And he urges the French, who have made it 
clear that they will oppose his reforms, to 
remember that "they will have to accept a 
changed system anyway as a result of the 
WTO negotiations." 

Unfortunately, these words of wisdom 
are unlikely to be heeded in Paris. France is 
easily the biggest beneficiary of the EU’s 
current subsidy regime, and French gov- 
ernments live in terror of militant farmers 
dumping manure on Paris boulevards or 
blocking motorways with their tractors. 
The new conservative French government 
may well prove even more hostile to CAP 
reform than the previous Socialist one. 

Indeed, the only countries that the 
commission can rely upon to back its pro- 
posals are Germany, Britain, the Nether- 
lands and Sweden. Not entirely coinci- 
dentally, all of this lot are net payers into 
the Union's budget and put more money 
into the CAP than they get out of it. But it 
looks as if there are more than enough 
countries that do well out of the current re- 
gime to water down even Mr Fischler's 
modest proposals. & 


Justice in France 
Soft on politicians, 
hard on the rest? 


PARIS 
The new government may treat some 
criminals more leniently than others 


ORGIVENESS for France's political 

elite? Or will their sins—of filling party 
coffers with corporate kickbacks, finding 
fictitious jobs for the party faithful, and so 
on—still be punished? For the moment the 
question remains unanswered. Of the 
thousands who have broken France's 
thousands of laws, those who apparently 
deserve immediate mercy are the motorist 
who has failed to pay his parking ticket or 
produce his documents or—as a sop to the 
traditional feeling that street politics are 
part of the national heritage—the trade-un- 
ion demonstrator whose protest went a 
touch too far. 

That at least is what the presidential 
amnesty put to parliament this week pro- 
poses; since article 17 of the constitution 
gives the president "the right to pardon", 
an amnesty always follows a presidential 
election. The only surprise is that this time 
it is less generous than usual. It fails, for ex- 
ample, to let off the road hogs who make 
France’s roads among the more dangerous 
in Europe. AndJosé Bové, a much-admired 
anti-globalist now in jail for trashing a Mc- 
Donald's site, has not been spared either; 
in protest, he has gone on hunger strike. 

But the bigger issue remains, and the 
Socialist opposition is not alone in sus- 
pecting that President Jacques Chirac and 
a pro-Chirac government will at some 
point, possibly quite soon, in the five-year 
term of the new parliament declare an am- 
nesty for what are delicately called "politi- 
cal-financial offences". Certainly, the po- 
litical logic is tempting. After all, the 
president, protected from questioning by 
his constitutional immunity, is one politi- 
cian allegedly implicated in the offences. 
So, too, is his political heir-apparent and 
former prime minister, Alain Juppé, who 
has been under formal investigation for 
four years. And so are many other leading 
politicians, including some on the left, 
such as Henri Emmanuelli, a former trea- 
surer of the Socialist Party. 

The problem, however, will be translat- 
ing political logic into electorally accept- 
able fact. Hence the idea being whispered 
but not yet openly advocated by pro-gov- 
ernment politicians that a "statute of limi- 
tations" should apply to the "misuse of 
corporate assets", the catch-all charge that 
applies to most of the political-financial of- 
fences. Since most of the present scandals 
date back to the 1980s and early 19905, and 
since many of the investigations have 
been going on for five years or more with- 






out anyone being brought to trial, a limit 
of, say, three or five years would lift the 
politicians neatly off the hook. 

But lesser mortals will find wriggling 
off the judicial hook rather harder in fu- 
ture. Next week Dominique Perben, the 
justice minister, will present his cabinet 
colleagues with a “get tough" programme 
to fight France's criminals, especially 
young ones. There will, for example, be - 
new youth-detention centres. Investiga- 
tors will have the right to put children as 
young as 13 into preventive custody. And - 
recent legislation on the "presumption of 
innocence" will be modified to make bail 
harder to get. | 

The opposition says all this will “set the | 
clock back 20 years”. The government will - 
claim that adding another 11,000 prison 
places to the 47,000 already in use, plus 
18,000 more police and gendarmes, plus a - 
50% rise in the money allocated in the bud- 
get to the ministries of justice and the inte- - 
rior, is precisely what the voters asked for. 
But willitactually work? m | 







An Irish scandal 
The fortunate 
Cayman Islands 


DUBLIN 
Lots of money flitted across the 
Atlantic. The taxman never knew 


HAOS theory avers that a butterfly 
flapping its wings in one continent 
may cause a hurricane in another. Ben 
Dunne, a very rich Irishman, seems to 
have proved the theory right. Ten years ago 
he threatened to jump from the 17th-floor 
balcony of a hotel in Florida rather than be 
arrested. Indirectly he provoked the hurri- 
cane that on July 6th finally hit Ireland's - 
political, business and professional elite © 
when a 10,000-page report of an investiga- - 
tion by High Court inspectors into nearly . 
30 years of tax evasion was published in 
Dublin. | 
It was his cocaine-sniffing habit, for 
which he was arrested in Florida, that cost 
Mr Dunne his job as chairman and execu- - 
tive director of Dunnes Stores, a big Irish 
food and textile retailer. In a bitter legal 
row that followed with other members of 
thefamily-owned company, he made priv- 
ate claims, later made public, that he had 
paid large sums to Irish politicians. And so 
indeed, decided a tribunal investigating 
the affair in 1997, he had. 

One beneficiary of his largesse had 
been Charles Haughey, a disgraced former 
prime minister, who got the equivalent of 
€1m (nearly $1m attoday'srates) via a Cay- 
man Islands bank account. The transact- 
ion was facilitated by Des Traynor, a Dub- 
lin businessman, now deceased, who » 





> began his career as an articled clerk in Mr 
Haughey's accountancy practice. He re- 
mained a lifelong admirer, and discreet 
money manager, for Mr Haughey-and for 
some of his wealthy friends. All trusted 
him completely, regarding this genial 
gnome as something of a financial genius. 
Nosing into Mr Traynor's affairs turned 
up another trail. Since 1976 he had been 
running Guinness & Mahon (Ireland) Ltd, a 
small Irish merchant bank. But from the 
early 1970s he also ran, from Dublin, a se- 
cretive outfit called (after sundry name- 
changes) Ansbacher Cayman Ltd. Its bank- 
ing services enabled many of the 179 peo- 
ple named in the new inspectors' report to 
salt away undeclared cash. Curiously, its il- 
legal activities escaped detection by the 
Central Bank, one of whose board mem- 
bers the inspectors name as an Ansbacher 
client. Nor did the taxmen look too hard. 
The list of Ansbacher clients includes 
some former captains of industry and 
commerce, leading lawyers, accountants, 
architects, doctors, hoteliers, builders and 
property developers. To Mary Harney, the 
minister from a minor coalition party who 
pursued the inquiry for five years, defying 
legal challenges and some opposition, the 
report represents “a damning insight into 
the world of conspiracy, fraud and tax eva- 
sion over along number of years”. She has 
described it as a watershed in Irish life. 
Really? Prosecutions look unlikely: 
time has gone by, documents have been 
destroyed. And past governments have 
preferred the carrot to the stick in matters 
of tax compliance: the past 15 years have 
brought two general tax amnesties. A far 
bigger tax scam, involving some 50,000 
bogus non-resident accounts, has so far 
seen fewer than 4,000 people lodge 
€227m to settle their cases. The Ansbacher 
equivalent, to date, is €17m. m 








The report gets rolling—but who cares? 
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Greece and terrorism 





A breakthrough beckons 


ATHENS 


The Greeks may be poised to nab their home-grown terrorists, at last 


T WAS the mistake that Mihalis Chryso- 

hoidis, Greece’s public-order minister, 
and teams of police from the United States 
and Britain had been waiting for. After 27 
years and more than 20 assassinations of 
foreign diplomats, American servicemen 
and Greek businessmen, the N17 terrorist 
organisation (named after November 17th 
1973 when a repressive military regime 
crushed a student revolt at Athens poly- 
technic university) slipped up. A bomb 
carried by Savas Xiros, a 40-year-old 
painter of religious icons, exploded pre- 
maturely on June 29th close to the offices 
of a Greek shipping company in Athens’s 
port of Piraeus. 


Germany's next government 


Kaleidoscope 


BERLIN 


Mr Xiros was seriously injured but sur- 
vived. Six days after the explosion, a mag- 
istrate was questioning him in hospital. Fo- 
rensic tests linked him to at least two 
crimes by N17: the killing of Costas Perati- 
kos, a Greek shipowner in 1997; and a 
rocket attack against the home of Ger- 
many's ambassador to Greece in 1999, dur- 
ing the Kosovo war. 

The capture of Mr Xiros led to the dis- 
covery of two caches of weapons and doc- 
uments fingering N17 in flats in residential 
districts of Athens. Greek investigators say 
they contained, among other incriminat- 
ing evidence, some of the more than 300 
anti-tank rockets stolen by N17 from an » 


Polls suggest September's election may lead to a grand coalition of right and left 


HAT hue Germany's next govern- 

ment? A couple of months back, 
the ruling “red-green” coalition of Social 
Democrats and Greens looked done for 
and the “black-yellow” alliance of Chris- 
tian Democrats and liberal Free Demo- 
crats, ousted in 1998, looked all set to 
return. But as the Social Democrats con- 
tinue to creep back up in the polls and 
the liberals slide down, September's gen- 
eral election is becoming ever harder to 
predict. Almost any colour combination 
now seems possible. 

Gerhard Schróder would prefer to 
continue with his red-green coalition. 
Edmund Stoiber, his conservative chal- 
lenger, fancies a black-yellow one with 
the liberals. But on today's poll ratings, 
neither grouping would secure an over- 
all majority in Germany's lower house 
of parliament. Hence the search for pos- 
sible new combinations. 

One would be to add the ex-commu- 
nist Democratic Socialists to Mr 
Schróder's coalition. But he has rejected 
out of hand even indirect collaboration 
with them. His party and theirs are al- 
lied at state level in Berlin and Mecklen- 
burg-West Pomerania. But, for him, that 
is one thing; a national coalition with a 
party that says no to Germany military 
missions abroad would be quite an- 
other. Aides say he would sooner go 
into opposition than do such a deal. 


Could he turn to the liberals, who say 
they are as ready to play footsie with 
him as with Mr Stoiber? Mr Schróder 
once said he might. But many in his 
party would dislike sharing power with 
one dedicated to a partial dismantling of 
the welfare state. Conclusion: if Mr 
Schróder wins but has no majority with 
the Greens alone, he would probably 
aim for a "grand coalition" with the con- 
servatives, despite his present denial. 

Some Germans, including Michael 
Sommer, leader of the DGB, the main 
trade-union confederation, see this as 
the best, perhaps only, way to push 
through the radical reforms that the 
economy urgently needs. Others, not 
least Mr Stoiber and Mr Schróder, say it 
would lead to a harmful political stale- 
mate and foster extremist parties. Mr 
Stoiber this week promised to “do every- 
thing" to avoid it. 

Yet the polls suggest this is the likeli- 
est option-though without one or other 
of the two leaders. If the conservatives 
do best in the election, Mr Schróder 
would be unlikely to accept a ministerial 
post under Mr Stoiber. If the Social Dem- 
ocrats win, Mr Stoiber would probably 
retire to his home state of Bavaria, and 
its Christian Social Union there, leaving 
Angela Merkel, leader of the Christian 
Democrats, to handle the junior co- 
alition partner's role. 
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They may at last be closing in 


army base in northern Greece in 1989, a 
typewriter used to produce the group's 
early proclamations, and a red flag embla- 
zoned with N17's logo, a five-pointed star. 

The breakthrough could not have come 
at a better time for Costas Simitis, Greece's 
pro-western Socialist prime minister. With 
anxieties mounting about security for the 
Olympic Games due to be held in Athens 
in 2004, Greece's failure to bring N17 to jus- 
tice had been causing increasing embar- 
rassment. Retired American diplomats 
had claimed that members of previous So- 
cialist governments had obstructed anti- 
terrorist investigations. 

N17 first struck in 1975, when it killed 
Richard Welch, the cra station chief in 
Athens. For years the group's idiosyncratic 
mix of Marxism and nationalism struck a 
chord with a strongly anti-western seg- 
ment of Greek public opinion. Few wit- 
nesses of N17 attacks ever spoke up. 

Recently, though, attitudes have 
changed. Since the group's last assassina- 
tion—the drive-by shooting in June 2000 
of Britain's defence attaché—a team from 
Scotland Yard has been based in Athens. It 
has brought a methodical style of investi- 
gation that is new to Greece, from collec- 
tion of material for DNA-testing to knock- 
ing on the doors of old-fashioned 
left-wingers. Privately the team gave itself 
two years to crack N17, a deadline that it 
seems to be meeting. 

Public opinion has swung behind the 
investigators, thanks in part to Heather 
Saunders, the British attaché's widow, and 
Nikos Peratikos, the late shipowner's 
brother, who launched a campaign to pro- 
mote awareness of N17's victims. A new 
anti-terrorism law providing for trials in 
camera and witness-protection schemes 
was approved last year. As a result, more 
Greeks have been calling the anti-terrorist 
hotlines with information. For the first 
time, opinion polls show that most Greeks 
want the police to nail the terrorists. 





So far, so good. Mr Xiros, according to 
the police, is a senior member of N17, per- 
haps its head of operations. More than 150 
people have been questioned since he 
blew himself up. A round of arrests is pre- 
dicted over the next few weeks. But the 
group's ideological leaders, believed to be 
in their 60s, are still at large and probably 
living abroad. Until they are brought to 
book, Mr Simitis cannot claim to have 
crushed N17. 8 


Poland’s rocky government 


Bad vibrations 


WARSAW 
The country’s new finance minister 
may not revive its fortunes 


S THE embattled prime minister of Po- 
land, Leszek Miller, still in charge? Judg- 
ing by recent events, the answer is unclear. 
Mr Miller had been expected to appoint 
one of his own men to replace Marek 
Belka, the finance minister who resigned 
on July 2nd after failing to stop the coun- 
try’s enormous budget deficit from widen- 
ing still further. Instead, the provincial 
bosses of Mr Miller's ex-communist 
Democratic Left, who have been nick- 
named "the barons", bullied him into giv- 
ing the job to their man, Grzegorz Kolodko, 
who served as finance minister between 
1994 and 1997, the last time their party was 
in office. The barons also encouraged Mr 
Miller to kick out the ministers of justice 
and culture and install one of their own as 
the new justice minister: Grzegorz Kurc- 
zuk, the party's powerful boss in Lublin, in 
the country's south-east. 
The long summer holidays cannot 
come early enough for Mr Miller. He has 
been haemorrhaging support and trust for 





Europe 45 


months. Even the hoped-for feel-good fac- 
tor promised by Poland's footballers in the 
World Cup fell flat when the team was cut 
to ribbons by the novices of South Korea. 
Mr Miller's relations with the president, 
Alexander Kwasniewski, never good, have 
deteriorated sharply. The whisper among 
pundits in Warsaw is that Mr Kwasniewski 
wants to replace Mr Miller with someone 
from the more economically liberal and 
more plainly Europhile bit of the Demo- 
cratic Left. 

That is unlikely for some time. Mr 
Miller still commands the respect of most 
ministers and of the broad centre of his 
party. His fate may depend, all the same, 
on how Mr Kolodko performs in his new 
post. First time round, he presided over a 
period of heady economic growth. He 
hopes to boost growth again by devaluing 
Poland's zloty and tying it more closely to 
the euro. 

But first he must calm the markets, 
which reacted glumly to Mr Kolodko's re- 
appointment. Bankers remember him as a 
big spender with puffed-up ambitions. 
Many doubt he is the man to rein in public 
spending. They point out that even Mr 
Belka, who struggled desperately to cap 
public spending, has been unable to pre- 
vent the state budget deficit rising from 
$3.5 billion in 2000 to $10 billion, the latest 
probable figure for this year. 

As he departed, Mr Belka declared him- 
self “burnt out". His ministerial colleagues 
in charge of Poland's health care and infra- 
structure have already called for more cash 
to placate an increasingly surly electorate. 
The head of Poland's central bank, Leszek 
Balcerowicz, is under attack from the big 
spenders. The European Union, already 
worried by the sight of Poland slipping 
back from being one of Central Europe's 
bounciest economies to one of its most 
sluggish, is looking on askance. If Mr 
Miller loosens his purse strings more, the 
case for slowing down the Evu's enlarge- 
ment, still more or less scheduled for 2004, 
may gather weight. 8 





Can the markets collar Kolodko? 








A Christian Democrat hoping to govern like one—so long ashe can keep his cabinetin one piece 





d all of jour years ago, and became the leader of his 
Christian Democrats only last October—and that mainly for lack 
of anyone likelier to pull together a party hurt by scandal and, 
after eight years out of power, heading nowhere. Not that he 
looked likely to lead it anywhere much else in the general elec- 
tion due in May. Yet what is Mr Balkenende now? Prime minis- 
ter designate of the Netherlands. 

For that, he can thank, above all, the maverick Pim Fortuyn, 
whose party—well, “party”—burst into view, evicting Rotter- 
dam's long-ruling Labour council, in local elections in March. Mr 
Fortuyn said aloud what many voters had not dared to say for 
themselves: that they were tired of crime, of ill-assimilated Mus- 
lim immigrants and, more widely, of orthodox politicians too 
busy talking cosily with each other to notice these discontents. 
Nationally, Labour, the Christian Democrats' historic rival, was 
already looking tired. Wim Kok and his “purple” coalition—his 
party, plus the free-market Liberals and left-leaning p66—had 
held office for eight years, and the popular Mr Kok, ready to re- 
tire, had handed party leadership to a less than dazzling heir. 
Now, suddenly, tiredness began to look like feet of clay. 

Even so, many foresaw the Fortuynists fading before the gen- 
eral election. They didn’t, not least because Mr Fortuyn was 
murdered just before polling day, and his name—still on the list- 
drew as many votes as he might have alive, winning his party 
26 of the 150 seats in the lower house. But the real winner was 
Mr Balkenende. He had wisely chosen not to treat Mr Fortuyn as 
something that had crept out of the woodwork. Labour took the 
opposite line—and just 23 seats. And the Liberals fell apart. 

With his 43 seats, Mr Balkenende rules the roost. Back to nor- 
mal, one might think. Until 1994, "Christian" parties had held 
the prime ministership for most of the years since 1945, and had 
at least a share of power, thanks to the Dutch belief in strictly 
proportional representation, for all of them. Then, unified since 
1980 under a single, Christian Democratic, banner, they got a 
shock: in 1994 the victorious Labour Party formed a coalition 


without them, walloped them even worse in 1998 and did it 
again. But in fact the coalition ministry that Mr Balkenende is 
now forming with the Fortuynists and the Liberals will be no 
more *normal"—and probably harder to keep in one piece. 

His is still a confessional party, the heir of three, one Catholic 
and two Protestant, born in the days when Dutch society, from 
politics and trade-unionism to television and amateur sport, 
was a mosaic of groups defined by sect, distinct but happy to co- 
exist: this, not a melting-pot, was the Dutch way of doing it. The 
Fortuynists mix xenophobic populism with that same mosaic 
idea: be what you are but fit in with the rest of us. Labour, in 
contrast, began as a class party. Yet the Christian Democrats 
share with it a belief in community, whereas their Liberal part- 
ners, another class party, are free-market individualists. 

These distinctions are not just academic. The struggle be- 
tween clerical and lay drove much of mainland Europe's politics 
in the 19th and early 20th centuries. To Britons or Americans, 
whose countries never experienced it, today's Christian Demo- 
crats look much like any class party of the centre-right. Not so. 
Even now, there are real differences. Notions of togetherness 
and of care for the weak that might in Britain seem vaguely of 
the left, are (at least in theory) part of the Christian Democratic 
agenda, thanks to the social doctrine of the church. The "third 
way" was around long before Tony Blair, a Christian Democrat 
manqué if ever there was one, thought he'd invented it. 

This was so in the Netherlands as elsewhere. As late as 1968, 
a leader of its then Catholic party, asked what his party stood 
for, opened his reply thus: “We see the human being as the crea- 
ture of God." Recently, it is true, one party bigwig described it as 
now "post-Christian". But the past is not dead. For all its down- 
to-earth detail and fiscal arithmetic, the three-party accord that 
let Mr Balkenende this week start forming a cabinet struck one 
Dutch newspaper as “a lesson in Christian Democratic ideol- 
ogy". Not enough so, some of his voters feel, but so itis, and the 
political results may not be academic. Is the immigrant, for in- 
stance, primarily a much-needed worker, or, as both Christians 
and Fortuynists see him, an element, welcome or not, of soci- 
ety? The accord promises some "integration" measures that will 
in sum discourage immigration; they will also be anti-market. 


The Fortuynist conundrum 

Still, it is the Fortuynists who pose the big problem. Will they ac- 
cept the discipline of coalition? After a leadership struggle, they 
have a new chief, Mat Herben, and a bit more coherence. But till 
when? Already losing popularity, they can hardly afford to quar- 
rel. But excuses for a fight, with their partners or each other, will 
not be hard to find. Everyone wants less crime, but the Fortuy- 
nists' call for a super-ministry covering both police and justice 
was rejected. The three parties agree on less government, but not 
nearly as much less as Mr Fortuyn wanted. His demand for 
elected mayors, in place of today's appointed ones, was ac- 
cepted; his ideas for direct democracy got short shrift. 

And a new, closer-to-the-people, more responsive politics? 
Mr Balkenende talks of it, but one can wonder. Will the parties 
really learn to listen to voters, not each other? Will they alter the 
centralised party-list electoral system? These laments are not 
new. They were loud in the 1960s; write "Fortuynists" in place 
of “p66”, the—otherwise very different-mould-breakers of that 
era, and those days' accounts of the issue could stand almost 
verbatim today. Here at least, normality indeed reigns. 88 
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Do Intel 
engineers 
have a secret 
formula 
for success? 





A single wafer of Intel® Itanium* 2 processors contains over 13 billion transistors. 
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And the key 
ingredient in the 
Intel formula is 
this: our core 
belief that 
advanced 
engineering will 
continue to 
increase the 
performance of 
computing year 
after year. And 
deliver the 
tools that make 
business run 
better. 
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Innovate. 


lt’s the essence 
of what we do: 
create new 
technologies to 
help business do 
more at lower cost. 
It’s engineering 
applied to 
real business. 
Processing 
technologies that 
bring tangible 
improvement to 
computing and 
communications, 
day after day. 





It takes remarkable resources 
to produce such complex products 
in mass quantities. 


The electron microscope 
allows us to explore 
nanometer-sized transistors. 
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in the world of Intel, it takes teamwork~ 
the clean-room is and incredibly advanced technology- 
a way of life. to create Intel processors. 


Britain 


Saving 





Cutting through the jungle 


The government wants to reform the savings industry because Britons need to save 
more. But itis partly to blame for what has gone wrong 


THE problem is undeniable: the British 
do not save enough. According to one 
estimate (see chart), the annual shortfall 
amounts to £27 billion ($42 billion) a year. 
As a proportion of household income, the 
gap is especially large among the worse- 
off. The shortfall matters all the more be- 
cause private saving contributes much 
more to retirement income in Britain than 
in most other countries. 

But faith in the life-insurance industry— 
the principal provider of individual pen- 
sions and other forms of long-term sav- 
ing-has been undermined by scandals 
like the mis-selling of personal pensions. 
This is especially unfortunate since many 
employers are ceasing to offer final-salary 
pensions to new employees. A report on 
occupational pensions for the government 
this week by Alan Pickering, former chair- 
man of the National Association of Pen- 
sion Funds, brought scant comfort. De- 





scribing his proposals as the last chance for 
voluntary pension provision, Mr Pickering 
called for fewer regulations and less gener- 
ous benefits. 

With more and more working people 
having to take responsibility for their re- 
tirement saving, it has become more essen- 
tial than ever that the long-term savings in- 
dustry can deliver. It cannot in its present 
form, said another far-reaching report this 
week. On July 9th, Ron Sandler, a former 
chief executive of Lloyd’s of London, the 
insurance market, revealed the findings of 
a year-long review into an industry that 
manages a trillion pounds-worth of funds. 

Life-insurance companies are the domi- 
nant providers of long-term savings (see 
table), but unit trusts (mutual funds) also 
play an important part. Investment trusts— 
quoted companies that invest in a portfo- 
lio of shares-are another vehicle for 
pooled saving. Much of the business is 
sold through small-scale financial advis- 
ers, although banks also play an important 
part in selling such savings products. 

Mr Sandler, backed by a team of Trea- 
sury officials, put this industry under the 
microscope and did not like what he saw. 
He hadthree main complaints. First, the in- 
dustry suffers from weak competition, in 
large measure because the interests of con- 
sumers and their financial advisers are not 
aligned, since advisers are generally paid 
by providers through commissions. So 


The Economist July 13th 2002 47 


Also in this section 
48 Fund management 





49 Academia and politics 
49 Selling Britain 
50 Bagehot: the middle classes 


Russe NC ME RTT ERE 





More articles about Britain are 
available to subscribers at 
www.economist.com/world/europe 


there is insufficient pressure to bring down 
costs and deliver savings products as 
cheaply as possible. Second, low-to-mid- 
dle-income customers are ill served be- 
cause the fixed cost of sales advice—find- 
ing out about the customer's needs and 
ensuring that products match them- 


makes them less profitable or inflicts 


losses. Third, the industry does not gener- 
ally offer value-for-money products, but 
rather an array of proliferating instru- 
ments that are difficult to compare and un- 
derstand. The with-profits policy, a main- 
stay of the life-insurance industry, i 
especially opaque, says the review. 

From the diagnosis follows the cure. Mr 
Sandler calls for a new range of standar- 
dised low-cost products. These would ex- 
tend the key features of the stakeholder 
pension—no initial commission on saving 
and a cap on charges of 1% of the fund—to 
other savings products such as unit trusts 
and with-profits policies. The aim is to 
create a small, standard set of savings pro- 
ducts that are so simple and safe that they 
could be sold without expensive financial - 
advice-so allowing low-income house- »" 


3 Total: £27bn 




















> holds much readier access to saving. Cru- 
cially, there would be less need to docu- 
ment the sales process. If these new 
cheap-and-cheerful products were to fly 
off the shelves—which hasn't been the 
case with stakeholder pensions—they 
would act as a battering ram to create the 
“1% world". 

Simplification is the big idea—as with 
Mr Pickering’s report on occupational pen- 
sions. But this begs the question: why is 
the savings and pension industry so com- 
plex? Awkwardly for the Treasury, which 
commissioned the Sandler report, the an- 
swer lies close to home. There is one over- 
riding reason why the industry is so com- 
plex: tax. Ned Cazalet, a consultant to the 
industry, says "fundamentally the pro- 
blem is that the tax regime in the UK is 
nuts, incomprehensible even to experts." 
The aim of Mr Sandler's new product 
range is simplicity, but Mr Cazaletis scepti- 
cal about whether it will work. “You don't 
get rid of existing products, and that itself 
addsto overall complexity because people 
have to make decisions about whether to 
continue them." 

The Sandler review recognises the role 
that tax plays in contributing to complex- 
ity and calls for simplification of the more 
than 20 tax regimes that govern pensions. 
But this will be far from easy since they en- 
shrine past contractual rights, such as al- 
lowable contribution levels and benefits. 
Some of the "simplification" agenda will 
be far from popular if it removes tax con- 
cessions, like the one allowing higher-in- 
come taxpayers to defer taxation on capi- 
tal withdrawals from with-profits bonds. 


The jungle grows 

Even supposing the government were able 
to cutthrough the existing tax jungle, what 
help would this be if it continues to add 
complexity? Next year will see the intro- 
duction of the pension credit, which will 
provide means-tested benefits to half of all 
pensioners. Its effect will be to impose a 
marginal tax rate on income from saving 
among these pensioners of at least 4096— 
the rate at which the means-tested benefit 
is phased out. The key weakness of the 
Sandler package, says Tim Keogh of Mer- 
cer Human Resource Consulting, is that "it 
doesn't actually do anything to incentivise 
the low-to-middle earners who haven't 
got any spare funds to invest long-term 
and who might well feel that they will be 
depriving themselves of a government 
safety net unless some of the means-test- 
ing is rolled back." 

The long-term savings industry de- 
serves the stick it gets from Mr Sandler for 
offering a poor deal to savers past and 
present. But the regulatory and tax frame- 
work set by government must also share 
the blame. If people are to find a way 
through the savings jungle, the govern- 
ment must help them, not hinder them. & 


Fund management 


Actively cheated 





Retail investors should stay away from papi dion cin funds 


N 1999, Kevin James, an American econo- 
mist seconded to the Financial Services 
Authority, wrote a scathing report on Brit- 
ain's fund-management industry. An in- 
vestor in a typical actively-managed retail 
fund, he found, would have to put in £1.55 
to get a return equivalent to £1 invested di- 
rectly in the market. The industry got the 
report held back, and in its published form 
its language was toned down and its criti- 
cisms concealed in technical detail. Now 
Ron Sandler, who reported this week on 
the savings industry (see previous article), 
hasrevived much of Mr James's analysis. 
Mr Sandler's report points out that the 
average British unit trust underperformed 
the equity market by 2.596 a year, because 
of high charges and poor performance by 
active managers, meaning fund managers 
who pick stocks rather than follow an in- 
dex of companies. Yet retail investors 
choose to put far more of their money into 
actively-managed funds—over nine-tenths 
of it in 2001—than do better-informed in- 
stitutional investors, who have a quarter 
of their assets in vehicles that simply track 
the markets, at a lower cost. Mr Sandler 


suspects that independent financial advis- 


ers, who get more commission selling ac- 
tive funds than passive ones, push their 
customers into the former. 

Active and passive managers have 
fought for years over which is the better 
way to invest. In recent times, passive 
managers have been winning, at least in 
the world of institutional investors. Com- 
pared to an averagely-performing active 
unit trust, an index-tracking fund is clearly 
a better deal, because of its lower fees. 

There are indeed active managers who 
outperform for years. “It can be done,” 
pleads Anthony Bolton, an active manager 








at Fidelity in London who has frequently 
beaten the market. But it is hard to predict 
who will succeed, especially for retail in- 
vestors. Most fund-management firms 
bombard them with past-performance 
numbers, manipulated over particular 
time periods so that their fund looks like a 


winner. Past-performance figures are 
meaningless unless an investor knows 
what produced the success—it could have 
been one freak investment in a high-flying 
technology stock, for instance, rather than 
a sustainably superior investment process. 

Encouraging people into passive funds 
at the moment could be dangerous, how- 
ever, because most stockmarkets, which 
they track, are falling. Although retail in- 
vestors should put more money into in- 
dex-trackers relative to active funds, the 
more pressing decision right now is 
whether to invest much in stocks at all. 

Part of the trouble with active manag- 
ers is that they are not active enough. As 
Mr Sandler’s report rightly points out, 
many of them, terrified of underperform- 
ing, have hugged indices while still charg- 
ing high fees. For real active management, 
investors with enough money-at least 
£30,000-—can choose a hedge fund. These 
funds, unlike mutual funds, can go short 
(sell shares they do notown in the hope of 
buying them later at a lower price) and use 
borrowed money: they have a better 
chance of doing well in a bear market. 
There has been a steady drain of talent 
from conventional fund management 
firms into hedge funds, says Bill Muysken, 
of Mercer Investment Consulting. Until 
hedge funds lower their minimum re- 
quirements, or conventional fund manag- 
ers are permitted to go short as well as 
long, small investors will continue to be 
disadvantaged. @ 





Academia and politics 


Only translate 


Asilly self-indulgence with serious 
implications 


RITISH academics are a disgruntled lot. 
J Ailthat learning doesn’t bring them the 
money they think they deserve; and they 
have to watch while ignorant politicians 
make the world a worse place. This sense 
of impotence perhaps explains why trivial 
scholastic squabbles excite such vitriol. 
Occasionally, as in the case of Tom 
Paulin—who, not content with being a mi- 
nor esoteric poet and Oxford lecturer, re- 
portedly felt obliged to share his view that 
Israeli settlers “should be shot"—they get to 
make little splashes in a bigger pond. A 
new row about a similar subject, piffling 
though it seems, raises important ques- 
tions about the proper relation between 
academe and politics, and the freedom (or 
otherwise) of scholarly endeavour. 

Some British academics don’t like Ariel 
Sharon. So, with like-minded colleaguesin 
other countries, they have got up a pair of 
online petitions (at www.pjpo.org). One 
calls for the suspension of European fund- 
ing for Israeli research; the other declares 
that its signatories “can no longer in good 
conscience continue to co-operate with of- 
ficial Israeli institutions, including univer- 
sities”. The signatories include some dis- 
tinguished British scientists who ought to 
know better, and several Israelis. 

The petitions have excited controversy 
because of a quixotic interpretation of 
them by one Mona Baker, a professor of 
translation studies (of Egyptian descent) at 
the University of Manchester Institute of 
Science and Technology. Ms Baker runs 
two scholarly journals: Translation Studies 
Abstracts, and the Translator, whose web- 
site avers that it is “not restricted in scope 
to any particular school of thought or aca- 
demic group”. There is one restriction, 
however: Israelis aren't. welcome. Ms 
Baker has sacked two Israeli academics 
from their advisory roles on the journals. 
Her own boycott has secured her publica- 
tions (combined circulation: around a 
1,000) a profile that, it is fair to say, they 
may not otherwise have achieved. 

Similar petitions have been circulating 
at American universities-though their 
dons have also been more vigorous than 
British ones in defending both Israel and 
academic freedom. They have organised 
counter-petitions (such as the one at 
www.aaisc.net); and Stephen Greenblatt, 
a bigwig Harvard professor, wrote an open 
letter to Ms Baker, highlighting the gro- 
tesqueness of a journal supposedly con- 

cerned with intercultural dialogue adopt- 





ing her stance. (An Israeli counter-petition 


points out that some European money is 
used for collaborative research by Israelis 
and Palestinians, on such objectionable 
subjects as desalination.) 

Setting aside right and wrong in the 
Middle East—and the inconsistency of vic- 
timising Israeli universities and not those 
in other abusive states, in the region and 
elsewhere—this is a benighted strategy. 
Sanctions, like any other weapon, need to 
be properly directed if they areto work. For 
example, the boycott of South African 
sports teams during apartheid was effec- 
tive, because the Afrikaners cared about 
sport. As the spurned Israelis—one of them 
a former local head of Amnesty Interna- 
tional-have pointed out, excommunicat- 
ing a bunch of (mainly left-wing) academ- 
ics is unlikely to alarm Mr Sharon. All it 
does is mock the idea that universities are 
bastions of sanity and tolerance. 8 
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Selling Britain 


The shock of 
the old 


At last, Britain seems to have given up 
trying to be hip 


Bn abroad may be puzzled by the 
British Tourist Authority's latest ad- 
vertising campaign. Knights in full suits of 
armour play tennis in the Welsh marches. 
Wellies rain down on taxis outside Buck- 
ingham Palace. Couples waltz in Trafalgar 
Square. Faces are uniformly white. The 
BTA says the £25m sales pitch, which was 
launched earlier this summer, is already 
paying off. But whatever happened to the 
government's mission to rebrand Britain 
as a modern, multi-ethnic, forward-look- 
ing nation? 

Not much, it seems. Faced with a 9% 


High tea for the tourists 








drop in visitors in 2001 thanks to foot-and- 
mouth and September 11th, the pra fell 
back on "traditional values and heritage" 
to flog Britain to the foreigners. Jeremy 
Brinkworth, its head of campaigns, says 
the jubilee celebrations have helped to get 
the message across. Back home, *Cool Bri- 
tannia", the catchphrase the government 
cadged off an ice cream carton, was offi- 
cially buried last November by Tessa Jo- 
well, the minister for culture, media and 
sport. "You can’t distil our national charac» 


ter to a liking for designer water or retro. — 


lamps," she scoffed. 


A case of new Labour, old Britain, then? 
Not quite. A body called the Britain _ 
Abroad Task Force was set up in the wake 
of the rebranding craze. It still exists; but © 


Jonathan Griffin, its chief executive, says 
no new money has been found to put any 
of its proposals into action. 

Finding a message around which most 
Britons can rally is hard; even diversity, the 
latest buzzword, has its detractors. But 
branding enthusiasts insist that it’s worth 
trying to change Britain's image. A survey 
of young opinion-formers in 28 countries, 
conducted by the British Council during 
1999 and 2000, revealed that many still see 
Britons as weak on creativity and innova- 
tion, not to mention class-ridden, racist 
and cold. That, says Mr Griffin, is bad for 
trade and bad for Britain's political clout. 
He would like to run more innovative 
events abroad, to rivallast year's Japan fes- 
tival in Britain or Italy's staging of “Turan- 
dot" in the Forbidden City. 

Mark Leonard, whose book "Brit- 
ainTM" started the branding debate, has a 
simpler solution. In “Public Diplomacy", a 
new pamphlet, he argues that most people 
get their image of Britain from their na- 
tional media. There are 1,700 foreign corre- 
spondents in London; Mr Leonard claims 
their reports are dismissed by ministers as 
^no-votes TV". Here, he says, is a group 
that positively wants to be spun at-andfor 
once, no-one is spinning. @ 

















I. IS almost exactly eight years since Tony Blair became leader 

C of the Labour Party. Within a month of that momentous 

«e event, something remarkable had happened. For the first time in 

|». polling history, Labour took a decisive lead over the Tories 

5... among middle-class voters. 

m In the 1992 election, MORI, a polling organisation, found that 
the Conservative lead over Labour among ABC1 voters was 54% 
to 2235—more or less in line with other elections during the previ- 

-ous 20 years. In the months that followed, the gap narrowed as 

.. the Conservatives were increasingly blamed for growing mid- 

 dle-class insecurity. But it was unquestionably the advent of Mr 

Blair that was responsible for the breakthrough. By the late sum- 

mer of 1994, ABC1s favoured Labour by 37% to 34%. From that 

moment, the Tories were on their way out of power. 

Y It has been Mr Blair's extraordinary political achievement to 

-consolidate much of that support over the last five years (one or 

.. two blips apart), while at the same time pursuing a moderately 

 redistributionist policy agenda. He has done so in part thanks to 

_ the gently rising economy, which has helped to ease a steadily 

"growing tax burden, but mostly because the middle class saw 

that he was one of them. Although their taxes were going up, 

< they were grateful to Mr Blair for not clobbering them more and 

: were mindful of the need to improve services, such as hospitals 

and schools, that they used too. 

. Isall that now changing? Is New Labour's historic rapproche- 

» ment with the middle class coming under real strain as the gov- 

. ernment's desperation for money to fund its promises grows? If 

_ the Tory-supporting Daily Mail and Daily Telegraph are anything 

-to go by, the answer is unequivocal. They argue that despite its 

smiley face and commitment not to raise the higher rate of in- 

come tax above 40%, the government's true colours become 
more evident each day with a succession of hammer blows 
aimed squarely at middle-class values and living standards. 
They may have the slightly wild glint in their eye of prophets fi- 

 nally vindicated. But these newspapers sense that at long last 

-their readers are becoming angry and they too are naturally an- 

- gry on their behalf. They also know that convincing the middle 

. classes that Mr Blair has duped them is the essential first stage of 

` any Tory electoral rehabilitation. 

And there is indeed mounting evidence that the government 




























he middle classes are getting scared. That’s when they’re dangerous 





is readier than before to take risks with its middle-class support. 
On July 15th, Gordon Brown will set out his detailed spending 
plans for the rest of the parliament. These are based on overall 
expenditure growing by more than 4% a year in real terms. If the 
economy slows, the implication is that taxes may have to rise by 
considerably more than the increase in national insurance con- 
tributions that the chancellor announced in April. 

That will come on top of what looks like a raft of other mea- 
sures to hit the middle classes where it hurts most. This week, 
the government came up with proposals to reform the finances 
of local councils, which, though impenetrably complicated, 
looked like heralding a big shift of resources from the prosper- 
ous shire counties and London boroughs to poorer towns in the 
midlands and the north. It was also leaked this week that 
changes in university funding, to be revealed in the autumn, 
could mean a doubling of tuition fees for most middle-class stu- 
dents to help pay for a return of grants for the less well-off. In a 
further transfer of money from the children of the middle 
classes to their needier contemporaries, Mr Brown has indicated 
that he will pay some sixth-formers an allowance to stay on at 
school by docking child benefit for 16-to-18-year-olds from bet- 
ter-off families. And so it goes on. 


Rumble in the suburbs 

Perhaps these will be the straws that finally break the back of 
middle-class support for New Labour. But so far, the “stealth 
taxes” that the Tories lovingly itemise have had surprisingly lit- 
tle effect on the government’s popularity. Although nearly 3m 
people have now been sucked into paying higher-rate income 
tax, and the government extracts ever larger sums from com- 
pany car drivers and the booming housing market (thanks to 
swingeing stamp duty on transactions and an inheritance-tax 
ceiling that rises with ordinary inflation but not with the bricks 
and mortar kind), the grumbling is muted. Indeed, MORr's fig- 
ures for ABC1 voting preference over the first six months of 2002 
show almost no change, with Labour averaging just under 40% 
and the Tories stuck at just over 34%. Not much sign there of 
middle-class rebellion. 

The real situation may, however, be more volatile than the 
polls yet reveal. If higher taxes don’t result in better services, the 
government will eventually pay a price. But its greatest vulnera- 
bility is to events that are beyond its control. A combination of 
factors contributed to waning middle-class support for the To- 
ries in the early 1990s, but the common theme was a rising 
sense of insecurity: the housing market bust; the long hangover 
of negative equity; growing middle-class unemployment caused 
by the downsizing of corporate bureaucracies and recession in 
the services-driven south-east; the extensive mis-selling of per- 
sonal pension schemes-all played their part. 

The chancellor may think he has abolished the business cy- 
cle and the prime minister may be oblivious (as he demon- 
strated recently in the House of Commons) to the billions of 
pounds each week being wiped off the value of pension and in- 
surance funds, but there is again a whiff of real fear in the air. 
People are getting scared about their dwindling pension pros- 
pects and they are increasingly jittery about the growing pos- 
sibility of another housing market smash and its consequences 
for the south-east’s febrile economy. A grumpy middle class, Mr 
Blair and Mr Brown can get along with. A frightened middle 
class is something altogether more dangerous. @ 
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Pharmaceuticals 


Mercky prospects 


Why are drug companies finding it so difficult to come up with new blockbusters? 


HERE was a time when troubled inves- 

tors could always count on drug mak- 
ers, not just for their pain-relieving pro- 
ducts, but also for their analgesic financial 
performance. No longer. Since the begin- 
ning of the year, pharmaceutical shares 
have fallen by a third on Wall Street, com- 
pared with a drop of a fifth in the s&» 500. 

This week brought more bad news, as 
Merck came under fire for booking $12.4 
billion of revenues at its Medco drug-plan 
unit that it had never collected. Never 
mind that this accounting trick had no ef- 
fect on profits. Merck's shares fell slightly; 
the next day, it dropped Medco's planned 
$1 billion initial public offering. Mean- 
while, the share price of Wyeth (formerly 
American Home Products) fell by almost a 
quarter on news that trials of its lucrative 
hormone-replacement treatments had 
been stopped because of fears that they do 
more harm than good. And regulators 
opened a probe into whether Bristol-My- 
ers Squibb had inflated its revenues by $1 
billion last year. 

These are not the only bad tidings for 
the industry. Expiring patents and a rush 
of generic competitors have eaten into the 
profitability of some of its most lucrative 
products, such as Prozac. In America, states 
and private groups have taken to suing 
drug makers over excessive profits. And 


several companies are under investigation 
by the Federal Trade Commission for anti- 
competitive practices. 

But for all this, the most daunting chal- 
lenge facing the industry, according to 
Jean-Pierre Garnier, head of GlaxoSmith- 
Kline (GSK), is how to boost productivity 
in research and development (R&D). For an 
industry that justifies its high prices and 
frothy profits on the need to reinvest in 
R&p, the idea that this engine is running 
out of steam is particularly worrying. 

Recent high-profile product glitches, 
such as ImClone and Bristol-Myers 
Squibb's Erbitux, give the impression that 
the industry is losing its knack for produc- 
ing wonder drugs. Do the numbers bear 
this out? According to the Centre for Medi- 
cines Research (CMR), an industry think- 
tank, 31 new drugs were launched on the 
American market last year, compared with 
52 a decade earlier. In order to maintain 
their profit growth, the giants of the indus- 
try need to create roughly three new drugs 
apiece a year. Since 2000 Pfizer and GSK, 
two of the largest, have produced three be- 
tween them in America. 

While output stalls, the cost of produc- 
ing new medicines rises. Last year the in- 
dustry spent $44 billion on R&D. How well 
that money has been spent will not be 
clear for up to a dozen years, the average 
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time it takes to bring a new medicine from 
a gleam in a scientist’s eye to a product on 
the pharmacy shelf. Analysis from the 
Tufts Centre for the Study of Drug De- 
velopment suggests that it now costs an av- 
erage of $800m to get a drug to market, 
more than twice as much as in 1987. 

Much of this spending goes on clinical 
trials, the last stage of drug development. 
A decade ago, testing a drug on 1,000 pa- 
tients was enough to prove its safety and 
efficacy. Now regulators demand trials on 
4,000 or more patients and a bewildering 
array of biochemical and clinical tests, all 
of which add to the expense and duration 
of a trial. 

But according to Martyn Postle, at Cam- 
bridge Pharma Consultancy, up to 70% of 
the high cost of development is eaten up = 
by drugs that do not even make it to mar- 
ket. A rough-and-ready rule of drug-mak- > 









* ing is that for every 10,000 molecules 
© screened in a given programme in the lab- 
oratory, only one will survive to launch. 

The most public failures are those drugs 
that make it into clinical trials, and then 
stumble. According to the CMR, the suc 
cess rate of drugs going from large, expen- 
sive so-called phase three trials to market 
has fallen by almost 30% in recent years. 
Roughly three-fifths of drugs in clinical de- 
-velopment falter because of toxic effects, 
other safety issues or their failure to do 
what they are supposed to. 

In the clinic, companies are trying a va- 
riety of tools—such as web-based patient 
recruitment and data management-to cut 
time and money from the process. One 
technique that many are pinning their 
hopes on to reduce clinical failures is 
"pharmacogenomics"—using genetic tests 
to ascertain which patients may or may 





not respond to a drug. A number of big 
drug firms are already experimenting with 
this approach, as are several ambitious 
biotechnology companies, such as Millen- 
nium Pharmaceuticals. 

Ideally, though, companies should be 
catching potential failures and terminating 
them in the early "discovery" phase, long 
before they reach patients. This is easier 
said than done. Many of the trickiest bits 
of the business-for example, turning a 
promising chemical into an actual drug- 
are still as much art as science. Again, new 
tools are in the works to weed out losers, 
including fancy computer programs and 
tissue-sample tests to help predict toxicity, 
but these are at an early stage. In any case, 
as Gary Pisano of Harvard Business 
School points out, the industry has not yet 
learned to make best use of the tools it al- 
ready has, such as ways to share informa- 

























tion across the various businesses. 

To make matters worse, there is still no 
sure-fire way to predict the nastiest failure 
of all-the drug that is expected to become 
a moneyspinner but does not. Stewart Ad- 
kins of Lehman Brothers reckons that 
fewer drugs are making their way from dis- 
covery to the clinic, not because they do 
not work but because their makers fear 
they may not earn more than $1 billion in 
peak annual sales—the level above which 
drugs are considered blockbusters. 

Ultimately, pharmaceutical firms are 
victims of their own success, and the great 
expectations that accompany this. As Alas- 
tair Flanagan of Boston Consulting Group 
points out, it is not that they have become 
much worse at delivering new drugs, but 
rather that they have not become much 
better. That is exactly what investors 
hoped for after the last great wave of merg- 
ers in the industry, in the late 1990s. 

Meanwhile, there are other things that 
the drug giants can do to boost their pro- 
ductivity, such as licensing drugs from the 
biotech industry, as Pfizer is busy doing, 
and overhauling their R&D processes. But 
it may be years before they reach the magi- 
cal three new drugs per year. By then they 
may have taken a very different shape. For 
some, such as the beleaguered Merck, 
which has resisted mergers in the past, the 
overwhelming urge may be to grow bigger 
still through such unions. But a better ap- 
proach might be spinning out some or all 
of their R&D to realise its full value, rather 
than bolting more on and failing to make it 
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Reliance 
Dynastic 
progression 


DELHI 
India's biggest conglomerate loses its 
founder 


NO upmarket Breach Candy 
hospital had become a place of pil- 
grimage. Dhirubhai Ambani, the 69-year- 
old founder of Reliance, India's biggest 
business group, lay there in a coma for al- 
most two weeks before his death on July 
6th. Politicians and businessmen flocked 
to the hospital to show their respect for the 
country's most admired (and feared) busi- 
nessman, and to be photographed by re- 
porters for a story that hogged the head- 
lines for days. On July 7th thousands 
thronged the streets of Mumbai for his fu- 
neral-a sign that Mr Ambani was also 
held in genuine affection by ordinary Indi- 
ans, especially small shareholders who 
saw him as a visionary. 

Reliance is a link between two stages of 
evolution in Indian business. Like many » 
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The small investor's hero 


> big family-run conglomerates, it prospered 
by exploiting contacts with politicians and 
bureaucrats when they controlled most 
commercial activity. Even after economic 
liberalisation began in 1991, Reliance’s net- 
work became ever stronger. 

Yet Reliance also did things differently: 
it built production sites that are globally 
competitive, and almost single-handedly 
it popularised share ownership in India. 
Its two holding companies, Reliance 
Industries and Reliance Petroleum (soon 
to be merged), have 3.5m shareholders. 

Reliance also differed from India’s 
other dynastic firms in its energy and en- 
terprise. While maintaining family con- 
trol, it adopted professional management 
methods, and these brought it successes 
such as the world’s largest greenfield oil re- 
finery at Jamnagar in Gujarat, which 
started commercial production in 2000. 

The son of a poor Gujarati school- 
teacher, Mr Ambani began his career 50 
years ago at a Shell petrol station in Aden. 
In his spare time he traded commodities in 
the souks—at one time melting down Ye- 
meni rials and selling their silver for more 
than the currency’s face value. He returned 
to India, and in 1959 started a yarn-trading 
company. By the end of the 1990s he had 
built an integrated textiles-to-petrochemi- 
cals-to-oil empire that then diversified into 
telecoms, power, financial services and 
biotechnology. In the year to March 2002, 
the Reliance group had revenues of $12.2 
billion and net profits of $950m. 

The successes have been accompanied 
by controversies-most of which seem 
conveniently to evaporate before they 
damage the group permanently. In the 
1980s Mr Ambani was accused of using a 
dummy Isle of Man company to purchase 
Reliance shares at below market price. In 
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the 1990s there were allegations that the 
group was issuing and trading fake dupli- 
cate shares, some to Mr Ambani's physio- 
therapist. More recently, three senior exec- 
utives were charged with possessing 
sensitive government papers on privatisa- 
tion. But this did not stop Mr Ambani from 
being regarded as a hero by small inves- 
tors, perhaps because other owner-man- 
agers treated them worse. 

Nowadays, however, Reliance no lon- 
ger automatically gets its way with the 
government. It recently failed to win pri- 
vatisation bids for two big state-owned 
companies, and it had to overcome loud 
public opposition—and pay substantially 
more than other bidders—to buy a state- 
run petrochemicals firm, IPCL, in May. Its 
plans to offer a full range of telecoms ser- 
vices are dogged by court action; big cellu- 
lar operators, such as AT&T and Hutchison 
Whampoa, have challenged a ruling that 
helps Reliance expand at their expense. 
Such challenges are inevitable as India 
becomes more open and more transpar- 
ent. Dealing with them will be the job of 
Mr Ambani's two sons—Mukesh, 45, who 
runs the main businesses and is expected 
to become group chairman, and Anil, 43, 
who specialises in finance and external re- 
lations. Both have MBAs from top Ameri- 
can schools and have managed the com- 
pany increasingly since their father had his 
first stroke in 1986. But Mr Ambani senior 
remained a power, advising his sons at 
thrice-weekly lunch meetings and, it is 
said, bridging differences between them. 
They will miss his counsel; it will soon be- 
come clear how they manage withoutit. m 


European companies 


Not so different 
after all 


PARIS 
European firms are almost as troubled 
as their transatlantic counterparts 


ITH so many American companies 

facing embarrassments, it ought to 
be a good time for Europe to promote its 
gentler model of capitalism. After all, con- 
tinental firms have been slower to em- 
brace the brash excesses—from stock op- 
tions to fraudulent accounting-that now 
dog their American rivals. Often criticised 
in recent years for being old-fashioned and 
rigid, surely Europe's breed of capitalism is 
now proving its superiority? 

Alas, a slew of companies is busily 
making the opposite case. Europe's cor- 
porate culture is serving shareholders and 
owners with no more distinction than its 
short-termist American counterpart. Nor 
is the continent free of accounting scan- 
dals. Indeed, it appears simply to be be- 
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hind America in bringing them to light. In 
the clash of capitalist systems, Europe's ar- 
moury is weaker than might be expected. 

Consider, for example, Vivendi Univer- 
sal, a French-based media, telecoms and 
water group that has flirted with bank- 
ruptcy in recent weeks. For many Europe- 
ans, Vivendi has stumbled in part because 
itbecame too American. Jean-Marie Mess- 
ier, its colourful former boss, embraced 
American-style deal-making and mana- 
gerial incentives. He even left Paris to be 
based in New York. 

But the real roots of Vivendi's troubles 
are financial. After parting company with 
Mr Messier on July 3rd, the company con- 
firmed that it was facing a liquidity crunch. 
In classic European style, on July 9th it se- 
cured from its banks a new short-term 
credit line that should see it through the 
next few months. But no sooner had the 
ink on that agreement dried than the 
French stock exchange was raiding its of- 
fices as part of a probe into the group's fi- 
nancial disclosures since January 2001. It 
remains to be seen whether an accounting 
fraud will be uncovered, but ata minimum 
Mr Messier and his team seem to have mis- 
led the markets as to Vivendi's true finan- 
cial position. Parallels are already being 
drawn with WorldCom, an American tele- 
coms company that is being investigated 
for a $3.8 billion accounting fiddle. 

Vivendi is not alone in carrying a whiff 
of impropriety. On July oth it emerged that 
ABB, a once admired but now troubled 
Swiss-Swedish engineering group, had un- 
covered a fraud affecting its 1999 and 2000 
numbers. Because its internal auditors 
picked up the fraud, for which several Lon- 
don-based managers have been dis- 
missed, ABB did not have to restate its ac- 
counts. But the embarrasing episode has 
weighed on the firm's shares. 

ABB is part of an industrial empire built 
by Sweden's Wallenberg family, and a 
good example of the continental tradition 
of benign, concentrated ownership, which 
contrasts with America's (and Britain's) 
capital-market-based, dispersed owner- 
ship model. Too benign, perhaps, because 
it is now clear that ABB's managers did a »» 





Daniel Tan 
Executive Vice President and Head of Information Technology, SGX. 


“HP has proven itself to be a valuable partner in the development of 
SGX's IT infrastructure." 
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* dreadful job of protecting their owners’ as- 
sets. The same is true of Italy’s Fiat, a group 
owned by the Agnelli family, which is also 
struggling with heavy debts and poor day- 
to-day performance, notably in its car- 
making business. 

Europe can be prouder of its growing 
unwillingness to bail out corporate basket 
cases. On July 8th Babcock Borsig, a Ger- 
man engineering company, went bust 
after it failed to persuade its banks to prop 
it up (see box). That said, plenty of big, ail- 
ing companies are still being kept alive 
through old-style, bank-led rescues. Not 
for some years have the continent's com- 
mercial banks wielded so much power. 

Where banks hang back, Europe’s gov- 
ernments still cannot resist the temptation 
to meddle. Fiat has been offered help by 
the Italian government. France Telecom 
and Deutsche Telekom have mountains of 








debt and feeble share prices, but are pro- 
tected by implicit state support. The French 
government has done little to quash ru- 
mours that it will bail out France Telecom. 
Top managers of both companies have 
presided over highly priced misadven- 
tures, but have been shielded by their po- 
litical masters. Ron Sommer, Deutsche Te- 
lekom’s boss, could yet be toppled. As The 
Economist went to press, the German gov- 
ernment seemed to be pressing him to go. 
Other telecoms companies have pro- 
blems that point to broader European chal- 
lenges. On July oth, for instance, it emerged 
that Spain’s Telefonica had restated its €2.1 
billion ($1.9 billion) net profit for 2001 toa 
€7.2 billion loss. It did so because its shares 
are listed in New York as well as Madrid. 
This requires it to report under two quite 
different accounting regimes. Under 
American rules, goodwill arising from ac- 





quisitions cannot be depreciated over 20 
years, as Spanish rules allow. Daimler- 
Chrysler, a German-American car maker, 
frequently causes confusion because it re- 
ports under both accounting standards. 
Shares in Ahold, a Dutch supermarket op- 
erator with large American operations, re- 
cently tumbled after investors took fright 
at the company’s attempt to gloss over an 
unflattering American accounting treat- 
mentin favour of the European one. 

Jumpy investors are quick to assume 
the worst at present, partly thanks to this 
confusion among accounting systems. The 
rash of scandals on Wall Street has shat- 
tered the notion that American rules are 
better. But Europe’s own troubles are un- 
dermining any sense of Schadenfreude. For 
those who have long argued that Euro- 
pean capitalism has plenty to offer, itis an 
opportunity missed. @ 





Internet firms 


Be my PayPal 


NEW YORK 
Buying PayPal makes sense for eBay, 
butitcomes with legal risks 


HE real surprise is that it took so long. 

For months, rumours had been cir- 
culating on Wall Street that eBay, the lead- 
ing online-auction service, would buy Pay- 
Pal, the dominant provider of Internet 
payments. When the takeover was finally 
announced on July 8th the terms, too, were 
much as expected. The all-share transact- 
ion values PayPal at $1.5 billion, slightly 
above the firm’s average market capitalisa- 
tion in recent weeks. 

The acquisition was predictable be- 
cause the two companies are not only 
complementary, but depend on each 
other. EBay is the most successful surviv- 
ing dotcom. It is even making money. The 
firm said on July 8th that second-quarter 
net profit would be $54.3m on revenue of 
$266m, an increase of 121% and 47% respec- 
tively on the same period last year. But for 
all its success, eBay has been slow to pro- 
vide buyers with an easy and cheap way 
to pay sellers online. 

Thisis where PayPal has excelled. Its us- 
ers hold an account backed by a credit card 
or a bank account. They send money by 
simply typing in an e-mail address and an 
amount. Launched in October 1999, the 
service quickly became the payment 
scheme of choice on eBay; auctions still ac- 
count for about 61% of PayPal's business. 
As of March, 12.2m consumers had signed 
up to use PayPal, but it is the 3.2m fee-pay- 
ing business-account holders who make 
the firm profitable: it is expected to report 
net profit of about $5.5m on revenues of » 







> $54m for the second quarter. 

PayPal’s and eBay’s business models 
are similar. EBay, which started out as a 
marketplace for collectibles, quickly en- 
tered a virtuous circle in which more buy- 
ers attracted more sellers, who attracted 
yet more buyers and sellers. PayPal also 
took advantage of such “network effects”. 
To reach critical mass, it initially paid users 
$10 to sign up their friends—an incentive it 
was soon able to drop. The firm is now 
signing up about 28,000 new users a day. 

These network effects could start to 
cause problems, however, if they turn a 
combined eBay and PayPal into an e-com- 
merce giant with which it is hard to com- 
pete. Although eBay does not expect anti- 
trust enforcers to stop the deal, it is bound 
to face scrutiny in the future. The Depart- 
ment of Justice has already taken a close 
look at the firm once, although it recently 
ended its inquiry. Just as worryingly for 
eBay, its members might not appreciate 
having to depend on the same firm for 
both online auctions and payment. 

The acquisition of PayPal brings other 
risks for eBay. Chief among them is the 
possibility that the firm will be regulated 
as a bank, which would be costly. The 
New York Banking Department recently 
concluded that PayPal is not engaged in 
banking, but other states may yet decide 
differently. Furthermore, as PayPal grows 
internationally, foreign regulators will 
show more interest. The service already al- 
lows users in 37 countries to buy and sell in 
dollars. On top of this, PayPal faces a num- 
ber of private legal challenges: three firms 
are claiming that the service infringes their 
patents, and disgruntled users have 
launched four class-action suits. 

Despite all this, eBay's takeover of Pay- 
Pal could encourage other dotcoms to 
make deals. One rumour doing the rounds 
in Silicon Valley is that Yahoo!, the leading 
Web portal, is keen to buy Google, a popu- 
lar search service. Whether the deal will 
actually happen depends on which ven- 
ture capitalist you ask. Some say itis only a 
question of price, others that Google is in it 

. forthelongrun. But that is just what PayPal 
. executives were saying until recently. s 





Steel 
Brazil, where the 
slabs come from 


SAG PAULO 
Corus's planned link-up with CSN 
reflects a shift in industry thinking 


I; DID not exactly get a welcome in the 
hillsides. On July sth Corus, an Anglo- 
Dutch steel maker, closed its Ebbw Vale 
plant in the South Wales valleys, ending 
more than 200 years of iron and steel mak- 
ing there. Only the previous day, the firm 
had confirmed that it was in talks with 
CSN, Brazil's largest steel maker, about 
some sort of link-up. This prompted fears 
of further closures, since CSN's production 
costs are far lower than those of Corus (the 
fusion of British Steel and Hoogovens of 
the Netherlands). As some of its rivals in 
America and elsewhere are doing, Corus 
may move towards buying its steel ready- 
made in big slabs from Brazil and con- 
centrating on the business of rolling, bash- 
ing and chopping it into final products. 

Corus is the world's sixth-largest steel 
maker, producing 18m tonnes a year, three 
times CSN's capacity. But besides having 
high production costs, it worries that sup- 
plies of its main raw material, iron ore, are 
becoming concentrated in the hands of a 
few giant mining groups. CSN is thus an es- 
pecially attractive partner because, be- 
sides being a cheap producer, it has its own 
iron-ore mine. 

Brazil’s huge iron-ore reserves and the 
efficiency of its steel makers mean it can 
turn out steel slab at around $100 a tonne, 
less than half what it costs to make in 
America, says David Phelps, president of 
the American Institute for International 
Steel. Since America’s blast furnaces are 
ageing and expensive to rebuild, some of 
its biggest steel firms, such as AK Steel and 
California Steel Industries (Cs1), are resort- 
ing to importing Brazilian slabs. While 
other producers earlier this year pressed 
President George Bush to impose tariffs of 
up to 30% on many foreign steel products, 
these firms successfully lobbied Mr Bush 
to exempt Brazilian slabs by giving them a 
generous low-tariff import quota. 

Other countries, such as South Africa 
and India, which have lots of iron ore and 
à local steel industry, could eventually fol- 
low Brazil and become big exporters of 
cheap steel slabs for companies in con- 
sumer countries to bash into shape, says 
Tom Meyer, a steel analyst at uss Warburg. 
But they have less chance of becoming big 
exporters of finished products, because 
the end users, such as car makers, may 
prefer having their sheets, plates and tubes 
knocked up locally, thus making it easier 
to change specifications rapidly, and re- 
ducing the need to keep big stockpiles in 


case of shipping delays. Moreover, low-. 
cost producers have a better chance of 
avoiding rich-world trade barriers with 
raw slabs than with finished products. 

If its deal with CsN goes through, Corus 
will not be the first rich-country steel 
maker to take a direct stake in Brazil's com- 
petitive slab producers. cs1 and Arcelor, 
the world’s largest producer, based in Lux- 
embourg, own a combined 46% of CST, 
which is CSN's biggest local rival. And this | 
week it was announced that Dongkuk, a- 
South Korean steel maker, had agreed with - 
CVRD, Brazil's giant iron-ore miner, and. 
other investors to develop a new slab plant | 
on Brazil's north-east coast. 

Until it started talking to Corus, CSN, 
like Gerdau, another Brazilian steel firm, 
had been heading in the opposite direc- 
tion, and buying mills in America so it- 
could send its steel to them for finishing. — 
The future of this strategy is not clear, __ 
though csN's American mills could bea © 
route for Corus to increase its tiny market ^ 
share there. A deal should help csN to... 
boost its foreign sales, which are still less 
than 20% of the total. More foreign earn- DE 
ings and the backing of a big foreign share- 
holder would make investors rate CSN 
more highly. That would cut its borrowing 
costs, especially if, as is reported, Corus 















plans to take some of Csn’s debts on toits 
books. In difficult times like these, such an . 
offer is hard to refuse. m | 
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Barry Lam, boss of the world’s biggest laptop maker, fancies his chances in storage and artificial intelligence 
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OW best to describe Barry Lam, the 

founder, chairman and chief execu- 
tive of Quanta Computer, the world’s 
largest maker of laptop computers? “Con- 
fident,” says an acquaintance at Taiwan's 
trade-development organisation, with a 
smirk that implies understatement. 

And yet Mr Lam is hardly a household 
name. If you have not heard of him or of 
Quanta, that is because it suits him com- 
mercially to keep a low profile. If you 
own a Dell laptop, there is a better-than- 
evens chance that it was made in 
Quanta's factory near Taipei's airport. If 
you have an IBM, Apple, Compaq-in fact, 
any big brand except Toshiba-there's a 
fighting chance that it was made only me- 
tres away under the same roof. Quanta, 
in other words, is a contract manufac- 
turer—a company that designs and makes 
gadgets but leaves the marketing (and 
increasingly only that) to companies with 
famous brands. And those brand-owners, 
naturally, like to hog the limelight. *Our 
customers don’t like us on front pages," 
says Mr Lam. 

That has not prevented him from grac- 
ing several already. Indeed, despite claim- 
ing to be happy lurking in the back- 
ground, his views and his record invite 
attention. In the 1970s he founded a com- 
pany called Kimpo, which became the 
world's largest contract manufacturer of 
calculators. In the 1980s, he claims, he 
was the first to dream of portable PCs, 
and only by founding Quanta in 1988 did 
he enable the likes of Dell to become suc- 
cessful. “In 1980 I became king of the cal- 
culator," he boasts. In 2000, when 
Quanta passed Toshiba as the world's 
leading maker of portable pcs, “I was 
king of the laptop.” 

Mr Lam’s self-belief stretches into the 
future, too. He predicts that he will be the 
undisputed king of data-storage servers 
within five years. And further down the 
road? Wireless gadgets interest him, as 
does artificial intelligence. 





Such bravado seems surprising at first 
glance. Mr Lam is small, with a tendency 
to slouch and twitch. He usually dresses 
less like a typical businessman than like a 
creative type from the avant-garde theatre 
company that he sponsors, or a painter of 
the Chinese pictures that he avidly col- 
lects. (He reckons that he is among Chris- 
tie’s best clients in Hong Kong.) 

Yet the mettle, even if hidden, is still 
there. Although he made his name in Tai- 
wan, Mr Lam originally hails from Hong 
Kong, whose people the Taiwanese credit 
with superior street wisdom. Among Mr 
Lam's nicknames is “hei shou"—a “black 
hand” who knows how to pull strings. He 
tends to get good deals and to brag about 
them. He hints at, but is reluctant to elab- 
orate on, close relations with key officials 
in China, including the mayor of Shang- 
hai, Mr Lam’s place of birth and the loca- 
tion of one of Quanta’s newest factories. 

To be sure, Mr Lam has a lot to be 
proud of. The story of his company is in 
many ways synonymous with Taiwan's 
stunning rise as contract manufacturer to 
the world. In laptops, for instance, Tai- 
wanese companies (albeit increasingly, in 
Chinese factories) had 54% of the world 
market last year (see chart); this year their 
share is expected to rise above 75%. 
Quanta is by far the largest of them, with 
more than 15% of total world shipments. 

The company also has one of the most 
promising business models in its indus- 
try. Contract manufacturers tend to be ei- 
ther providers of so-called electronic 
manufacturing services (EMS) or original 
design manufacturers (ODMs). The for- 
mer simply build machines designed by 
other companies. This makes economic 
sense, because aggregating several com- 
panies’ orders allows EMs firms to 
achieve greater economies of scale and 
lower risk than their customers could 
ever do. 

On the other hand, as their customers 
merge (Compaq and HP, say) and become 
more powerful, EMs margins are shrink- 
ing. By contrast, ODMs such as Quanta in- 
vest in research, and design machines as 
well as making them, so they can com- 
mand a premium for their services. That 
does not shield them from margin pres- 
sure as the industry matures. But Quanta, 
for one, was rare in keeping its gross profit 
margin above 10% even during last year's 
downturn. 

Nonetheless, laptop manufacturing is 
rapidly becoming a mature, low-margin 


industry, just as the making of desktop 
computers has done. The kingdom, in 
other words, will soon start shrinking, 
which explains why Mr Lam now covets 
new realms. His latest target, storage sys- 
tems, makes some sense. Most people ac- 
cept that computing power and storage 
are moving away from desktop and lap- 
top computers, and on to servers stacked 
in back rooms. Profit margins on these 
powerful computers, while shrinking, are 
higher than on desktops and laptops. 


Worth conquering? 

The problem is that servers are different 
from calculators and laptops. The end 
user is not the consumer but a big, 
brawny company. That makes marketing 
and branding a different game, and hence 
diminishes the logic of a division of la- 
bour such as that between Dell and 
Quanta. Piling it high and selling it cheap, 
the contract manufacturer's forte, works 
better for PCs than for powerful comput- 
ers that are a critical part of companies' 
infrastructure—and for which companies 
are thus willing to pay a premium. In 
short, it is by no means clear that there 
will be any successful contract manufac- 
turers of servers for long, even if Quanta 
were king among them. 

Wireless gadgets, the second realm in 
Mr Lam's sights, are consumer products. 
But here the problem is that much de- 
pends on the uncertainties of consumer 
demand for third-generation (3G) technol- 
ogy. Even if take-up is good, the queue of 
competitors is already long. As for artifi- 
cial intelligence, Mr Lam’s third target, 
this industry remains speculative, and is 
unlikely to produce much by way of pro- 
fit in the near future. Even the king of the 
laptop may thus find it hard to conquer 
new territories. N 


ones 


World laptop shipments, 2001, % share 
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Bank reform in Japan 


Hampered 


TOKYO 





A reshuffle at the Financial Services Agency, and an opportunity missed 


O MUCH for the government's prom- 

ises to clean up Japan's banks, which 
are weighed down with ¥150 trillion ($1.3 
trillion) of bad debts. Since 1998, when a 
supervisory agency and a special commis- 
sion were created, precursors to today's Fi- 
nancial Services Agency (FSA), there has 
been much talk but little action. An injec- 
tion of public funds in 1999 turned out to 
be just a temporary rescue of the banks 
and their worst borrowers. Though Juni- 
chiro Koizumi made fresh promises when 
he became prime minister in April 2001, 
he has yet to deliver. 

As reforms have stalled, so banks have 
weakened. Not counting public money 
and taxes that have been deferred, the big 
banks’ capital is derisory: equivalent to 
barely 2% of their assets, a mere quarter of 
the minimum that international rules re- 
quire. Banks are reluctant to take risks, so 
they have cut lending for each of the past 
four years, a drag on the economy. All the 
while, the two top men at the rsa, Hakuo 
Yanagisawa, the financial-affairs minister, 
and Shoji Mori, its bureaucratic head, have 
continued to insist that the banks are fine. 
The two are widely blamed for the lack of 
ee 

The prime minister missed a chance 
appointment of Shokichi Takagi 
ESA’ s new leader when Mr Mori 
A wn on Doy 12th. The announce- 





ment was a surprise, since the head of 
planning at the agency, Tsunekazu Hara- 
guchi, was generally expected to win the 
top spot. Mr Takagi's promotion—he used 
to head the Fsa’s supervisory division and 
is a close ally of Mr Mori—has delighted Mr 
Yanagisawa and the old guard within the 
ruling Liberal Democratic Party (LDP). It 
has dismayed reformers, who had hoped 
that policy would shift from propping 
banks up to cleaning them out. 

Not that Mr Haraguchi was likely to pre- 
scribe harsh medicine for the banks, ei- 
ther. Yet he did at least listen to the lower 
ranks, where reformers are plenty; and he 
would probably have diligently carried 
out any orders for reform that he might 
have received from above. He appears to 
have distanced himself from some of the 
more blatant fiddling that took place on Mr 
Mori’s watch: propping up the stockmark- 
et by changing short-selling rules, for in- 
stance, and persuading banks to bail out 
Daiei, a supermarket chain with over ¥2 
trillion of debts that was ripe for bank- 
ruptcy. That may have cost Mr Haraguchi 
the top job. 

At first, Mr Koizumi asked Mr Yanagi- 
sawa to come up with candidates from the 
private sector, but was overruled by his 
minister. Mr Koizumi could also have cho- 
sen Hirofumi Gomi, a tough reformer who 
headed the agency’s inspection division: 
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he was the only candidate with real ex- 
perience of regulating banks. Some still- 
hope that Mr Gomi will overhaul the su- 
pervisory division he now heads, as he did 
the inspection division. 

Still, not much can change until Mr Ya- 
nagisawa does, or until he is replaced. 
Some in the cabinet are critical of Mr Yana- 
gisawa's foot-dragging. Mr Koizumi him- 
self shows little interest in banking matters 
and until now has been content to follow 
his minister's advice. There is talk of a cabi- 
net reshuffle, but few expect Mr Yanagi- 
sawa to go. 

Mr Yanagisawa is slowing down re- 
form, but the conservative bits of the LDP 
want to reverse it. They are urging the gov- 
ernment to postpone (again) the second 
stage of deposit-insurance reform, when 
government guarantees are to be lifted . 
next April on deposits of over X1om. (In. - 
the first stage, last April, guarantees on 
long-term deposits were lifted.) Mr Yanagi- 
sawa opposes the idea, which he insists is - 
unnecessary since banks are healthy. But 
parliamentarians are pushing to get a bill - 
of their own through in the autumn. They. 
are concerned that weak regional banks 
and credit unions, which are already los- 
ing deposits, could suffer full-blown runs 
as the deadline nears. The bill will face at 
least some resistance from within the 
party. One LDP politician, Ichizo Ohara, 
fears that pushing back deposit-insurance | 
reform will take away the incentive for : 
banks to restructure and merge. Jl 

Consolidation among Japan's 100-odd | 
banks (not counting the many credit un- 
ions) is badly needed. Weaker bank 
should go bust, then be wound up or sold- 
to stronger institutions, including foreign - 
bidders. New proposals unveiled on July - 
10th by the Fsa offer tax breaks, higher 





























- funds~—all in the hope of promoting merg- 
` ers of regional banks. Still, these measures 
smack of a rescue of weak regional banks, 
artificially prolonging their life. They 
would do little to make the industry any 
more efficient, says Hironari Nozaki, a 
 bankanalyst at HsBC Securities. 
Ironically, the government's failure to 
restore public confidence in banks may be 
good news for its own postal savings sys- 
tem, which, asthe world's biggestfinancial 
institution, controls about a third of the 
savings market and is badly in need of re- 
form. The deposits and insurance premi- 
ums that the post office collects are spent 
on wasteful public-works projects—such 
as bridges that nobody uses—or on prop- 
ping up stockmarkets. At least Japanese 
banks channel money into enterprise, 
.. evenif they do not doit very well. a 


Mortgages in Japan 


New loans for old 


TOKYO 
Allisnot whatit seems 


S THERE really a boom in home loans in 

Japan, as some commentators are now 
starting to claim? In May housing starts 
rose by 5.8% year-on-year. Demand for 
flats in urban areas such as Tokyo and 
Osaka is solid. Land prices have fallen by 
half over the past decade, and now Japan's 
ultra-low interest rates are persuading 
growing numbers of young people to buy 
rather than rent. Figures from the Bank of 
Japan show that mortgage lending by priv- 


Not as bright as all that 











caps on deposit insurance and public - 


-ate-sector financial institutions rose by 
-- 439 in the year to March 31st, and by 2.5% 


the year before—astounding growth by re- 
cent Japanese standards. 

Look closer, though: the broader num- 
bers from the Bank of Japan fail to support 
the notion of a boom. Its snapshot of the 
country’s financial assets and liabilities, 
released quarterly, shows total housing 
loans to individuals, made by both public 
and private mortgage lenders, rising by 
just 1.3% in the year to March, less than the 
1.8% increase the year before. People are re- 
placing their mortgages held by the Hous- 
ing Loan Corporation, the state lender, 
with mortgages from banks-leading to a 
3% fall in public lending. This is happening 
largely because they are refinancing loans 
made when interest rates were higher. 
Since the state lender accepts applications 
only for new mortgages, banks have 
picked up the business. 

It also helps that the Housing Loan Cor- 
poration, which by 2005 will be wound up 
and turned into a supposedly indepen- 
dent agency (which may or may not con- 
tinue making housing loans), is lowering 
lending limits and tightening restrictions. 
This cheers banks, which have found it 
hard to compete with a government- 
owned entity that can undercut rates and 
has quirky criteria for accepting mortgage 
applications. Banks consider a borrower’s 
ability to repay mortgages. The Housing 
Loan Corporation, set up in 1950 to pro- 
vide citizens with better housing, give 
such matters only a cursory glance: its 
lending decisions are based on the quality 
of the building. Its default ratio of 0.7%, 
though low, is still four times that of the 
banks, a measure of how much easier it is 
to get housing loans from the state. 

Still, banks are redoubling their efforts. 
Sumitomo Mitsui Bank now offers a pro- 





duct, limited to new housing, which offers 








cheap ten-year mortgages with fixed rates; 
other banks have similar bargains. Banks 
are keen on housing loans because home- 
owners are less likely than corporate bor- 
rowers to default. Besides, they need to in- 
crease lending, their main business, which 
has been contracting for 54 months in a 
row. 

Overall, however, the outlook for the 
mortgage market is not bright. Though 
property prices have been falling, few be- 
lieve they have yet bottomed out. Despite 
the rise in housing starts, which may be a 
small correction after two months of falls, 
housing investment is expected to remain 
weak. True, big cities have enjoyed rising 
demand. Yet Japan still suffers from a hous- 
ing glut. That means Tokyo's gains have 
been matched by falling demand in neigh- 
bouring suburbs, says Toshihiko Okino, a 
construction analyst at uss Warburg. De- 
mand from young people has increased 
only from a very small base. Older folk, 
who generate the bulk of demand, are too 
concerned about a sputtering economy, 
rising unemployment and falling wages to 
want to take on big new liabilities for a 
while yet. m 


Contrarian investors 


A long-distance 
call 


NEW YORK 
Three smart investors dip their toes into 
telecoms 


OR American investors, the telecoms 

sector has been a spectacular disaster. 
Over the past two years, more than 50 tele- 
coms companies have defaulted on $70 
billion of debt, according to Moody's, arat- 
ings agency. Dozens more companies tee- 
ter on the brink of collapse, while the 
share prices of even solvent companies 
have fallen by more than nine-tenths. 
Were all the losses added together for ev- 
ery share, derivatives contract and loan, 
then the only comparable destruction of 
value must have been that which ac- 
companied the building of the railroads in 
the 19th century, the last great privately fi- 
nanced construction project. So is now the 
time to buy? 

This week Warren Buffett of Berkshire 
Hathaway, who consistently questioned 
the technology bubble as it inflated, put 
$100m of Berkshire's money intoa$500m _ 
pool, along with two other companies that | 
reputedly rarely overpay, Legg Mason and 
Longleaf Partners. The money will be in- 
vested in Level 3 Communications, a com- 
pany that shares many of the worst 
characteristics of the beleaguered indus- 
try. It is in a business-long-distance tele- +» 









> phony—with huge overcapacity and com- 
modity-like returns. It has a large pile of 
debt, serviced by a trickle of cash. 

Level 3 says it will use the money to 
make acquisitions of companies in the 
same business, mopping up all that excess 
capacity. Wall Street analysts, however, 
are quick to point out that, until now, Level 
3 has had a puzzling strategy when it came 
to acquisitions. In the past year the com- 
pany has spent $200m buying two soft- 
ware-distribution companies, at least in 
part, the analysts say, to satisfy demands 
from bank lenders that the company meet 
certain revenue targets. That raises doubts 
about Level 3’s consistency of purpose. Yet 
these new investors are far from naive. 
Their collective presence suggests, at the 
least, that they think that Level 3’s account- 
ing methods are sounder than those of 
Global Crossing, Qwest, and WorldCom, 
three troubled competitors. 

Mr Buffett may also have been reas- 
sured by Level 3’s roots. Berkshire Hatha- 
way's headquarters are in the same build- 
ing in Omaha, Nebraska as those of 
Kiewit, a construction company that 
created Level 3. What is more, Level 3's 
chairman, Walter Scott, is on Berkshire’s 
board. Admittedly, $100m is no large bet 
for Mr Buffett. At the end of March, Berk- 
shire Hathaway had $7.4 billion on its bal- 
ance sheet. 

Buying assets for pennies on the dollar 
is tempting for any investor concerned, as 
these three groups are, more with good 
value than with high growth. Even so, no 
benchmark exists for valuing long-dis- 
tance lines. In May, Hutchison Whampoa 
from Hong Kong offered to buy the tele- 
coms assets of Global Crossing, which is 
bankrupt, for 5% of their value as recorded 
on Global Crossing's balance sheet. The of- 
fer was deemed too low, and new bids will 
be collected this week, to be announced at 





Buffett: has this cat got the cream again? 


the end of the month. 

In the case of Level 5, in return for their 
$500m, Mr Buffett and his partners will re- 
ceive new subordinated debt paying an- 
nual interest of 9%, about half what the 
company's $5 billion of outstanding 
bonds return at secondary-market prices. 
The debt may be converted into equity at 
$3.41 a share, around what the company's 
shares were trading at just before the infu- 
sion of new money was announced. 

To make money from such a deal will 
require a substantial recovery. Level 3's 
bank and bond obligations trade for less 
than 50 cents on the dollar, and these must 
return to full value before Mr Buffett's secu- 
rity has any intrinsic worth. So his invest- 
ment is a small bet on a massive rebound. 


This could play out in several ways. 

The most direct way would be for Level 
3to face little competition in buying up dis- 
tressed, long-distance assets. That might 
be the case if antitrust barriers to entry re- 
main for America's surviving Baby Bells— 
Verizon, SBC and Bell South, all short-dis- 
tance companies. 

Alternatively, if the barriers were to be 
pulled down, in response to the collapse of 
the long-distance companies, then Level 3 
might itself be acquired by a Baby Bell. In 
other words, Mr Buffett's investmentis like 
buying a lottery ticket when the prize pool 
is attractively large. There is a not-impossi- 
ble shot at a huge return. But there is alsoa 
good chance that the ticket, in the end, will 
prove worthless. 8 





Canada's securities markets 


Thirteen into one won't go 


TORONTO 


Streamlining capital markets, up to a point 


OR more than 20 years, Canada's bank- 

ers, lawyers and money managers have 
been trying to persuade politicians that 13 
different securities regulators are 12 too 
many. Their message has fallen mostly on 
deaf ears, but that has not stopped them 
from trying-this time with more gusto 
than ever. 

Because securities law falls under the 
provinces' jurisdiction, each of the ten 
provinces and three federally adminis- 
tered territories has its own rules, plus a 
regulator to enforce them. Companies 
wanting to sell securities to investors 
across the country require permission 
from all 13 jurisdictions. Horror stories 
abound. Shoppers Drug Mart, a pharmacy 
chain from Toronto, made the mistake last 
autumn of trying to clear a final prospec- 
tus for its initial public offering on Remem- 
brance Day, only to discover that nine of 
the 13 regulators were closed. British Co- 
lumbia's securities commissioner was per- 
suaded to give his approval from home 
over the telephone. 

Mark DesLauriers, a partner at Osler, 
Hoskin & Harcourt, a Toronto law firm, 
says the frustrations are especially acute in 
licensing investment advisers, mutual- 
fund managers and other market partici- 
pants; and for private placements, where 
three of the biggest provinces, Ontario, Al- 
berta and British Columbia, have recently 
adopted differing rules. Estimates put the 
cost of regulation in Canada at about the 
same as Britain—with its far bigger mar- 
kets—and more than double the cost in 
Australia. Almost 3,800 people do the job 
in Canada, compared with under 2,800 in 





Britain and 2,200 in Australia—neither of 
which has a notably lean regulatory appa- 
ratus for securities. 

Regional jealousies are part of the pro- 
blem. Alberta maintains that it needs spe- 
cial rules to grease the wheels of invest- 
ment in its oil and gas industry. Ditto, 
mining and venture capital in British Co- 
lumbia. The chances are less than slight of 
Quebec signing on to a pan-Canadian 
agency, so long as a separatist government 
remains in office. 

The provinces are also loth to sacrifice a 
tidy source of revenue. In New Brunswick, 
where the securities commission func- 
tions as a branch of the justice department, 
fees brought in C$5.1m ($3.3m) last year, 
nicely covering the cost of the seven-per- 
son operation. Fees paid to the four biggest 
commissions in Ontario, Quebec, British 
Columbia and Alberta jumped by two- 
fifths between 1997 and 2000, to C$157m. 

Some progress has been made towards 
harmonising the rules. Since 1997, compa- 
nies have been able to file regulatory docu- 


ments through a single electronic system, >> 


> known as Sedar. A series of national in- 
struments have codified rules for prospec- 
tus disclosure, mutual-fund regulations 
and early-warning requirements. Doug 
Hyndman, chairman of British Colum- 
bia’s securities commission in Vancouver, 
has proposed cutting red tape by, for in- 
stance, replacing prospectuses with a con- 
tinuous disclosure system that allows pub- 
lic companies quick access to markets. 
Still, a review of Ontario’s securities 
laws concluded earlier this summer that 
the creation of a single regulator is the 
most pressing securities issue in Canada. 
The lobbying campaign has intensified in 
recent weeks. Barbara Stymiest, head of 
the Toronto Stock Exchange, has asked the 
provincial premiers to put securities regu- 
lation on the agenda at their annual meet- 
ing at the end of July. A small group of 
business leaders in each province is taking 





up the cudgels informally with politicians. 
Before he was fired as the country’s fi- 
nance minister last month, Paul Martin 
spoke out in public about the costs and in- 
efficiencies of the present system. 

A better one, with a chance of coming 
into being, would involve more harmoni- 
sation and a European-style passport sys- 
tem—where each province recognises deci- 
sions made by the others. Certainly, an 
improvement on the present mess. 

Best of all would be a national securi- 
ties commission. The odds of that-even 
without Quebec-are not good. Purdy 
Crawford, a businessman who chaired the 
recent Ontario review, says that no agree- 
ment is likely unless Ontario, home of the 
Toronto exchange and the bulk of the fi- 
nancial-services industry, agrees gra- 
ciously to accept equality with the smaller 
provinces. Dream on. B 


Auditing 
It could happen 
here 


Accountants face reform in Britain as 
well as America 


RITISH accountants have always con- 

sidered themselves superior to their 
fellows in America. The Brits tend to come 
with better grades and from better univer- 
sities. Many even took degrees in subjects 
other than pure accounting. This means, 
naturally, that they are possessed of more 
strength of character and backbone when 
facing finance directors intent on cooking 
the books. 

American auditors now face strict new 
laws on audit independence. But British 
accountants reckon that their greater abili- 
ties mean that there is no need for radical 
reform. In any case, they say, Britain has re- 
sponded to its own audit nasties—such as 
BCCI, Polly Peck and Maxwell-in the late 
1980s and early 1990s, with new account- 
ing standards and tougher regulation. 

The government is not so complacent. 
Patricia Hewitt, Britain's trade secretary, 
has said that the group that she and the 
Treasury setup to examine the state of Brit- 
ish accounting should consider bringing in 
compulsory rotation of audit firms or au- 
dit partners. Another way to tackle cosi- 
ness between auditors and clients, accord- 
ing to Ms Hewitt, would be an enhanced 
role for audit committees, such as the abil- 
ity to hire and fire auditors, currently the 
responsibility of executives. The provision 
of non-audit services to audit clients, she 
said, should also come under scrutiny. 

For the moment, accountants in Britain 
are hoping that Ms Hewitt was simply say- 
ing the things she had to say following the 
WorldCom scandal in America. Yet there is 
no doubt, says the chairman of Ernst & 
Young in Britain, Nick Land, that this latest 
audit scandal has added fuel for reform in 
Britain as well as America. 

Accountants in both countries have 
been fighting hard against meaningful » 








> change. In Britain, Lord Borrie, chairman 
of the Accountancy Foundation, the inde- 
pendent body responsible for the regula- 
tion of accountants, felt it necessary to re- 
buke the profession's leaders for their 
rejection of reform. The industry's trade 
body in America has been especially stri- 
dent in its denunciation of legislation pro- 
posed by Senator Paul Sarbanes, arguing 
that it would create an unnecessary bu- 
reaucracy and do harm to investors. 
British auditors will similarly resist 
many fixes that non-accountants propose 
for improving the quality and indepen- 


Crédit Lyonnais 
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dence of audits. Compulsory rotation of 
audit firms, for instance, is said by audit 
firms not to have worked in Italy, where 
fees for audits often went down when the 
audit came up for tender—meaning, in the 
end, less time spent checking the numbers. 
Auditors were suspected of doing worse 
audits in the final years, knowing that they 
would lose the client. But since the profes- 
sion, on both sides of the Atlantic, has 
come up with little to stop its members 
cuddling up to clients, it may have to start 
listening with a more open mind to ideas 
from outside. m 


Questions, questions 


More conclusive evidence in the Executive Life affair 


REDIT LYONNAIS has maintained 

that wrongdoings over the purchase 
in 1991-93 of Executive Life, an American 
insurance company, did not come to the 
attention of Jean Peyrelevade, the French 
bank's chairman since November 1993, 
until late 1998. In America the bank faces 
criminal proceedings and is a defendant in 
a civil lawsuit over Executive Life. 

Mr Peyrelevade is suing The Economist 
for alleged libel in articles, published last 
year, which concluded that he either 
knew, or should have known, the full de- 
tails of the Executive Life affair before 1998. 
The Economist has rejected the accusations 
of libel and is confident that it can justify 
its stories. We have recently obtained fur- 
ther documentary evidence that reinforces 
the conclusion of our earlier articles. These 
documents raise new difficulties for Crédit 
Lyonnais as it defends itself in the investi- 
gations in America. 

After Executive Life went bust in 1991, 
insurance regulators chose a rescue pack- 
age put together by Crédit Lyonnais. As 
part of the deal, the bank arranged for a 
new insurance company, Aurora, to take 
over Executive Life’s insurance contracts. 
Regulators were told that a consortium set 
up to own and manage Aurora would be 
independent of Crédit Lyonnais, as both 
federal and state laws required. 

However, members of the consortium 
of “independent” shareholders in Aurora, 
led by MAAF,a French insurer, were in fact 
acting illegally as fronts for Crédit Lyon- 
nais. The bank had confidential agree- 
ments to buy back shares in Aurora from 
consortium members. The bank also ar- 
ranged in principle for Artémis, controlled 
by Francois Pinault, one of France 's richest 
businessmen, to buy shares in Aurora from 
the consortium of investors, so that the 


fronting scheme could be unwound. 

A trail of documents suggests that this 
deal was widely discussed within the se- 
nior management of Crédit Lyonnais. As 
we have reported, a 17-page internal fax 
was sent to Mr Peyrelevade's office on De- 
cember 10th 1993. It discussed in detail the 
bank's relationship with Artémis and 
openly referred to the American regula- 
tory reasons why shares in Aurora could 
not overtly belong to the bank—hence the 
fronting scheme. Mr Peyrelevade claims he 
did not read the fax and was not aware of 
its contents until 1999. 

However, on December 13th 1993 the 
bank's four-man executive committee, 





Peyrelevade peruses 
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chaired by Mr Peyrelevade, convened for a 
routine meeting. It discussed, among other 
business, Artémis and the Executive Life 
deal. A "points for action" document 
drawn up after the meeting referred to the 
buyback of American assets (that is, shares 
in Aurora) and described a need to “avoid 
100% financing (Fed consideration)", clear 
evidence that the bank's most senior fig- 
ures were fully aware of the regulatory im- 
plications of the deal. 

The obvious conclusion is that the 17- 
page fax sent three days earlier was in- 
tended as preparatory material for the 
meeting. And Mr Peyrelevade's personal 
involvement in the Executive Life dossier 
deepened in 1994. His intervention was re- 
quired because Artémis wanted Crédit Ly- 
onnais to finance its purchase of shares 
from the consortium. For regulatory ap- 
pearances the bank could not do this di- 
rectly, so instead it proposed to refinance a 
recent acquisition by Artémis from the un- 
drawn part of an existing credit line. As Ar- 
témis, heavily indebted, was on the bank's 
watch-list, the bank's operations commit- 
tee, made up of Mr Peyrelevade and senior 
managers, had to give its approval. 

The minutes of the committee's meet- 
ing on March 18th 1994 record that: “The 
chairman [Mr Peyrelevade] emphasised 
however that the credit line intended to fi- 
nance the portage of the Aurora shares had 
not been used, which meant that the 
bank's outstandings would, in fact, in- 
crease if the new loan were granted." 

This statement does not directly prove 
that Mr Peyrelevade knew about the 
banks' wrongdoings, since these mainly 
involved filings designed to conceal the ex- 
istence of the fronting arrangements from 
American regulators. But the purpose of 
the fronting arrangements was to keep the 
true ownership of Aurora hidden from reg- 
ulators while Mr Pinault gradually ac- 
quired the shares. On this point Mr Peyre- 
levade's stated position falls down. 

Did Mr Peyrelevade ask the obvious 
question: why did the fronting arrange- 
ments exist? The bank's head of communi- 
cations, Nicolas Chaine, declines to an- 
swer our written questions. Instead, he 
asserts that The Economist is prone to mis- 
interpretation of the documents, is wil- 
fully misleading its readers, and is violat- 
ing French bank-secrecy law. 

Yet consider the implications of the 
possible answers. If Mr Peyrelevade did 
not ask, either he already knew and there- 
fore had no need to; or he overlooked a ba- 
sic question relating to the bank's regula- 
tory risk, in which case he should have 
asked. If he did ask, there is no reason to 
suppose he would not have been told the 
reasons, since they had already been given 
in the 17-page fax. The conclusion that Mr 
Peyrelevade knew or should have known 
the full details of his bank's involvement 
in Executive Life is inescapable. 8 
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e pay of chief executives can seem ridiculous. Often, it is 





























N CORPORATE America's crisis of con- 
À fidence, bosses’ pay looms large. Public 
opinion probably sees this as the worst of 
the scandals in question. Many econo- 
mists, inclined to give markets a chance, 
take a different view. They reckon the 
market for scarce talent is working pretty 
well. They are most likely wrong. 

In thinking about executive pay, econ- 
omists reach first for optimal contracting 
theory. According to this view, corporate 
boards design executive pay to mitigate 
the "principal-agent problem" that bedev- 
ils the relationship between shareholders 
and managers. Boards aim to align the in- 
= terests of managers with the interests of 
. owners by building various incentives 
into managers' contracts. 

Seen this way, the technology for 
aligning incentives has been improving 
lately—witness the growing, and in some 
* cases dominant, role of stock options in 
top executives’ pay. These schemes some- 
times hand out vast sums. According to 
the optimal contracting model, this is 
|... good for owners, because it rewards man- 
. ^. agers for doing things that increase the 
value of the company. Once in a while, 
advocates concede, such plans may be 
abused. Crooked bosses may manipulate 
Stock-option plans to subvert the princi- 
= ple; no scheme is proof against outright 

: dishonesty. By and large, though, the 
growth of stock-option plans is not to be 
deplored, but should be welcomed asa 
Step forward in corporate governance. 

Does the optimal-contracting view 
make sense? A recent paper* by three 
. Scholars from Harvard Law School and 
the University of California, Berkeley, 
says it does not. They advocate another 
approach, which they call the mana- 
erial-power view. They plausibly argue 
hat it makes better sense theoretically 
and empirically. And they draw from this 
approach the interesting implication that 
many (not a few) top executives are skim- 
. ming mighty rents—incomes in excess of 
= what market efficiency and maximum 
shareholder value would dictate—from 
the people who employ them. 

The key assumption of the optimal- 
contracting view is that managers and 
shareholders, in effect, negotiate at arm's 
length over pay. Basic training in econom- 
- ics is needed to blind one to the absurdity 
_ of this assumption. Top managers direct 
 oratthe very least influence the board 
members who set their pay: that means 
they will succeed in collecting some rent. 





The only question is how much. 

One of the constraints on this activity 
will be how angry shareholders and the 
public at large get about bosses' pay: the 
paper talks of norms of acceptable behav- 
iour and "the outrage constraint". The im- 
portance of public relations puts a 
premium on compensation schemes that 
disguise managers' terms. In theory, stock 
options could align managers' incentives 
with shareholders' interests. In practice, 
very often, they are used mainly to con- 
ceal the diligent collection of rent—quite 
possibly with perverse, not merely neu- 
tral, implications for incentives. 

Consider the following features of 
stock-option plans as typically imple- 
mented by big American companies: 

e Rewarding mediocrity. Optimal con- 
tracting would lead you to expect a stock- 
option design that filtered out general 
rises in stock prices, so that bonuses were 
paid only for better-than-average perfor- 
mance against some relevant benchmark. 
Such features, the paper shows, are rare. 

e At-the-money options. Optimal con- 
tracting would suggest great variety, ac- 
cording to circumstances, in the exercise 
price of the options granted. (By varying 
the exercise price, the power of the incen- 
tive can be fine-tuned.) There is no such 
variety. Options are almost universally 
granted with an exercise price equal to 
the prevailing market price. 

* Resetting. The incentive effects of op- 
tions are undone if executives expect 
prices to be reset when the company's 
shares fall. This is a widespread practice. 
e Unwinding. A requirement of optimal 
stock options is that managers should be 
unable to hedge the risks the options 


create. Hedging is almost never prohib- 
ited. Also, almost invariably, managers 
are allowed to cash out their options as 
soon as they are vested. (Incentives aside, 
managers have inside information: this 
allows profits to be made at the expense 
of public shareholders.) Logically, boards 
should restrict and control the sale of 
bosses' shares. They rarely do. 

ə Reloading. This is the practice of letting 
executives exercise options when the 
share price is high, at the same time grant- 
ing new options with the old expiration 
date. This lets managers profit from vola- 
tility in share prices even if the overall 
trend in the company's value is flat. It 
should be rare. It is common. 

This is to say nothing of "gratuitous 
payments" (bonuses, often related to ac- 
quisitions, for which the firm was under 
no contractual requirement, and which 
served no incentive-related purpose). 
None of these aspects of executive pay in 
practice, the authors contend, can be eas- 
ily explained by optimal contracting. 
They can be easily explained by mana- 
gerial power-that is, by rent extraction. 

How to remedy this is not an easy 
question. Aggressive regulation could do 
more harm than good. But note that out- 
rage, as in the outrage constraint, has its 
uses. Economists who defend bosses' out- 
landish pay may be serving the cause of 
market forces badly. Tighten that con- 
straint. More deploring and less defend- 
ing would help curb those rents. & 
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* "Managerial Power and Rent Extraction in the Design of 
Executive Compensation" by Lucian Bebchuk, Jesse Fried 
and David Walker. Forthcoming in the University of 
Chicago Law Review. A link to the paper can be found in 
the version of this article on our website. 








Science and technology 


AIDS 


Hope for the best. Prepare for the worst 


BARCELONA 


AIDS activists and researchers gathered in Spain to exchange ideas last week. Not 


all was doom and gloom 


To International Arps Conference, 
held every two years, is not like any 
other scientific meeting. It is hard to imag- 
ine being greeted at the door by stilt-wear- 
ing actors dressed as Buddhist monks and 
giraffes at a conference on particle physics, 
or even malaria. This disease, however, is 
not like any other. Humanity has come to 
terms with most of the ills that flesh is heir 
to. People may not like them, and medical 
science works against them, but they are 
known quantities. Arps is still an un- 
known quantity. The numbers bear 
emphasising, lest familiarity breed con- 
tempt. In the 20 years since the disease was 
recognised, more than 20m people have 
died from it. Another 40m are infected. 
New infections are occurring at the rate of 
15,000 a day, and the rate is still increasing. 
Unless there is a significant change for the 
better, almost all of these people will die 
from the disease, too. 

On top of that, Arps is spreading. By far 
the worst affected continent is Africa. That 
is where HIV, the virus that causes the dis- 
ease, leapt the species barrier from chim- 
panzees to people some 70 years ago. But 
infection rates are rising, in several cases 
rapidly, in many Asian countries and in 
many of the successor states to the Soviet 
Union. At the moment, the place with the 
largest number of cases is South Africa. Be- 
fore long, India and China may overtake it. 


If and when they do so, though, they could 
merely be at the beginning of their epi- 
demics—their populations being so much 
bigger than South Africa's that even South- 
African-style numbers translate into rela- 


tively low infection rates. And South Af- 


rica itself was blessed, if that is the word, 
with rates as low as those in India and 
China as recently as a dozen years ago. 
Conferences on AiDs, then, are as 
much councils of war as scientific meet- 
ings. They offer an opportunity to take 
stock, review progress and plan the next 
phase of the campaign. They are also 
places where the “Aros community"—of 
sufferers, activists, scientists, health work- 
ers and policymakers—reviews its mood. 
Surprisingly, the mood in Barcelona, 
where the 14th of these conferences has 
just been held, was cautiously optimistic. 


Whistling in the graveyard 

At the previous conference, in Durban two 
years ago, it was agreed that there was 
enough knowledge of what needed to be 
done to stop the rot. It was, therefore, only 
a question of doing it. First, spread the use 
of condoms. Second, curb mother-to-child 
transmission with cheap, one-shot drugs 
given just before birth. Third, empower 
women to choose freely whether and with 
whom they have sex, and what sort of con- 
traception they use. Fourth, perhaps above 
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all, educate people about the risks they 
face. Encouragingly, several countries had 
shown that all this could be done. The fa- 
vourite examples trotted out were 
Uganda, Senegal and Thailand. 

There was also a feeling in Durban that 
the rich world, which had stopped paying 
attention to AIDS when drugs that could 
control (though not cure) the disease came 
on stream, was taking notice again. The 
hope that such notice might be translated 
into money was reinforced when Peter 
Piot, the head of UNAIDs, the United Na- 
tions agency charged with curbing the dis- 
ease, invented the idea of a “Global Fund 
for AIDS”. 

This idea was picked up a year ago by 
Kofi Annan, secretary-general of the Un- 
ited Nations, and turned into reality. It has, 
in the process, been diluted, so that it is 
now a fund for tuberculosis and malaria as 
well. But although that risks introducing a 
lack of focus, the three diseases, all big kill- 
ers, do tend to co-occur. Moreover it is the 
weakening of people's immune systems 
induced by Arps that has allowed tuber- 
culosis to rear its head again, after decades 
of decline. 

Another change for the better since the 
Durban conference has been a shift to- 
wards treatment for all. Until a couple of 
years ago, prevention was seen as the pri- 
ority in poor countries. That made sense 
for two reasons. First, and positively, pre- 
vention is better than cure- particularly 
when an epidemic is growing exponen- 
tially and each blocked transmission pre- 
vents multiple infections further down the 
line. Second, and negatively, the cure was 
too expensive to be worth considering; a 
year's course of highly active anti-retrovi- 
ral therapy (HAART) cost $10,000-15,000. 


A third reason, less discussed in public, but » 











> real enough, was a fear that requiring com- 
plicated treatment regimes of uneducated 
people would result in non-compliance 
and the emergence of drug-resistant 
strains of the virus. 

Much of that has changed in the past 
two years. First, there is a wider recogni- 
tion that people who are infected and can- 
not be treated have little incentive to get 
tested; that, in turn, means they do not 
know they are infected, and so do not take 
precautions against infecting others. Sec- 
ond, the drugs have got a lot cheaper: 
sometimes as cheap as a dollar a day. 
Third, experience has shown that people 
will comply with drug regimes if they are 
explained properly. The Barcelona confer- 
ence, if it did nothing else, therefore 
marked the point of reconciliation be- 
tween those who emphasised stopping 
new infections and those who empha- 
sised caring for those already infected. 


Give us your money 

The emergence of the Global Fund is part 
of the reason for that convergence. Its cre- 
ators wisely emphasised both prevention 
and treatment in its remit, thus reducing 
the scope for argument about who gets 
how many dollars. People also have the 
example of Brazil in front of them, to point 
out what a well-organised treatment cam- 
paign can achieve in a country that, if not 
exactly at the bottom of the economic 
heap,is certainly nowhere near the top. 

In 1992, as Marco Vitoria, of the Brazil- 
ian health ministry, told the conference, a 
World Bank model predicted that 1.2m 
people in Brazil would be infected with 
HIV by this year. The actual figure is 
600,000. In part, that is because 150,000 
people are on HAART. Since HAART re- 
duces a person’s viral load to a negligible 
level, it helps to curb transmission to oth- 
ers, besides maintaining the health of the 
patient. This treatment was made free at 
point of use by the Brazilian government 
in 1996 and, as a direct result, the number 
. of people dying.of ars in Brazil has fallen 
. by 50%. The decision has also been good 
economically. As chart 1 shows, savings 
made by the government on treatment 
that would otherwise have been neces- 
sary now outweigh the cost of the drugs. 

Those savings have been possible, 
though, only because anti-arps drugs in 
Brazil are cheap. Some are manufactured 
there as patent-busting generics (permit- 
ted under the Agreement on Trade-Related 
Aspects of Intellectual Property Rights, 
TRIPS, to deal with national emergencies). 
The existence of those generics has 
strengthened the government's position in 
negotiations with drug companies to buy 
their non-generic versions. 

The price of HAART has come down 
dramatically (see chart 2 on next page). 
Thatis thanks to Trips, to the "accelerating 
access” programme agreed between UN- 
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AIDS and several of the 
introduce "tiered pricing" for poorer parts 
of the world, and to bilateral donations by 
the drug firms themselves. Nevertheless, 
even at a dollar a day, it is beyond the 
purse of most Africans. Only 30,000 peo- 
ple in that continent use it. Only diamond- 
rich (and democratic) Botswana has an of- 
ficial anti-AiDs drug programme in place. 
Other countries await fairy godmothers 
who will help them pick up the bill. 

The question of who pays is, of course, 
at the front of everybody's mind. When 
the Global Fund was announced, Dr Piot 
and Mr Annan said it would require $7 bil- 
lion-$10 billion a year, once it was up and 
running. In practice, it has attracted only 
$2.1billion in its first year of existence. 

However, $2.1 billion (largely from gov- 
ernments, though some has been chipped 
in by the Gates foundation) is not a bad 
start. Potential donors will be watching to 
see how it is spent. If wisely, it is likely 
more will follow. 

How much money is actually needed 








depends on what assumptions you make. 
A mathematical model developed a year 
ago by Bernhard Schwártlander of the 
World Health Organisation and his col- 
leagues estimated the maximum amount 
that could be spent usefully per year by 
2005 as about $9 billion. That assumed 
there were no significant changes in the 
medical infrastructures of poor countries. 
Of that, $4.8 billion would be allocated to 
prevention, and $4.2 billion to treatment. 
At the moment, according to the Global 
HIV Prevention Working Group, a cabal of 
experts financed by the Gates and Kaiser 
foundations, about $1.2 billion is spent on 
prevention in the world's poor countries. 
In a paper published in the Lancet to coin- 
cide with the conference, John Stover, of 
Futures Group International, and his col- 
leagues estimate that increasing spending 
on prevention to the $4.8 billion that Dr 
Schwártlander recommended could avoid 
29m infections by 2010-if the money 
were spent well. 

Strengthening the medical infrastruc- 


rug companies to 









ture of these countries would obviously 
cost more. The Commission for Macroeco- 
nomics and Health (cmH), headed by Jef- 
frey Sachs, a well-known development 
economist based (from this month) at Co- 
lumbia University, reckons that infrastruc- 
ture investment would raise the price to 
about $15 billion. Whatever the exact cost, 
Mr Sachs announced at the conference 
that CMH, UNAIDS and the Global Fund 
were pooling their resources to develop a 
plan to deal with the global epidemic, de- 
tails of which would be hammered out 
within three months. 

At the moment, therefore, the thrust of 
efforts to curb the epidemic and treat those 
affected is through public policy. But scien- 
tists are also making advances. 


The medicine chest 

One reason that H1V is such a difficult ad- 
versary is its mutability. Every time the vi- 
rus replicates there is, on average, one mu- 
tation in its genetic material. An infected 
individual can contain as many as 100 bil- 
lion virus particles. The result is that all 
possible "single point" mutations (that is, 
alterations of a single "letter" in the virus's 
genetic code) exist simultaneously in 
heavily infected people. Some of those 
mutations will undoubtedly protect the vi- 
rus against a particular drug, so long-term 
dosing with that drug selects for the pro- 
tective mutations and leads to the evolu- 
tion of resistance. 

Preventing the emergence of such resis- 
tance is the logic behind HAART, which 
works by using a combination of mole- 
cules that attack different parts of the viral 
life cycle, in the knowledge that simulta- 
neous mutations that overcome alllines of 
attack will be rare. HAART mixes drugs 
that interfere with the action of two of the 
three enzymes that Hiv relies on to per- 
suade cells to replicate it. These enzymes 
are protease, which prepares viral proteins 
for action, and reverse transcriptase, 
which converts the virus's genes into a 
form that can be read by the host cell. 

There are now 140 different approved 
variations of HAART. Resistance has, nev- 
ertheless, emerged. In America, where 
HAART has been employed since 1996, al- 
most 80% of those who have been using it 
for more than two years have resistant 
strains of virus in their bloodstream. 
Worse, 20% of those infected but not 
treated have resistant strains, since these 
are now being passed from person to per- 
son. One way to combat this growth of re- 
sistance is to add more drugs, with novel 
mechanisms. Several ways of doing this 
were discussed at the conference. None 
would be used as a therapy by itself, but 
each should reduce the rate at which resis- 
tant strains of the virus emerge. 

The most advanced is a drug known to 
its inventor, Trimeris Pharmaceuticals of 
Durham, North Carolina, as T-20. It be-p 













> longs to a class of molecule known as fu- 
sion inhibitors. These stop the virus dock- 
ing with its target cells. If a virus cannot 
dock, it cannot infect. Docking happens in 
a two-stage process. First, a viral protein 
called gp120 links up with two other pro- 
teins on the surface of the target cell to 
form aso-called docking complex. Second, 
the docking complex is discarded and an- 
other viral protein, gp41, links the viral 
membrane with that of the cell, allowing 
the virus's contents to enter. 

Trimeris's compound interferes with 
8p41, stopping the second part of the pro- 
cess, Trimeris, in collaboration with Roche, 
a pharmaceutical company with rather 
larger resources, has brought t-20 to 
phase-IlI trials-the last stage before ap- 
proval by the regulatory authorities. The 
results of these trials, announced at the 
conference, suggest the drug works—at 
least in patients who otherwise face death 
because their infections have become re- 
sistant to the existing classes of drug. T-20 
has its problems: in particular, users have 
to inject it twice a day. But the trials found 
that most participants were willing to put 
up with this in exchange for an extension 
of their lives. And, apart from bad reac- 
tions at the injection site, T-20 seems to 
have no side effects. 

Another possible approach is to inter- 
fere with the activity of the third viral en- 
zyme, integrase. This enzyme is responsi- 
ble for stitching niv's genes into the host 
cell's chromosomes. Once there, these 
genes are read by a cell as though they 
were its own, and converted into new viral 
proteins. These then assemble themselves 
into new viruses. 

Until now, integrase inhibitors have 
been little more than a gleam in research- 
ers’ eyes. They have produced tantalising 
results in cell preparations, and in mon- 
keys infected with simian viruses similar 
to HIV. Now, one has been put into people 
by Merck, a pharmaceutical company. At 
the conference, Merck announced that pre- 
liminary trials suggest that the procedure 
is safe. Bigger trials may therefore follow. 

The third new approach concentrates 
on the cell-surface docking proteins. One 
of these is called cp4. This molecule is 
found in certain cells of the immune sys- 
tem, which is why that is the part of the 
body affected by niv. Blocking the link be- 
tween gp120 and CD4 has not been a fruit- 
ful line of research. It has, however, proved 
possible to gum up the second cell protein 
involved in the docking complex. Hiv can 
actually use one of two proteins as this so- 
called co-receptor. Most versions of the vi- 
rus employ a molecule called CRC5 as the 
co-receptor. A few use a related molecule, 
CXCR4. Several companies have drugs 
molecules that are a perfect fit for CRC5. By 
binding to it, they deny it to gp120, and 
thus-it is hoped-block the infection. 

Some of these molecules, including ones 
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chering-Plough and Pro- 
genics, and discussed at the conference, 
are now in early human trials. 

For complete protection, gumming up 
CXCR4 would be necessary, too, and 
AnorMED, a Canadian firm, has carried 
out preliminary trials which show that 
this might be possible. None of these ap- 
proaches, except T-20, is close to market. 
But all offer hope that the problem of resis- 
tance to existing drugs can be overcome. 


A jab at a solution 
On vaccines, the other important scientific 
front, the news was gloomier. There was 
much brave talk of the number of new 
ideas for vaccines that are undergoing, or 
about to undergo, preliminary trials. But 
the truth is that there have always been a 
fair number of these preliminary trials. 
Only one vaccine, however, is in serious, 
phase-Ill trials. This is VaxGen’s gp120 vac- 
cine, and a lotis riding on it. 

This vaccine, as its name suggests, 
works by presenting the immune system 








; Launch of accelerating 
iati 


access initiative 





with large quantities of gp120 (the protein 
is manufactured “transgenically” by stitch- 
ing the appropriate gene into a bacterium, 
and multiplying the bug in a reactor). The 
idea is to show the immune system what 
this molecule looks like, so that it can react 
rapidly to produce appropriate antibodies 
should it be faced with gp120 on the sur- 
face of hostile virus particles. VaxGen, a 
company based in Brisbane, California, ac- 
tually has two trials going on. As Donald 
Francis, VaxGen's boss, confirmed to the 
conference, the more advanced of these 
will report early next year. This is based in 
North America and the Netherlands, and 
uses gp120 from two forms of the B strain 
of Hiv, the strain of this very variable vi- 
rus that is most common in the rich world. 
A second trial, which will report about six 
months later, is taking place in Thailand. 
This uses the B and z strains, more closely 
matching the mixture of viruses in South- 
East Asia. 

Dr Francis was bullish. Many people 
are sceptical about the idea of an anti- 
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body-stimulating vaccine. They point out 
that the antibodies induced naturally by 
HIV don’t seem to do much good, and 
prefer the idea of stimulating another part 
of the immune system, cells known as cy- 
totoxic lymphocytes which kill infected 
cells. However, VaxGen's vaccine works in 
monkeys and, as Dr Francis points out, all 
successful vaccines so far have relied on 
antibodies. Nevertheless, next year a third 
phase-IIl trial will start, again in Thailand. 
It will test a combination of the gp120 vac 
cine and one that stimulates cytotoxic 
lymphocytes. | 

If the VaxGen trials turn out negative 
gloom will descend with a vengeance. 
Even if they turn out positive, there will be 
problems to resolve. First, the process will - 
have to be repeated for the other principal - 
strains of HIV, particularly those circulat- 
ing in Africa. Second, the infrastructure to - 
deliver the new vaccines will have to be | 
put in place. Considering that many exist- - 
ing vaccines are not deployed properly in 
poor countries that need them, for lack of a 
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suitable infrastructure, that will be a tall or- 
der. Of course, AIDS is to a certain extent a 
magic word. If you invoke it, things can 
sometimes happen that do not if you say 
"hepatitis" or “measles”. But the latest ob- 
session of Seth Berkeley, the hyperactive 
head of the International A1Ds Vaccine Ini- 
tiative, is to try to get a vaccine-delivery in- 
frastructure in place in these countries be- 
fore there is even a vaccine. E 

This politically ambitious scheme, Dr 
Berkeley thinks, might be sold on the back 
of a system for delivering vaccine for hepa- 
titis B. The hepatitis B virus is transmitted 
in a similar fashion to Hiv, that is, pre- 
dominantly sexually, with contaminated 
blood transfusions as a secondary cause. It 
is also quite widespread. There is, how- 
ever, already an effective vaccine, al- 
though this vaccine needs to be dissemi- 
nated more widely. What better way to 
have a trial run for delivering an AIDS vac- 
cine, if and when one turns up, than to 
build a truly efficacious network for distri- 
buting hepatitis B vaccine? m 





Political essays 


Conversations with the dead 


Two of Britain's best prose writers—a novelist and a journalist-confront the errors 
and evasions of an earlier generation in politics 


S IT coincidence? These two new books, 

written by old London friends and dedi- 
cated to the same literary godfather, deal 
respectively with Josef Stalin's crimes and 
George Orwell's virtues—related topics of 
moment if not quite the moment. As the 
need for more words on either subject is 
far from obvious (Stalin's virtues, Orwell's 
crimes?), a lot here is going to hang on the 
angle and on the writing. 

In a large body of justly celebrated fic- 
tion, Martin Amis has seldom been con- 
tent simply with satiric bite or verbal bril- 
liance: he has usually aimed also to 
confront broad and challenging themes 
such as commercialism, nuclear war and 
the Holocaust. An essay from him on Sta- 
lin and his dupes feels like a natural con- 
tinuation. Christopher Hitchens, a clever 
and contrarian British journalist living in 
Washington, pc, has frequently expressed 
in articles his admiration for the anti- 
Stalinist Orwell. Now in a book he makes 
a spirited defence of his author-hero 
against all who, in his eyes, have traduced 
or misinterpreted him. 

It helps that Messrs Amis and Hitchens 
are practised in the use of side, or English 
as they say in pool. Each can bend a sen- 
tence till you break out laughing. Both put 
their own concerns and passions promi- 
nently into play. Mr Amis, in particular, 
dwells movingly on his family, and fin- 


Koba the Dread: Laughter and the 
Twenty Million. By Martin Amis. Talk Mira- 
max; 306 pages; $24.95. To be published in 
Britain by Jonathan Cape in September 


Orwell's Victory. By Christopher Hitchens. 
Allen Lane; 150 pages; £9.99. To be pub- 
lished in the United States as "Why Orwell 
Matters" by Basic Books in September 


ishes with an open letter to Mr Hitchens. 

Their joint dedicatee is Robert Con- 
quest, a British poet and author of a 
widely cited study of Stalinist oppression, 
“The Great Terror" (1968), which put for- 
ward the canonical figure of 20m victims. 
Mr Conquest was a friend of Kingsley 
Amis, Martin's late novelist-father, and he 
wrote a fine poem in homage to Orwell, 
with which Mr Hitchens opens. Clearly, 
“Koba the Dread" and “Orwell’s Victory" 
are not run-of-the-mill rehashes, but offer 
something distinctively personal, involv- 
ing filial piety, contested ideals and 
conversations with the dead. 

The middle and longest part of Mr 
Amis's book is a catalogue of Stalinist hor- 
ror—Koba was a nickname-replayed from 
wide study of familiar sources. It is worth 
reading even if you think you know this 
appalling record already, if only for the ve- 
hemence and urgency of Mr Amis's prose. 
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The horror matters, he is saying, and it 
matters that there were westerners who 
thought it didn’t (his father, for one, was a 
communist until 1956). 

Stalinism, all the same, has to be under- 
stood (comprendre isn’t tout pardonner). 
Was it the corruption or culmination of so- 
cialist ideals? Who was to blame: Stalin, 
the Bolsheviks or Russians who got ahead 
in the system? Were totalitarianism and in- 
dustrial genocide developmental diseases 
of the 20th century or manifestations of a 
deeper human propensity for evil? Rather 
like a restaurant diner who waves at the 
entire menu and says, “Yes, I'll have that”, 
Mr Amis seems to want to blame Utopian 
ideals, Stalin and evil simultaneously. 

Despite the mockery and jokes, the pre- 
vailing mood is melancholy. As in his 
autobiographical “Experience” (2000), Mr 
Amis muses on the deaths of a loved and 
admired father, a younger sister, and a 
young brother-in-law. Indeed, “Koba the 
Dread” may best be taken as a work of 
mourning, though with a characteristic 
Amis twist in that he seems to want to per- 
sonalise mass suffering by publicising 
private grief. What is one family’s loss 
against 20 million? What are a distant 20 
million to one family in pain? Not every 
writer has the confidence—or the wit—to 
take on such heavy themes. 


Moral and mental glaciers 

Orwell would probably have understood 
what Mr Amis is up to, though wanting it 
put more straightforwardly. Sincerity and 
individual engagement mattered to Or- 
well more than doctrine or policy. Politics 
for him started and ended with personal 
responsibility. His own views grew out of 
experience, not theory: hatred of colonial- 
ism from police work in Burma, loathing » 
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of communists from watching them as an 
infantryman fighting fascists in the Span- 
ish civil war, a lifelong belief in socialism 
out of repugnance at inequality—“A fat 
man eating quails while children are beg- 
ging for bread is a disgusting sight”—which 
he combined, to the bafflement of the un- 
wary, with contempt for most socialists. 

Orwell in short was a slippery cus- 
tomer, and Mr Hitchens wants to rescue 
his unbiddable hero from all attempts to 
imprison him in some camp or other, be it 
the anti-socialist right or the anti-Ameri- 
can left. Why, to adapt an old radio joke, is 
Orwell like a chophouse? Because every- 
one wants their own stake in him. 

Mr Hitchens takes us through Orwell's 
anti-colonialism (“unswerving”), his En- 
glishness (deep), his view of America (in 
its contest with Russia strongly for, but cul- 
turally hostile); and his attitude to women 
(confused). He rejects the charge that Or- 
well was a McCarthyite sneak in giving a 
Foreign Office friend a list of pro-commu- 
nist writers who ought not be asked to do 
cold-war propaganda for Britain. He ap- 
praises the novels: in his view, only the 
anticommunist fable, “Animal Farm” 
(1945) and “Nineteen Eighty-Four”, his dys- 
topian vision of global tyranny (1949), rise 
to the level of the finest essays or “Homage 
to Catalonia”. He defends him against the 
post-modern delusion that honesty and 
clarity—Orwell’s virtues as a writer—are in 
the eye or pocket of the beholder. 

For readers new to Orwell and the 
grievous rows he caused even before his 
early death from TB in 1950 at 46, “Orwell’s 
Victory” is a good, forcefully argued intro- 
duction. (It nods generously to Bernard 
Crick's model 1980 biography and to Peter 
Davison's indispensable complete Orwell 
edition.) Existing devotees should thank 
Mr Hitchens for stripping off layers of 
ideological over-paint, even if, as with ev- 
ery restoration, he adds a few of his own. 

And where does Mr Hitchens stand? A 
Trotskyist in youth who now backs Amer- 
ica's war against terror, he is hard to place. 
Mr Amis in his letter chides his friend for 
not having fully renounced left-wing 
ideals. But uncertainty about Mr Hitch- 
ens's politics is probably no greater than it 
is with his politico-literary father-figure. 

Orwell once praised Charles Dickens 
for the vagueness of his radicalism. He 
could have been talking about himself. He 
did not mean evasiveness or lack of clarity, 
but an emotional perception that some- 
thing was wrong with society and that the 
only constructive suggestion was "Behave 
decently". That sense of decency, Mr 
Hitchens seems to be telling us, is what in 
the end we should most admire in the poli- 
tics of this singular man. And such distrust 
of doctrine is not so very far from the qui- 
etist position Mr Amis recommends in à 
heartfelt letter to his father after his death: 
“You were ideological and am not." m 


States and wars 


Marketing the 
nation 


The Shield of Achilles: War, Peace, and the 
Course of History. By Philip Bobbitt. Knopf; 
976 pages; $40. Allen Lane; £25 


be AR, peace, and the course of his- 

tory”. The subtitle alone shows 
that this is an ambitious work. It starts 
with a long chunk of Homer and ends 
with a quotation from Paul Valéry. In be- 
tween are poems, theses, futurological dis- 
quisitions and references to everyone you 
have ever heard of, and to some you may 
not have. It is a sprawling, Texas-sized 
work, appropriately both because its au- 
thor, Philip Bobbitt, is a professor of con- 
stitutional law at the University of Texas 
and because it has caught the attention of 
the Texan-led administration that now 
holds sway in Washington, DC. 

The book’s central idea is that of the 
“market-state”. This is a state whose pur- 
pose is to maximise the opportunities for 
all members of society. Unlike the nation- 
state, it seeks to be no more than a minimal 
provider or redistributor. Its economic 
arena is the marketplace, not the factory. It 
is, Mr Bobbitt says, indifferent both to cul- 
ture and to the norms of justice. It is, how- 
ever, interested in preventing social insta- 
bility. Dependent on the international 
capital markets, it is less representative but 


American bridges 





more democratic than the nation-state. It 
achieves its objectives by incentive struc- 
tures and sometimes draconian penalties. 
Mr Bobbitt argues that the society of 
nation-states is decaying, to be replaced by 
one of market-states. This new society will 
be faced by all sorts of challenges arising 
from the strategic innovations that won 
what he calls the Long War, the twice-in- 
terrupted struggle that began with the first 
world war and ended amid the rubble of 
the Berlin Wall. Different forms of market- 
state—entrepreneurial, mercantile or man- 
agerial—will evolve, depending on the de- 
gree of sovereignty retained by the people. 
The ways in which these different forms 
cope with the new challenges is what will 
structure the conflicts of the new society. 
Conflicts, however, are inevitable. In- 
deed, the world is about to undergo an- 
other “epochal war", perhaps a low-inten- 
sity affair, or perhaps something much 
nastier, even a cataclysm of global propor- 
tions involving weapons of mass destruc- 
tion. In this new age, argues Mr Bobbitt, 
only a market-state will be able to carry 
out the necessary shift from retaliatory, 
threat-based strategies to defensive, vul- 
nerability-based ones. Even so, dark days 
lie ahead, for, after five centuries in which 
only a state could destroy another state, 
“We are entering a period...when very 
small numbers of persons, operating with 
the enormous power of modern comput- 
ers, biogenetics, air transport, and even 
small nuclear weapons, can deal lethal 
blows to any society.” Accordingly, it is 
necessary to create a new world from the »* 


In 1974 David Plowden published a magnificent book of photographs of North America's 
most ingenious or graceful spans, showing their rich variety of structure (arch, truss, 
cantilever, suspension) and material (stone, wood, iron, steel, concrete). Now comes an 
updated version of his classic, "Bridges: The Spans of North America" (Norton; $75) 


HS] 


AVA 
ie 


B 


t - om ee e E S RU 
TN n ~ 
SUN ^. 





m 5 


> inherited political institutions of the old, 
something that requires an understanding 
that has been called upon perhaps no 
more than half a dozen times in the past 
500 years. Mr Bobbitt's aim is to enhance 
this understanding. 

Alas, he fails. It is not necessary to be- 
lieve that a few people can yet destroy a 
state, or at least a state much bigger than 
Luxembourg or Singapore, to share Mr 
Bobbitt’s alarm about the condition of the 
world. Similarly, it is not necessary to con- 
cur in his vision of a society of market- 
states to agree that the world stands at the 
threshold of a new age, marked partly by 
the end of the old wars of the 20th century 
and partly by technological change, in- 
cluding the development of new weap- 
ons. This is certain to have profound effects 
on the nature of the state, just as it will 
place new demands on the state's capacity 


to make a successful strategic response. 
Such thoughts, though, are hardly new. 
Unfortunately, the most interesting new 
idea in Mr Bobbitt's book—the concept of 
the market-state-does not seem to be a 
recognisable entity, least of all in the 
places where he sees it evolving, notably 
the United States. It is simply unimagin- 
able to see how America, the first country 
to be founded on ideas, the rule of law 
prominent among them, could ever be- 
come indifferent to the norms of justice. In 
the aviary of states, nations and constitu- 
tions, the market-state simply does not fly. 
In the confusion of Mr Bobbitt's learn- 
ing, it is true, some fair points are made. It 
would be extraordinary if it were other- 
wise in a book of some 900 pages. But 
what at the outset promises to be magiste- 
rial and erudite in the end turns out to be 
merely long-winded and pretentious. 8 









Women in China 


Unenviable lives 


The Good Women of China. By Xinran. 
Chatto & Windus; 240 pages; £14.99. To be 
published in the United States by Pantheon 
Books in October 


F WESTERN readers have a picture of 

how women lived in 2oth-century 
China, it probably comes from Jung 
Chang’s “Wild Swans: Three Daughters of 
China” (1986), about three generations of 
women before, during and after Mao’s 
Great Revolution. This book is different. It 
casts its net more widely through the coun- 
try, and unlike Ms Chang’s work, takes in 
women of all backgrounds as well as ail 
ages-though admittedly still with a pre- 
ponderance of those old enough to have 
had their lives turned upside down, if not 
during the establishment of the People’s 
Republic in 1949, then by the turmoil of the 
political campaigns that followed. 

For the eight years before she left for 
England in 1997, the author presented a ra- 
dio show called “Words on the Night 
Breeze” on a state-owned station in the 
east-central city of Nanjing. The book—its 
title an echo of Bertolt Brecht’s play “The 
Good Woman of Sezuan”—interweaves 
the author’s own story with a collection 
of narratives that women listeners left 
anonymously on the station’s answering 
machines or told to her in person. 

Some of the stories would never have 
been allowed on air in China. One, about a 
bright-eyed, educated Communist sent on 
an "urgent mission", ends with her becom- 
ing the girl bride of a senior army officer. 
Decades later, “when we are alone with 
each other, all you hear are the noises of 
animal existence: eating, drinking and go- 
ing to the toilet. To him, my only function is 
to serve as evidence of his 'simplicity, dili- 
gence and upright character’ so he can 
move to a higher office." 

The stories—in particular how they 
reach the broadcaster and how they are 
told—are often strangely poetic as well as 
disturbing. One, in particular, is “The Girl 
Who Kept a Fly as a Pet”, which is re- 
counted through the diary of a teenage girl 
in the mid-1970s. Having been sexually 
abused by her father, we are told that she 
eventually engineers her own death from 
septicaemia. 

Many of the women suffer great physi- 
cal hardships, such as the Tangshan earth- 
quake that killed 300,000 people in 1976, 
but it is the tales of women being abused 
and ill treated by men coarsened by ex- 
treme political violence that are the most 
vivid; they do little for the much-vaunted 


Communist notion that women in the » 
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New China are held in such high esteem 
that they "hold up half the sky". 

Readers familiar with “Wild Swans” 
will know about the endless political cam- 
paigns and their malign effect on domestic 
life. Indeed, the author is at her best when 
talking to women of that era, many of 
whose lives were buffeted by the political 
changes but whose preoccupations—with 
marriage, relationships, sex and raising 
children—were still often commonplace. 
Yet the fact is that half the Chinese popula- 
tion is too young to have more than the 
dimmest memories of the last political up- 
heaval, the cultural revolution, which 
ended in 1976. It would have been hearten- 
ing to read more, not just here but else- 
where too, of how women’s lives have 
been affected by the changes since China 
began opening up two decades ago. m 


Submarine films 


Iron coffins 


You've heard of underground movies. 
Try underwater ones 


UBMARINES may have no women 

aboard but the combination of emo- 
tional compression, claustrophobia and 
the threat of genital crabs seems to be a 
winning one for film makers. For three- 
quarters of a century they have found the 
genre irresistible. “K-19: The Widow- 
maker”, which stars Harrison Ford and 
Liam Neeson and which opens in America 
on July 19th, is the latest. 

The story of the Soviet nuclear sub that 
came within an inch of total meltdown 
while patrolling off the American coast at 
the height of the cold war in 1961, breaks 
new ground in two ways. The film was 
made in Hollywood, but it is the first to de- 
pict what happened from a Russian per- 
spective and it was shot with full co-opera- 
tion from America's former enemy. It is 
also the first such film to be directed by a 
woman. Kathryn Bigelow's career em- 
braces a stream of macho films, including 
"Blue Steel" (1989), “Point Break" (1991) 
and "Strange Days" (1995). Formerly mar- 
ried to James Cameron, who made “Ti- 
tanic”, she seems to have been compelled 
ever since to emulate and even surpass her 
one-time spouse. The ticking-clock factor 
in “K-19” plays to her strengths. 

Unnatural though it may seem, the no- 
tion of gliding, silent, unseen and under- 
water, has had a magnetic pull since before 
submarines were invented. Jules Verne's 
"20,000 Leagues Under the Sea", a work of 
late-19th-century science fiction, was 
given special nobility by Captain Nemo's 
quest for a better, non-violent life. When 


Richard Fleischer made a film version for 
Walt Disney in 1954, he preserved this 
philosophical undertone, with James Ma- 
son perfectly cast as the enigmatic hero. 

Since then, submarines have featured 
mostly as vessels of war. Undersea melo- 
dramas with no thought but bashing the 
enemy as well as the guy who's trying to 
steal your girl are legion. “Crash Dive" 
(1943), had Tyrone Power and Dana An- 
drews fighting on land and sea over the 
charms of Anne Baxter. Samuel Fuller's 
"Hell and High Water" (1954) was a nervily 
shot and edited undersea thriller with 
Richard Widmark. The battle of wills be- 
tween Clark Gable and Burt Lancaster in 
"Run Silent, Run Deep" (1958) had a hard- 
edged naval feel, but could just as easily 
have been set on Madison Avenue. 

John Mills, a British actor, specialised in 
playing submarine commanders under 
pressure. In “Above Us the Waves" (1955) 
his fleet of mini-subs was sent to sink a 
German battleship. In “Morning Depar- 
ture” (1950), a moving adaptation of the 
play, he was the commander faced with a 
horrible decision: his sub has been crip- 
pled by a mine and only eight of the initial 
12 survivors can escape. In this, as in all 
submarine films, the viewer is gripped by 
one of the great primal fears: will those on- 
board succeed in getting out before the wa- 
ter gets in; if not, then what? 

In 1933, German film studios could still 
make semi-pacifist films such as “Morgen- 
rot", Here a U-boat sinks a British cruiser 
but family members of the German crew, 
rather than rejoicing at the drowning Brit- 
ish sailors, are instead moved by their fate. 

Its nearest second-world-war equiva- 
lent, "Das Boot", was made by Wolfgang 
Petersen in 1981, a comfortable distance 
from Germany's wartime defeat. This was 
life aboard a u-boat during the Battle of the 
Atlantic, when German submarines de- 
stroyed 15m tonnes of Allied shipping, 
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with the loss of more than 50,000 British 
lives. Forty years later, Mr Petersen does 
not celebrate German prowess so much as 
the guts required to do a difficult job wellin 
cramped conditions. He makes magisterial 
use of the prowling Steadicam camera to 
underline the physical discomfort of the 
vessel. The uneven pop of the hull's rivets 
exploding one by one as the pressure 
mounts on the crippled vessel is enough to 
make any viewer's heart race. And when 
the captain, played by the mournful Jürgen 
Prochnow, is killed as he is about to be re- 
united with his family, your already 
leaden heart only sinks further. 

"Das Boot" is great entertainment, em- 
ploying cinema's most sophisticated tech- 
niques to mirror the experience of life be- 
neath the waves, though for the real war at 
sea, viewers should turn instead to An- 
drew Williams's three-part documentary 
"The Battle of the Atlantic", which is being 
broadcast on the BBC this month. Drawing 
on interviews with surviving U-boat 
crews, the documentary highlights many 
of the elements that make submarines 
such compelling film sets: the cramped, 
sweaty conditions under which the Ger- 
man submariners worked, the spirit of 
brotherhood that kept them going, which 
was matched by the courage of allied na- 
val forces and loyalty on the home front in 
resisting Germany's determined attempt 
to starve Britain into submission. 

The cold war yielded surprisingly few 
submarine movies, though one memora- 
ble exception was Tony Scott's "Crimson 
Tide" (1995), a nuclear submarine melo- 
drama which turned on the receipt of a 
garbled message that might or might not 
mean the start of the third world war. 
Meanwhile, in her new film “K-19”, Kath- 
ryn Bigelow combines gravitas, sweat and 
suspense—all in the same frame. And at 
the edge of it, the ever-present threat of 
water pouring in. 8i 
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The duke of Norfolk, an English survivor, died on June 24th, aged 86 


ANY thousands of words have been 
written during the past couple of 
weeks about a soldier who inherited the ti- 
tle of the duke of Norfolk and with it the 
duties of earl marshal and chief butler of 


England. Readers of the Times were of- 


fered some 2,200 words. Newspapers ca- 
tering for less patient readers made do 
with snappy accounts of the duke's sol- 
dierly habit of cleaning his own shoes. Per- 
hapsthat was enough to make a point. The 
more distant you were from the world in 
which the duke moved, the more peculiar 
it seemed. 

The duke himself seemed aware of his 
title’s growing irrelevance. He was per- 
hapsthe least ducal of the 17 holders of the 
title created by Richard III in 1483 (or possi- 
bly only 16; there is some dispute among 
the archivists). Succeeding by death, the 
duke said, was “a poor way of getting on" 
and he was prouder to have made his way 
to become a general. The duke upset some 
fellow members of the House of Lords by 
agreeing that those with inherited seats 
should no longer be involved in lawmak- 
ing, although he retained his own seat, as 
did the member who had the duties of the 
lord great chamberlain. 

His rebelliousness had its limits. Like 
many associated with archaic institutions, 
the duke was a charming contradiction. He 


epitomised old values, country, family, 
faith, without being stuffy about it. Tradi- 
tion, he said, was one of the reasons that 
the country had not had a revolution since 
1688 and had not been successfully in- 
vaded since 1066. That was a very British 
thing to say. Whatever its merits as an ar- 
gument, it expressed a sentiment that 
drives the enormously popular history 
programmes on British television and per- 
haps also drove the royal feeling that unex- 
pectedly swept the country when the 
Queen Mother died in March, moving 
those of a republican mind to silence. For 
anyone seeking to explore, if not to under- 
stand, the appeal of “this sceptred isle"—a 
long-running programme on BBC radio— 
the career of the country's premier duke 
was at least worth a look. 


Into battle 
At birth he was merely the Honourable 
Miles Francis Fitzalan-Howard, “honour- 
able" being a politeness conferred on the 
child of a lord. In what he called the “wavy 
line of the succession" he later became 
Lord Beaumont, then Lord Howard, and fi- 
nally, when a distant cousin died, found 
that he had become the duke of Norfolk. “I 
was never sure what I would be called 
next," he said. "Miles" usually sufficed. 

At the age of 22 he joined the Grenadier 
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Guards (raised in 1656). Two years later, at 
the start of the second world war, his 
mother made the sign of the cross on his 
forehead and he went off to France in com- 
mand of an anti-tank platoon. He had an 
exemplary war, serving on the battlefields 
of Europe and North Africa. He gained a 
reputation for, in Hemingway’s phrase for 
bravery, showing grace under fire. He 
stayed on in the army after the war until 
1967 when he worked part time for Robert 
Fleming, a merchant bank with family 
connections. 

In his army days he had bought a house 
in Oxfordshire, and preferred it to the edi- 
fices he eventually inherited in 1975 as 
duke of Norfolk, particularly Arundel Cas- 
tle in Sussex, the ducal seat, nearly 1,000 
years old, brimming with history, but 
mostly comfortless. More agreeable was 
his duty as earl marshal, choreographing 
the annual opening of Parliament by the 
monarch, a ceremony largely unchanged 
since medieval times. 

Everyone agreed that he brought a sol- 
dierly efficiency to the event, in which he 
had to walk backwards before the queen 
without tripping. When his scarlet uni- 
form became a bit tatty he asked Dennis 
Healey, the chancellor of the exchequer in 
the then Labour government, if it would 
pay for a replacement. Mr Healey nodded 
through the expense. The two men had 
first met fighting in Italy in the war. 

He possessed robes that had been 
made for his great-great grandfather when 
a ban was lifted in 1829 on Roman Catho- 
lics sitting in Parliament. The survival of 
the Howard family in Protestant England 
dating from Henry VIII is regarded by his- 
torians as an example of tenacity and by 
many Catholics as miraculous. Some an- 
cestors went under the axe, including 
Henry Howard, a Tudor poet much ad- 
mired by the duke. Philip Howard was be- 
lieved to have been poisoned and was 
made a saint. The duke was said to keep a 
book of prayers in his jacket. “We are like 
the British infantry in defence," he said. 
"We never give in." 

These days the politics of Christianity 
arouse little general interest in Britain. "We 
are all so ecumenical and love each other," 
the duke said. *I am terribly ecumenical 
myself." He disagreed with the Vatican's 
opposition to birth control, but so do many 
Catholics. “Has every wife got to have 
eight children like my mother?" he said, 
and his listeners agreed. He enjoyed an ar- 
gument but didn't much care for parties. 
What he mostly liked was working in the 
open, repairing walls, managing wood- 
land. “I wish I was thinning trees," he was 
heard to say at a dinner party. He told of a 
party he had given for European royals 
who stayed on until three in the morning. 
"You might have thought some people 
hadn't got palaces to go to," hesaid. m 
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ARE YOU COPING WITH CHANGE 
OR LEADING IT? 


Oxford's executive programmes offer a challenging and innovative 
learning experience, providing leaders with the platform and 
resources to develop their own fast-track careers. 


The programmes address global and individual management issues, 
drawing upon the academic capital and corporate experience of the 
University of Oxford. 


These three residential programmes take place within the University's 
dedicated postgraduate college of management studies, Templeton 
College, which offers the ideal setting for learning and networking. 


For more information, visit www.execed.oxford.edu, or contact 
Dorothy Cooke, Templeton College, 
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An MBA is for life... 


A life without boundaries. As barriers between 
industries break down and business is increasingly 
conducted across national and regional borders, 
you need an MBA which prepares you to manage 
in a global market. The Henley MBA is held in high 
regard around the world with over 6,000 students 
across 50 locations.Henley is one of the first four 
UK schools to achieve triple accreditation: 


AMBA, EQUIS, & AACSB 


The Henley MBA 
learning without 
frontiers 


Designed for the global business world. 


Choose the study mode to suit you, wherever you are: 
Executive Full Time, Modular Two Year, 


Flexible Evening and Distance Learning. 
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Tel +44 (0) 1491 418803 Fax: +44 (0) 1491 418899 
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Amsterdam 
Institute of Finance 


Upcoming Courses 2002 


taught by leading experts from the world’s top business schools 
such as Columbia, INSEAD and Wharton 


Advanced Valuation (Aug. 28 - 30) 

(Oct. 7-9) 
Financial Restructuring and IPOs (Sept. 9 - 13) 
Financial Innovation in Corporate Finance (Sept. 16 - 20) 
Mergers and Acquisitions (in Singapore) (Sept. 25 - 27) 


Credit Risk and Credit Derivatives (Sept. 30 - Oct. 1) 


Foundations of Finance (Oct 30 - Nov. 22) 


Venture Capital Investments (Nov. 4 - 7) 
Acquisition Finance (Nov. 11 - 12) 
Managing Distressed Projects (Nov. 20 - 22) 
Financial Modeling with Excel (Nov. 25 - 27) 
Asset and Liability Management (Dec. 2 - 6) 


For information, please visit our website or contact us directly. 


AIF - P.O. Box 59536, 1040 LA Amsterdam, The Netherlands 
telephone: *31-20-5200160 - fax: *31-20-5200161 


e-mail: info@aif.ni - internet: www.aif.nl 
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—— Thinking about your future? —— 


|The Department of Marketing at the 

| University of Strathclyde in Glasgow has 
offered a master's degree in International 
Marketing for the past eleven years. The 
MSc qualification was the first specialised 
| postgraduate International Marketing degree 
| in Europe. During the eleven years students 
from almost 100 countries have successfully 
4 graduated with the prestigious qualification. 


in January 2001, the department launched the MSc International 
Marketing (MSc IM) degree as a new and innovative online learning 


| programme. The new programme significantly enhances the traditional 


open learning model by providing a rich online information and 
communications environment which encourages highly rewarding 
interaction and participation. Supported by intensive seminars, students 
are able to learn online in an extremely flexible and effective manner. 


| The programme is aimed at business professionals who wish to enhance 
| their knowledge and skills in the context of the fast-changing international 


business environment. It is also an appropriate qualification for anyone 
who wishes to complement a primary degree or professional qualification 


| with a an advanced Eius ls bab by ibo idit 
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Delivered via the web.. „studied anywhere 


www.mscim. n.com 


The E Economist X 1 







eene 













The Management Centre 


| Knowledge i Is 
the key... 


e The Leicester MBA o 


| > Contact @ MSc in Finance 
Management Centre 
University of Leicester 
Ken Edwards Building 
University Road 
Leicester 
LE1 7RH, UK 
Tel: 
+44 (0) 116 252 5520 
Fax: 
44. (0) 116 252 3949 
Email: LUMCGle.ac.uk 


Website: 
www.le.ac.uk/lumc/ 


Please quote E/7/02 
in all communication 


e MSc in Marketing 
Distance Learning or Campus Based 
| e MSc in Management 
Full Time Only - 
e Diploma in Management 
Distance Learning Only 
A deeper knowledge 
awaits you! 
dde 


TET ES AE 


XR University of 
ry Leicester 


Delivering excellence i in University 
teaching and research 





! j 2002 Shanghai 


p cH TER ORE. pede s purs 
and experience to this difficult and uncertain environment. You 
need to do it fast and do it right the first time. 


—— 2 ip 





A4 The China Expatriate Programme is run by CEIBS, the 
leading business school in China, and will again draw clients 
from around the world. This unique, comprehensive course will 
“enable participants to adapt to the Chinese business and 
|- cultural environment. All aspects of the programme, such as 
|. people management, marketing and cross-cultural issues, are 
| designed to provide Detter and faster results for the 
ud participating companies in China, 












| CEIBS' world-renowned faculty possesses an unequalled 
„academic expertise as well as a wealth of experience in China. 


45 Si te worl id, T in Asia — 





- Fin “nancial Tas May 21. 2002. 


- INTERNATIONAL 
WEALTH MANAGEMENT 
EXECUTIVE MBA 

> A dual degree Executive MBA program by 


renowned US and Swiss universities. 
> Geared specifically to senior private bankers and 





, 


> 15 weeks spread job- concurrently over two years 
held in Switzerland and in the USA. 

» Taught exclusively in English by an inter- 
nationally renowned faculty. 


A joint Program by: 

USA: Carnegie Mellon University 

CH: Swiss Banking School 
University of Geneva 
University of Lausanne 
University of St. Gallen. 
University of Zurich 













For further informatioi 
Swiss Banking Sch: 
Hottingerstrasse. 
Phone «41 (1) 2 
IWEMBA@Sw 


7 believe that for a newcomer to China it is a must to 


executives from the wealth management industry. 













ly fast and accurate way to get into China |. 


attend the CEIBS China Expatriate Programme. It has | - 


given me a very good approach to the Chinese business.” 


Mr. Dieter Hierner, Representative of Deutsche Bank 
Group, Beijing Representative Office 
China Expatriate Programme 2001 


For more information on China Expatriate Programme 
and CEIBS, please visit our website www.ceibs.edu or 


contact Vivian Shao Tel: (8621) 28905192 Fax: (8621) | 


28905678 / 28905183 or e-mail: svivan@ceibs.edu 





the learning interface 


CHINA EUROPE BERI HORAE Bei SCHOOL 


c : e Audencia offers a 13-month full- 
. |time MBA Program taught by 


‘The University of Durham MBA comes in three AMBA accredited 
study options- Full-Time, Part-Time or Distance Learning. 
Find us @ www.dur.ac.uk/udbs or call +44 191 487 1422. 


J University of Durham 
BUSINESS SCHOOL 


iod Investing in excellence in teaching and research 


The Birmingham 
Business School 


years of excellence... 
a vision of the future 


The Executive MBA 


e Educates managers from all over the world 


* Taught in eight intensive modules each lasting 
for seven days or by evening study 


e Entry Points In January, April, June and September 


* Flexible, a minimum of two modules a year 


e Birmingham Faculty teach in the UK and Singapore 


LA Major 
£uropean 
Research and 
Teaching Center 


in Management 


33x 4 Ax A4dERueRitX 


Sciences, 
i AUDENCIA 


ae reee 


^E EQUIS 


ALEREDITER 


i offers the : 


>AUDENCIA MBA 


_ | MANAGING CHANGE IS YOUR FUTURE MISSION 


technological and 
7 geopolitical changes affecting today's 
^] highly rated international faculty in | global managers. | 

-| Nantes, France - one of the fastest 
growing cities in the EU - located with 
1 convenient air connections to most | curriculum with a truly international 


commercial, 


e Audencia provides an innovative 


major European cities, perspective at a modern campus 

. | e The program provides an advanced coastal resorts. 

| | business education where participants 

will learn to deal with the | e Program starts in January 2003 
Application deadline : 25 November 2002 


Contact : Prof. Tamym ABDESSEMED, Ph.D 
Tel : 33 2 40 37 34 34 - mba@audencia.com 


located close to France's western | 


ADULTS, EARN | 
2| DEGREE AT HOME IN | 
JUST ONE YEAR! 
WASHINGTON INT'L UNIVERSITY | los 


apply now for Fall 2002! 


Degree programs in most fields since 1995. 1 
Credit for work experience - Internet library | 


Your personal American Instructor will help ] 
with your studies - Students in 112 countries 


| http://compfin.cse.ogi.edu/. 3 
P.O. Box 61707, K.O.P. - PA - 19406 - USA 
Fax: 610 205 0950 


e-mail: admissions@washint.edu 


ye | OGI SCHOOL OF SCIENCE & ENGINEERING 
OREGON HEALTH & SCIENCE UNIVERSITY 


THE UNIVERSITY 
OF BIRMINGHAM 


Developing global competence 
for a changing world 
Full time MBA programmes: 
MBA International Business 
. MBA International Banking and Finance A 
The European MBA with ESC Montpellier honor 


Tel: 444 (0)121-414 6693 Fax: +44 (0)121-414 3553 
Email: MBA@bham.ac.uk 


mba.bham.ac.uk 


THE PRACTICE 
OF TRADE POLICY 


September 29-October 11, 2002 


This program is designed for senior officials responsible for 
international trade negotiations from both developed and 
developing countries. The Practice of Trade Policy: Economics, 
Negotiations, and Rules is an intensive, interactive program where l 
peream will learn to: 

- analyze international trade policy, 
* work with key institutions, 
- negotiate agreements, and 

resolve disputes. 


For more information about 

this course, please contact: 
Enrollment Services | 

Phone: (617)496-0484, ext. 268 — 

Fax: (617) 495-3090 

E-mail: KSG _ExecEd@Harvard. edu. 
Internet: http;//www.execprogorg ^ 


HARVARD UNIVERSITY 
"duis P. Kennedy Schaal o) 





DO YOU FEEL LIKE YOUR CORPORATE 
LADDER HAS RUN OUT OF RUNGS? 
Do you feel the need for new challenges and opportunities? If 
you're a global senior executive, over 40 years old and 
accustomed to a $100K+ annual salary, we can be the answer to 
your next jump on the ladder of success. Resume Broadcast 
international assists you in your professional search with the 
personal contact necessary for success 24 hours a day, 365 


days a year. Don't wait another minute new opportunities are a 
call away. 


Resume 4 
Srogdcest € 
intem rational 


Resume Broadcast international 
P.O. Box 6930, San Diego, California 92166, USA. 
Tei: 619 224 9257, Fax: 619 224 9268 
Email: 102224.3306 9 compuserve.com 





COMMON FUND FOR COMMODITIES 
STUDY ON SUSTAINABLE RICE PRODUCTION 


The Common Fund for Commodities is calling for 
bids from experienced consultants or consulting 
companies to conduct a study on “Sustainable Rice 
Production Development in the UMOR Region”. 


The objective of the study is to assess "s technical 
and economic feasibility of rice production 
development in the COMESA region, taking into 
consideration food — security, | social and 
environmental concerns. The detailed Terms of 
Reference can be accessed on the website 
www.common-fund.org under “Consultancies”. 


The consultant is expected to submit a draft in 
English by 30 September 2002 and the finalized 
report not later than 31 October 2002. Offers should 
be sent in writing to the following address, as given 
below so as to reach on or before 22 July 2002. 


The Managing Director 
Common Fund for Commodities 
P.O. Box 74656 
1070 BR Amsterdam 
The Netherlands 
Fax: +31-20-6760231 


E-Mail : Managing. Director@common-fund.org 


grees by Distance Learning. You design your? lal 
ulum. You will not study material you already 4 

ow or do nol need, No exams, you leam through | Er 
mhg ‘writing. x reist or GMAT ru Dc 


"m ersonalize c effective courses 


erani rata AN PANE, 


T UNIVERSITY i OF 


j OXFORD 


Saïd Bies School 
Visiting Professor of Finance 
(3-month International Appointment) 
This is an outstanding opportunity for an internationally 
renowned scholar in finance from a university outside the UK to 
spend up to three months at the Said Business School in 
Oxford during the summer term of 2003. The aim of this new. 
initiative is to allow an internationally renowned scholar to. 
pursue research and contribute to the research activities of the 
business school. The person appointed will be able to benefit 
from working in an intellectually stimulating environment with a : 
world-class faculty in superb facilities. Research in finance at. 
Oxford is co-ordinated by the Oxford Financial Research. 
Centre, details of which can be found on www.finance.ox.ac.uk 


Candidates will have an outstanding research profile anda 1 
strong publication record. Further particulars of the post 
and methods of application are available on 
http://www.sbs.ox.ac.uk/ or can be obtained from Jennifer 
Fielding, Said Business School, Park End Street, Oxford 
OX1 1HP (tel. (01865) 288813, fax: (01865) 288810, 
e-mail: acvacs@sbs.ox.ac.uk). Completed applications and 
two references should be sent to Susan Walters at the 
Said Business School by 27th August 2002. 
The University is an Equal Opportunities Employer. 
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Second Vacancy Announcement 
The African Capacity Building Foundation (ACBF) is an International Organization sponsored by 
the African Development Bank (AMDB), the United Nations Development Programme (UNDP) and 
the World Bank as well as a number of African and non-African countries. 
ACBF is currently seeking additional applications from nationals of sub-Saharan African countries 
for the position of Manager, Administration and Human Resources Department. 


Credentials, Experience, Competencies and Skills 


Advanced degree (Master or Ph.D.) in Business, Public Administration, Human Resources, }" 


Organizational Development or related field from a recognized University or Institute: 4d 
At least ten year's professional experience in a human resource function at a supervisory. or s i 
managerial level in an international, multicultural and multilingual environment; T 
Maturity and experience in coaching and counseling staff and managers regarding personnel 
management and administration, and/or work-related challenges such as performance 
management; 

Demonstrated experience in developing and implementing policies, systems, methods and 
procedures applied to human resources and office administration; 

Professional experience in the smooth handling of administrative and legal issues in the context 
of the relations with the host Government/Country; i 
Proven ability to build trust and team spirit as well as to provide guidance to various levels ot^ 
staff: and T 
Superior communication skills ideally in English and French (or at least excellent command of: 
one language and good working knowledge of the other}. 


The Foundation offers a competitive salary and benefits package in line with that offered TUN 
International Organizations. 


Those persons who submitted applications in response to the previous job announcement E 
referenced ACBF-PACT/MAHRDD/06/2002 need not do so again. They will automatically be: 
considered along with the second wave of applicants. For more details on this vacancy, please visit 

our web-site www.achf-pactorg. Women are strongly encouraged to apply, : 


Applications, including motivation letter, curriculum vitae as well as the names and addresses of : 
three referees, should be received by 31 July 2002 at the address below: 


The Executive Secretary 

The African Capacity Building Foundation 
Intermarket Life Towers, 7th Floor 

Cnr. Jason Moyo Avenue/Sam Nujoma Street 

P.O, Box 1562 

HARARE, ZIMBABWE 

Fax: (263-4) 702 915 E-mail: root@acht- “pact. org 








INTERNATIONAL LABOUR OFFICE Aue 
SPECIAL ACTION PROGRAMME TO COMBAT FORCED LABOUR 


Forced Labour Research Specialist: Geneva-based 


The International Labour Office seeks to recruit a new team member with survey expertise for its new Special Action Programme to combat $ 
Forced Labour. The Programme's role is to assist ILO member States in their efforts to eradicate forced labour, through advocacy, awareness- E 
raising and technical cooperation, and to conduct analytical research and studies on the subject. The Research Specialist will be responsible 

for devising effective methods for detecting, measuring and understanding different contemporary manifestations of forced labour, and 
assisting ILO member States and civil society partners to undertake research on the subject. 


The post will require an unusual range of skills, including in critical analysis of current research approaches and an ability to devise new 
approaches, and will involve extensive international travel. Candidates should have an advanced degree in economics or à related social 
science discipline, and extensive experience in conducting social and economic research in developing and developed countries. Proven 
expertise in the design, implementation and analysis of formal sample surveys as well as of informal research methods to investigate sensitive 
social issues is required, and in delivering training in such research approaches. Past experience in labour issues and human rights would be 
an advantage, as would familiarity with the ILO and its social partners. Candidates should be fluent in English and have the ability to work 
in at least one other language, preferably French and/or Spanish. | 





The post is Geneva-based, and is subject to ILO conditions of service and salary scale at P4 level. Contract wi Il be for an initial period of 12 
months, with a possibility of extension. 
Please write to express your interest, including a full CV with names of at least three professional referees, by 15 August 2002, to: 
declaration@ilo.org (email applications only will be accepted). CVs should include all information requested in the UN Personal History 
Form available on the ILO website at: 

http:;//www.ilo.org/public/english/bureau/pers/vacancy/phform.htm 








HOUSE OF COMMONS ^ 
DEPARTMENT OF THE CLERK OF THE HOUSE 


Committee Specialist Central Scrutiny Unit (Social/Economic) 
Salary £21,119 - £32,529 per annum (depending on qualifications and experience] 
2 year appointment (possibility of extension for 1 or 2 years) 































This is a new post to be filled as part of the initial phase Candidates will have: 
of the creation of a new Central Scrutiny Unit to assist Select * A degree in a relevant social science discipline la postgraduate 
Committee in their scrutiny work, principally in the examination or professional qualification would be an advantage] == = Jems 
of government expenditure and draft legislation. The » Practical experience in policy research and analysis, or in 
post-holder will operate under the general supervision relevant academic research MALY 
and direction of the Leader of the Unit, a Grade 5 Clerk. * Good interpersonal and communication skills qai SCEPC 
The Committee Specialist will provide Select Committees with : a co to work under pressure and to manage competing 
support in their general scrutiny tasks, with particular . d 
end to nda and eae policy Sacs The * Excellent written and spoken English, and an ability to 
postholder's main duties will be in relation to the scrutiny of interpret jargon and other comptex information to a non- 
dratt legislation and of departmental reports and policy specialist audience. 
proposals, by existing departmentally retated or specially 
established ad hoc Committees. 
Key Tasks: Benefits include: 28 days’ annual leave, pension scheme, 
l l T season ticket loan and childcare vouchers; membership of an 

* Analysing the social and economic impact of proposals in in-house gym is available on payment of a small fee. 

draft bills and other legislative and non-legisiative documents og N pus 

fram Government and others Applicants who pass the first stage of the selection process will 













be invited to submit à short written test at the second stage. 
The test results will be used in drawing up the shortlist for the 
final interview stage. Interviews are expected to take place in 
mid September; the appointment will start in November 2002. 


e Providing a detailed commentary for the relevant Committee, 
in response to their requests 

* Assisting staff of individual Committees in drafting briefing 
material for Committees to use for formal or informal information 


gathering activities, and in Committee reports to the House Applications from candidates seeking a secondment will be 
* Participating in the developing work of the Unit in providing considered. Strict political impartiality is required and the 
assistance and guidance to individual committees in their person appointed will be expected not to engage in political 
. Scrutiny and other functions. activities for the duration of the appointment. . 
-.For more details and an application form to be returned by 22 July 2002 write to Capita RAS, Innovation Court, ( 5 
New Street, Basingstoke, Hampshire RG21 7JB or telephone 01325 745170 (24 hours] or fax 01256 383786/383787. Shen 







|. Internet: www.capitaras.co.uk Please quote the reference C/6672. 
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The House of Commons is committed to equal opportunities. Applications from candidates with disabilities will be welcomed. 






"cnc CM MMC cO M E 















strategy team. 


Your move... 


Manager - Strategy and Corporate Transactions 


We are looking for a motivated individual with 
strong analytical skills to join our newly established * salary between £22,500-£35 000, plus non-contributory 


London SW1 
What we offer you 3 


pension 


You will be responsible for researching and analysing specific * 30 days annual leave, after two years 
regulatory, energy policy or industry issues of strategic interest * excellent training and development opportunities 
to Ofgem. You will also manage Ofgern’s work in relation to — e flexible working hours and family friendly policies 


corporate transactions. 


Key requirements 


* strong analytical and oral and written communication 


skills 


* capable of explaining complex matters logically, accurately 


and convincingly 


* able to plan workload and deliver to agreed deadlines 
* confident with econornic concepts and their application to 


specific policy issues 


* a graduate, with at least two years’ relevant work 
experience in regulation, consultancy, industry or other 


government department. 


Justice Sector Consultants 


At DFID, our central focus is on an international commitment to halving 
the number of people in extreme poverty by 2015 - through sustainable 
development, education, and better management of natural and physical 
environments. So we're looking for individuals who can bring skills, 
understanding and patience to even the most complex development activities. 


You'll join our register of consultants with proven competencies to work 
on law and justice issues for DFID programmes. inclusion does not guarantee 
contracts, but your name and CV will be placed on our internal website 
for consideration by colleagues looking for particular consultancy requirements. 
Each individual project will then be covered by a separate contract. 


In any case, you'll contribute to the development and implementation 
of programmes on Safety, Security, and Accessible justice - as part of our 
commitment to achieving the Millennium Development Goals. Practically, 
this means you'll offer analytical skills, knowledge and diplomacy 
to effectively influence senior decision-makers over the design and 
implementation of justice sector programmes aimed at improving personal 
safety, security of property, and access to justice. 


A relevant qualification is a must. But you'll also need to offer an understanding 
of at least one of the following areas - alternative dispute resolution, civil 
society advocacy, community justice, court administration, criminal 
investigation, criminal prosecution, customary law, human rights law and 
advocacy, judicial training, juvenile justice, law reform, legal aid and legal 
services, legal education, legislative drafting, penal reform, policy formation, 
police/military relations, probation services, public interest litigation, 
and transitional justice in post-conflict societies, 


PSYEWIURM DR PEOULE 


Promoting choice and value for all gas and electricity customers 





subsidised gyra and restaurant 
interest free season ticket loan, and 
an excellent working environment. 


+ * è 


For an application pack, please contact our response handling line on 
01206 246013 or email infoGpeteriockyer co.uk quoting reference 
OFG/69. The closing date for despatch of applications is 26 July 2002. 
CVs will not be accepted or read, Further information can be found on 
our website at www ofgem gov. uk 


Ofgem is the Office of Gas and Electricity Markets, regulating Britain's 
gas and electricity industries which have a turnover of £36 billion. 


Ofgem is an equal opportunities employer 


In addition to technical competencies, we're also looking for someone 
who can combine knowledge of institutional development with an ability 
to take a strategic perspective. Skills in negotiating and influencing, 
team-working, analysis and problem solving, and decision-making are 
ali essential. And a commitment to development - along with cultural and 
political sensitivity - will be central to your success. Experience of development 
projects or programmes would be an advantage. 


DFID is an equal opportunities employer. Applications are welcomed from 
all parts of the community. Selection is on merit. To work for us, you must 
be a national of a member state of the European Economic Area, a citizen 
of the British Commonwealth with the established right to live and work 
in the UK, or have been granted refugee status (as defined by the 1951 

UN Convention on Refugees) by the UK authorities. 


For more information on this vacancy, DFID in general, and an electronic 
application form, visit our website. Alternatively, fax 01334 473163 or 
e-mail justiceconsultants@dfid.gov.uk to request an application pack - 
quoting Ref, GDJC. Please include your name, postal and e-mail 
addresses, and a daytime telephone number. 


Closing date - 2 August 2002. 


Working to eliminate global poverty and promote 
sustainable development 






CIVILSERNVICGE 






Department for 
International 
Development 


www.dfid.gov.uk 


— M 
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: The Royal Netherlands EN in UGANDA til chaged the consortium 
- NEDWORC Foundation/Geoplan International to act as Employment House for 


~ experts working within the framework of the bilateral den co-operation. 


in 1995 Uganda. initiated the decentralisation of its. governance. ‘Simultaneously, 
‘Usanda’s successful Poverty Eradication Action Plan, donors have a growing confidence to 
f wide budget support. This has meant an increasing number and diversity of transfer mechanisms, 
ich are however not well adapted to the decentralised framework. In order to streamline the fiscal 
transfer modalities to local governments and increase their autonomy, the Government has developed 
the Fiscal Decentralisation Strategy (FDS), for which pilot implementation is due, to start, 











The implementation of the FDS will be managed at Central Government by the Laal Government. 


-Budget Committee (LGBC, chaired by the Local Government Finance Commission) and the Local 
-. Government Releases and Operations Committee (LOROC, chaired by the Ministry of Finance, 
— Planning and Economic Development). 


To support these committees, two long-term (2-year) technical advisors are required: 

* Technical Advisor to the LGBC. Fields of support a.o.: Establishment and operations of 
Recurrent and Development Transfer Systems; Revenue Collection by local governments; 
Sectoral Policy development; Strengthening of inter-governmental Coordination, Cooperation 
and Communication. — 

Technical Advisor to the LGROC. Fields of support a.o.: Establishment and operations of 
systems. for Fiscal Transfer, Financial Management, Accountability and Output reporting; 
Strengthening of Decentralisation management and inter-governmental Coordination, 

T Cooperation and Communication. 

D Heiress for both Advisors: 

. * Knowledge and expertise in decentralisation, incl: financing systems of local governments; 

L7 fiscal decentralisation methodologies. 
oe Knowledge and experience of public finance, incl.: developing financial management systems in 

.' an environment: with limited capacity; i effectiveness improvement; M&E techniques; 

` output orientated budgeting. 

Superior communication and interpersonal skills, good working knowledge of ICT; experience 
| An advising senior policy makers; adaptive communication styles. 

tz ch a a working i in developing countries, preferably Uganda. 





z p ontractial Terms and Conditions: Competitive salary with attractive package of benefits and 


ud allowances, 


Eu Additional Information: Mr Rolf H.M, Posthouwer, tel; + (31) 20 6701070; 


Applications: Application letter with Curriculum Vitae to Geoplan International, Rijswijkstraat 
175, 1062 EV Amsterdam, mentioning "Employment House Uganda", or by e-mail (preferred): 


| 

| 

| 

i 

i 

| 

| 

| 

| 

| 

| 

i 

| 

| 

| 
S. Fax: + (D 20-6646306. ‘Email address: employmenthouse @ geoplan.nl 
ay employmenthouse @ geoplan. ni. The deadline for applications is 29th of July 2002. Starting date “| 


for the positions is as soon as possible, 
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UVA H sese VAN N AMSTERDAM 


FACULTY OF ECONOMICS . AND ? ECONOMETRICS 





Due to the departure of stephens Martin the faculty! has a vacancy for. a 3 " 


FuLL PROFESSOR IN- 
INDUSTRIAL ORGANIZATION 


full-time 


industrial Organization is one of the areas that the faculty has identified ap. 


as core to its mission to become one of the leading economics faculties 


in Europe. Among the requirements are e an international reputation S 


as a specialist and significant international publications in the 

field of Industrial Organization e excellence in teaching including 
curriculum development. d. 
The appointee will start as soon as possible, at the latest on 1 September - 1 
2003. Maximum annual gross salary amounts to € 100. 000,-. 


The appointment will be for five years with the possibility of reappoint- - * 


ment till retirement age. 

For further information, including an elaborate description of 

the chair, please contact the secretary mrs. A. Timmer, 

phone +31-20-525 4131, email timmer@fee.uva.nl, or the Chair of the 
recruiting committee, prof. dr. J.J.M. Theeuwes, phone +31-20-624 2412, 
email theeuwes@seo. fee.uva. nk 

Applications, including a curriculum vitae, a list of publications, teaching 
evaluations, and names and addresses of three references, should 

be submitted before 1 September 2002 to UvA / FEE, Personeelszaken 
c/o mrs. A. Timmer, Roetersstraat 11, 1018 WB Amsterdam or 

to timmer@fee.uva.nl. Interviews will be held no earlier than 

15 September 2002. | 


www.uva. nl/vacatures 





Foreign & 
Commonwealth 


ECONOMICS GRADUATES FOR THE DIPLOMATIC SERVICE Office 


Now you've graduated in economics, join an organisation that lets you make an individual contribution straight away. In the Diplomatic Service 
you'll be able to use your skills to the full - and as soon as you join, you'll be dealing with the issues that really matter. 


Reporting to ministers and senior officials, you'll enjoy a uniquely challenging and varied workload, in an environment where no two days are 
ever the same. Whether you're analysing the oil market impact of unrest in the Middle East, or the political fallout of financial turmoil in 
Argentina, you'll provide the kind of top-level information foreign policies get based on. 


After your first two years in London - where you'll work on global economic policy or EU issues - you'll spend at least 3 years abroad, covering 
economic developments in a G7 or EU economy, or in a major emerging or developing market like Mexico or Russia. After that, the direction 
that you take will be up to you. But whatever you chase, you'll probably spend up to half your career overseas - so you can rest assured you'll 


continue to be involved in key international issues. - 


You'll need to be a British citizen, with a minimum of a second-class honours degree in economics. If you've taken a joint or mixed degree, 
economics must have counted for at least half of your course. Candidates with an MSc in Economics or some related work experience would be 
particularly welcomed. Excellent interpersonal skills are of course essential, and you must be the kind of person who thrives on fes PON EIDIEY and 


constantly evolving priorities. 


For further details and an application form (to be returned by 10th September 2002), write to Capita RAS, Innovation Court, New Street, 
Basingstoke, Hampshire RG21 7JB, or telephone 01325 745539 (24 hours) or fax 01256 383785. Email: zoe.hare@capita.co.uk | 


Please quote reference A/03/DSE. 


You can also find out more information about FCO careers at www.fco.gov.uk 


In representing Britain, the FCO aims to reflect the diversity of British society. Women, members of minority ethnic groups and disabled people are 
currently under represented. Applications from these groups are fhererore particularly welcome. 


RS Mog, 


| CAPITA RAS k 


Say 


. 808, 





FASTSTREAM ,! 









-| -Readers are recommended — ** WORK IN USA ii 
$ to make appropriate enquiries and take 
appropriate advice before sending monay, 
incurting any expense or entering into a binding 
commitment in relation to an advertisement. The 
Economist Newspaper Limited shall not be 

|] liable to any person for loss or damage incurred 
| Or suffered as a result of his / her accepting or 
offering to accept an invitation contained in any 

. advertisement published in The Economist. 


195, 000 Employment VISAS ‘Avaitable! 
IT PROFESSIONALS, ENGINEERS. ABOHUTECTS, 
AGGGUNTANTS. PrirBrCIANS, TEACHERS, sre. 
TOP Positions, Salaries & Benefits 

Visit us Online for Job Opportunities! 

Affiliates (Recr ukers) Neededi! 





www. GreenCardSpectalists.com 
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TO ADVERTISE WITHIN THE CLASSIFIED SECTION, 
CONTACT: 










Mona Von Rahden 

Frankfurt - E 
Tel: (4969) 975 87212 Fax: (4969) 975 87221 
Email: monavonrahden @ economist.com 





Senior Poverty Specialist 
£39,462 - £58,520 


Poverty Specialist (A n alysis 
£34,300 - £48,300 


Indonesia ~ Poverty. Reduction Partnership with the 
World Bank 


At DFID, our central focus is on an international commitment to halving 
the number of people in extreme poverty by 2015 ~ through sustainable 
development, education, and better management of natural and physical 
environments. So we're looking for individuals who can bring skills, 

understanding and patience to even the most complex development activities. 
Since 2000, DFID have been collaborati g it he World Bank in Indonesia 


to support the focus of their country pre 
Indonesia's poverty reduction strategi 


Working in the World Bank, you will , Cv 
to support Indonesia government, civil society and donor coordination 
efforts to foster both demand and ownership for the production, roll 
out and monitoring of a fully comprehensive, national and decentralised, 
framework for poverty reduction. sidus 
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Specifically, that means facilitating: quantitative: or qualitative studies, 
assisting in the design of programmes, projects and monitoring performance 
against targets and negotiating and facilitating partnerships among 
stakeholders. You'll also ensure constant improvement by feeding back 
of information on the success of our initiatives. 

This will involve encouraging strong institutional arrangements for poverty 
reduction — including working with government agencies and supporting 
initiatives that incorporate the views of poor households and build incentives 
and support for a framework for poverty reduction and multi- 
stakeholder involvement. 


Both positions will involve facilitating a range of actions on poverty 
understanding and reduction with different stakeholders. One of the 
positions will be more senior and focus on pro-poor policy formulation, 
change management, social inclusion, governance and/or labour analysis, 
and public participation. The other position will focus on poverty analysis 
and monitoring, and building a common understanding of poverty and 
its reduction. At times workloads will necessitate a sharing of tasks. 


, Working to eliminate global poverty 
and promote sustainable development 








SOFRECO 


We are a leading French consulting company providing technical 
assistance in over 90 countries. Our Department of Economics and Public 
Management is looking tor international experts for short and long t term . 
positions in the following fields: 


PUBLIC ADMINISTRATION REFORM 
PUBLIC TREASURY SYSTEMS 

BUDGET REFORM 

TAX POLICY 

TAX ADMINISTRATION / TAX SYSTEMS 
CUSTOMS 

COMPETITION LAW 

PROCUREMENT PROCEDURES (WB / EU} 










oe ^ è 9" 9 o è 





All experts should have significant experience in their field and be fluent in 
English. 






Candidates with relevant profiles should apply under ref. DGE/T to: 


SOFRECO, 92-98 Bld Victor Hugo, 92115 Clichy cedex, France 
RH@sofreco.com Fax (33.1) 41.27.95.96 (www.sofreco.com) 






QUALIFICATIONS AND EXPERIENCE 


Bringing knowledge of best practice in poverty assessment and reduction, 
you will be familiar with the development of government policies and 
programmes to address poverty with a clear understanding of the social 
and political issues that determine ownership, and have a good historical 
perspective on change processes involving government and civil society 
combined with field experience of poverty reduction in a developing 
country; you will also have a post-graduate qualification in a relevant 
subject. You should indicate which of the specific posts you prefer. 
The'senior position should have a demonstrated track record of policy 
development and supporting complex change processes. The poverty 
analyst should have professional publications and/or a demonstrated 
track record of providing operational analysis. 


TERMS OF APPOINTMENT 


These appointments will be for a 3 years fixed term period, on Home 
Civil Service terms, and will be subject to a probationary period. 
The individuals will be based in the World Bank office in Jakarta 







Starting salaries will be £39,462 — £34,000 respectively, payable 
on appointment and increments will be paid each year following 
satisfactory performance. 


(UK taxable, and dependent on qualifications and experience, 
but candidates should be aware that we expect people to be put 
on the first point in these salary scales.) Additional allowances may 
also be payable. 


DFID is an equal opportunities employer. Applications are welcomed 
from all parts of the community. Selection is on merit. To work for us, 
you must be a national of a member state of the European Economic 
Area, a citizen of the British Commonwealth, or have been granted 
refugee status (as defined by the 1951 UN Convention on Refugees) 
by the UK authorities. 


For more information on this vacancy, DFID in general, and an electronic 
application form, visit our website, or alternatively call 01355 84 3428 
or E-mail : Group5al @dfid.gov.uk to request an 

application pack, quoting ref AH375/5/SS. ‘eo 


Inv: ASTOR IN IN PEOPLE 


DFID 


www.dfid.gov.uk 


Closing date: 26 July 2002. 


Department for 
International 
Development 





Gn working on long 


WHE UNIVERSITY OF GREENWICH 
AT MEDWAY 


Dd The: Natu al Resources Institute (NRI) (www.nriorg) is an 
internationally recognised multidisciplinary centre for research, 
consultancy, training and advisory work. They work with 
overseas partners on promoting the effective management of 
natural, human and social capital in support of sustainable 
development worldwide. NRI is organised in multidisciplinary 
groups with skills in social and natural science. Vacancies exist 
for the following: 


RESEARCH FELLOW 


REF: 643 


SENIOR RESEARCH 
FELLOW 


REF: 645 


he Enterprise, Trade and Finance Group is seeking to recruit 
two specialists to assist and develop its consultancy and 
research work, including responsible business and ethical trade. 


SENIOR RESEARCH 
FELLOW 


REF: 644 


he Livelihoods and Institutions Group is seeking to recruit a 

Monitoring and Evaluation Specialist with broad based 
consultancy experience in designing and implementing 
monitoring and evaluation systems and frameworks at project, 
programme and country level. 





> For each post knowledge and experience of working in 
sustainable development is required along with academic 


A qualifications and/or professional background in social natural 
= Sciences. A higher degree or other professional qualification 


and a record of publication are desirable. Relevant experience in 
developing countries is essential. 


Salary: Research Fellow: £16,905 - £26,686 per annum 
Senior Research Fellow: £25,793 - £39,141 per annum 


We aim to be an equal opportunities employer and welcome 
applications from all sections of the community. 


Further particulars and an application form can be obtained 
from the Personnel Department, University of Greenwich, 
Avery Hill Road, London SE9 2UG, email: Jobs@gre.ac.uk 
quoting the job reference. Applications should be returned by 
5pm on 15 August 2002. 


In response to our growing consultancy portfolio, we also 
welcome CVs from 
freelance consultants 
with relevant the 
experience interested | 
or short term 
contracts with NRI. 



















Director - 


A leading. global business research organization is seeking a director for its 
global macroeconomic research and economic indicators program. © 


This director will be responsible for global macroeconomic forecasting, the | 
development of the global business cycle indicators‘ program and increasing | 
its visibility among the business and financial community. This position | 
requires at least fifteen years of relevant experience, a strong analytical ^ 
background, excellent writing and organizational skills, demonstrated 
research expertise and extensive public speaking and media experience. 


Please send salary requirements and resume to: 
Box Number WW1, The Economist Newspaper, 8th Floor, 
111 W 57th Street, New York NY 10019, USA 






REGIONAL DIRECTOR | 

Non-profit agricultural trade association seeks individual ta fill Regional Director position — 

in our Brussels, Belgium office. 

Responsible for increasing the use of U.S. soybeans and soybean products in the - 

European Union and select countries in North Africa. The position focuses on 

government and industry relations as a way of identifying and shaping policies, 

messages and proposed actions in the region; program management including 

design, staffing, oversight and evaluation; identifying, monitoring and reporting on 

trade policy issues and barriers to trade that may impact market access to the region; 
and representing and advocating the positions of the U.S. soybean farmer. 


Bachelor's degree in relevant discipline; experience in international government and - 
industry relations; understanding of trade policy; background in agriculture and 
foreign language skills are desirable. 


Send cover letter with salary history to 
Director, Human Resources, American Soybean Association, 
12125 Woodcrest Executive Drive, Suite 100, St. Louis, MO 63141 
or e-mail bdempsey@soy.org 





CH | EF OF PARTY 
DAI is seeking candidates for the Chief of Party position for the USAID Support to Micro, 
Small, and Medium Enterprise Development Program (BIZPRO) in Ukraine and Moldova. 
BIZPRO is a complex, multi-year, and multi-country project that requires the leadership of 
a seasoned project manager with solid expertise in SME and business development. The | 
BIZPRO Chief of Party manages the technical direction and general operations of the three 
main BIZPRO offices: two in Ukraine and one in Moldova. 


Responsibilities: 


Manage multiple project components and task managers 

Provide overall technical leadership of the BIZPRO project and introduce innovative 
technical practices to further the project's results and objectives. 

Ensure high quality technical assistance provided to BIZPRO's beneficiaries. 

Ensure compliance with USAID-approved annual workplan including submission of 
deliverables, periodic technical and financial reports, and other required reports 
according to the workplan schedule. 

Conduct site visits to BIZPRO partners, beneficiaries, other donors, and offices: 
maintaining a network throughout the region. 

Maintain constant dialogue with the USAID Project Officer and other relevant USAID 
Mission contacts. Manage a positive and cooperative relationship with the Mission, 
This includes briefings. presentations, and other necessary meetings to keep USAID 
updated on the project's accomplishments and solicit feedback. 

Conduct quarterly project reviews with the BIZPRO team including field and home 
office team members. : 
Coordinate with DATs Home Office support staff to ensure timely approvals fori 
technical, travel, budget, and contractual actions. ] 
Monitor BIZPRO's budget and invoicing to ensure accurate burn rate and billings. 
Manage BIZPRO's relationship with subcontractors on technical and contractual 3 
issues. ] 
Represent DAI and the BIZPRO project in the region. 

Knowledge Sharing with DAI Home Office and DAI projects worldwide. 


Qualifications: 


Minimum of 10 years experience in SME or business development field is required; — 
Significant experience managing technical projects focusing on SME or business ` 
development required; i 
Previous experience serving as Chief of Party on international technical assistance | 
project preferred; 
Regional experience preferred; and 

Advanced degree in a relevant field preferred. 


Level of responsibility and salary commensurate with background and experience. 
Interested candidates should send a resume and cover letter to: 
Development Alternatives, Inc. 
7250 Woodmont Avenue, Suite 200 
Bethesda, MD 20814 
Attn: Olga Oti 
Or fax the information: (301) 718-7968 
. Or e-mail: ukraine_bizpro@dai.com 
"No phone inquiries accepted. ta 
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THE GOVERNMENT OF MONGOLIA 


TENDER NOTICE 


AGRICULTURAL BANK 
OF MONGOLIA 





The primary financial services provider in rural Mongolia, servicing 
an estimated 50% of the country’s 500,000 households. 


The Government of Mongolia is seeking the participation of strategic 
foreign or domestic investors with banking and/or financial services 
experience in the sale through an open competitive tender of its 100% 
equity interest in the Agricultural Bank of Mongolia (“AG Bank"). 


Barents Group of KPMG Consulting, Inc. has been engaged to act as 
Advisor to the State Property Committee for the privatization of AG 
Bank under a contract signed between the United States Agency for 
International Development and the Government of Mongolia. 


In order to receive the Tender Documentation Package, interested 
, parties (Applicants) must submit a formal Expression of Interest to the 
State Property Committee, accompanied by: 


1. An Application Form; 

2. A duly executed Confidentiality Agreement signed by the 
Applicant's Authorized Representative; 

3. Evidence of payment of a non-refundable Tender Fee of US 


$1,000; 

4. Power of Attorney confirming the designated Authorized 
Representative; | 

5. Information regarding the Applicant's background and industry 
experience. 


Applications/Expressions of Interest will be accepted by the State 
| Property Committee up to 18:00 hours (Ulaanbaatar time) on 
]| September 13, 2002. 


The Tender Announcement, Application Form and Confidentiality 
Agreement are available from the contacts listed below or from the 
State Property Committee's website. Additional information is 
provided by AG Bank on its website www.agbank.mn. 





For information regarding the Tender, please contact: 


State Property Committee 
Government Building #4, Room 410 
Ulaanbaatar-11, Mongolia 
Tel: 976-11-312 460; Fax: 976-11-312 798 
Website: www.spc.gov.mn 


or 


Barents Group of KPMG Consulting, Inc. 
State Property Building £1, Room 301 
Ulaanbaatar-38, Mongolia 
Tel/Fax: 976-11-324 149 
Email: barents@magicnet.mn 








4. Iro ERE EDAD UMP EEMURHERERUAMBMNBD0HMEPMUBI MP UUEMME MEUM  MUDRIDMCRRMMERM MOMENTE NM DM MED TO DEP MERKEN 
- This Notice is not the official Tender Announcement in accordance with the laws 


of Mongolia. The text of the official announcement, published in the Mongolian 
newspapers, is available from the State Property Committee website and the 
addresses above. . 
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SHELL PETROLEUM DEVELOPMENT COMPANY , 
OF NIGERIA LIMITED 
(Operator of the. NNPC / Shell / EH / Agip Joint Venture) 


INVITATION TO PRE- QUALIFICATIC ON x 
Tender No.: W11318 ud E : | 
Tender Title: Central Power Plant (CPP) for the Land Associated Gas aon Project 









INTRODUCTION AND OUTLINE SCOPE OF WORK 


The Sheli Petroleum Development Company of Nigeria Limited (SPDC) wishes to carry out - 
engineering, procurement, installation and construction of a Central Power Plant (CPP) for the - 
Land Associated Gas Gathering (AGG) Project. Front-end engineering, including Project . 
Specification shall be completed by others prior to the award of this contract. SPDC. hereby - 
invites reputable contractors with. necessary experience to apply for pre-qualification for circa. 


200MW (at least 4No. units) CPP design, procurement, installation, . construction; — 


commissioning, operation and maintenance. The scope of work includes: 


* Detailed engineering design of the power plant complete with auxiliaries, A 
room and132kV-intake station. ies 
* 3-D CAD based modeling of the CPP to check the robustness of design with respect to. - 
safety, constructability, operability, maintainability, etc. 
+ Preparation of equipment requisitions, evaluation of proposals from equipment 


vendors and selection of appropriate equipment for CPP and intake station facilities. 


* Fabrication and assembly of major components of the turbo-generator packages. 
t Purchase of eguipment and supervision of manufacture and assembly. 
* Testing, shipping and delivery of all equipment to site. 
* Construction and commissioning of the Central Power Plant including the main132kV- 
intake station and the gas pressure reduction and metering station. 
* Provision of operation and maintenance support for two years. 
* Interface with other aspects of the Land AGG project. 
Commencement: Contract award, April 2003 
Completion: -Plant Commissioning, September 2005 
-Operation and maintenance, September 2007 
NIGERIAN CONTENT | 


SPDC and the Joint Venture Partners are committed to providing opportunities for local 


capacity utilization and development of focal expertise as much as possible, Therefore, — A 


preference shall be given to major companies who possess adequate experience in Power plant 
development and are committed to including local Nigerian firms in their execution strategy. 
Companies that are structured simply as agencies will be precluded. Any foreign company 
interested in the work must indicate it's local affillate/partner including aspects of the work to 
be executed in Nigeria. 


PRE-QUALIFICATION 


Only shorted listed companies will be invited to tender for the work. Pre-qualifying companies 
must have the capability to perform ali the work and services. To be considered, contractors and 
their affiliates/partners are required to submit together with their application, the necessary 
supporting documentation to substantiate the ability to execute the work. 


Failure to submit any of the underlisted documents will result in the disqualification - 
of the applicant. 
Company profile stating clearly the equity structure of the company, evidence of 
incorporation and names and addresses of affiliates or sub-contractors. 


* Evidence of financial capability, including audited financial accounts for the last THREE 
years. 

x Company organisational structure, available manpower with names and CVs of 
relevant key staff. 

* Evidence of technical capability to undertake the work, including verifiable experience 
in successfully completing, in the recent past, a power plant of similar magnitude. 

* Evidence of operating and maintaining successfully, in the recent past, à power plant ~ 
of similar magnitude, dii 

* Copy of a valid Nigerían Department of Petroleum Resources (DPR) Certificate of-.. 
Registration, if any. l 

* Evidence of registration as a Contractor with SPDC, if any. i 

* Details of company's Health, Safety and Environmental management system, including 


safety in design. 

Details of company's quality control/assurance procedures, 

Copy of a quality plant used on a recent similar project. 

Copy of company valid ISO 9000 certification. 

Proof of company migration to ISO 9001-2000. "m: 

Details of work aspects to be executed in Nigeria, including use of local personnel and. . 

services. T 

* Any additional information that may enhance the potential pre-qualification of your u 
company. 


SUBMISSION OF PRE-QUALIFICATION DOCUMENTS 


Responses to this invitation, in 4.sets, must be sealed, marked with the tender number and tine: : 
above, and submitted physically not later than 14:00hrs, 6th August 2002 to: " 


The Secretary to the Tenders Board (Attention: CSW-GEN) 
The Shell Petroleum Development Company of Nigeria Limited 
Western Division, P. O. 230 Warri, Delta State, Nigeria. 


Applications not submitted within the stipulated period will not be considered. 


He + * x 


Notwithstanding the submissions of the pre-qualification documents, SPDC is not obliged to. . - 
include any contractor in the bidders fist, or to award any form of contract to any contractor. — 
This “Invitation to Pre-qualification" shall not be construed as a commitment by SPDC, nor shall - 


it entitle any contractor to make any claims whatsoever, and/or seek any indemnity from SPDC 
and/or any of its partners, by virtue of such contractors having responded to this advertisement, . 


All expenses incurred in preparing the pre-qualification response and all expenses otherwise. : 


associated with its pre-qualification response shall be borne solely by the prospective 
contractor. 


SPDC reserves the right to send any subsequent tender documents only to selected (if an) 
contractors. "m 


in aif correspondence please quote the above tender number and title. 





















P Government of Sri Lanka 


— : Invitation to Potential Investors 
for 

>... Expressions of Interest in 

‘Sri Lanka Insurance Corporation Ltd (“SLIC”) 


Proposed Transaction 
SLIC is a wholly-government owned life and general insurance company. The 
Government of Sri Lanka through the Public Enterprises Reform Commission is 
 fequesting Expressions of Interest in respect of the proposed sale of a majority stake 
-of up to 90% of SLIC, with a possible option to purchase 10% allocated to the 
ployees. 
vestment Highlights 
i Opportunity to acquire ownership and management control of a profitable life 
.. 4nd general insurance company, which has the leading market position 
. in Sri Lanka 
* Šri Lankan insurance market has relatively low levels of penetration and 
^ .eonsequently offers the potential for future growth 
. ie Robust legal framework in Sri Lanka, including the Regulation of Insurance 
— [Industry Act No. 43 of 2000 which is currently in force, provides assurance to 
i potential investors 
^. * insurance market is fully liberalised and foreign investors are permitted to own 
up to 100% of a domestic insurance company 
. Further Information 
^V A brief information profile is available from any of the Financial Adviser contacts 
<. listed below in this notice, Further information on SLIC is also available on its 
<1 website: www.srilankainsurance.com 
Pre-Qualification Criteria 
Expressions of Interest are sought from prospective investors comprising life and 
general insurance companies, financial services companies or consortia that may 
include insurance operational experience along with financial and/or other investors. 
Expressions of Interest from parties wishing to join consortia or be introduced to 
potential co-investors in the sale process are also welcomed. Expressions of Interest 
should demonstrate evidence of sufficient financial capacity to fund the acquisition 
































operate and further develop SLIC. 
Form of Expression of Interest 
Each. Expression of Interest should provide the following: 
* Full name of the company and the contact person, postal address, telephone, fax 
number and e-mail address 
q-oo* Details of ownership structure and company profile 
"*. Audited financial statements for the last three years 
o> oe. Where relevant, operational capabilities: 
2os o. years of operation in the insurance industry 
total number of policy holders 
^.- range of products and services provided 
| > details of countries of operation 
"r »posed Timetable 
hortlisted Investors will be contacted after assessment of Expressions of Interest 
nd, once: they have executed a confidentiality agreement, will be provided with an 
‘Information Memorandum. The Government's objective is to conclude the 
transaction before the end of 2002. 


- Contact Details 
< dingüirios and requests for the information profile should be directed to the Financial 
-. Adviser, PricewaterhouseCoopers 


PRICEWATERHOUSE(COPERS 
Roger de Montfort or Paul Reddel 
.PricewaterhouseCoopers 
Jl. H: R. Rasuna Said, Kav C-3 
Jakarta 12920, Indonesia 
Tek +62 21 521 2901 
Fax: +62 21 521 2144 
E-mail: roger.de.montfort € id.pweglobal.com 
paul.reddel @id.pweglobal.com 








Channa Manoharan 
PricewaterhouseCoopers, Colombo 
P. O. Box 918, 100 Braybrooke Place 
Colombo 02, Sri Lanka 
Tel: +94 74 719838 
Fax: +94 1 342389 
E-mail: channa.manoharan @lk.pweglobal.com 


^^ | Parties intending to submit Expressions of Interest should ensure they first contact 
, any of the Advisers detailed above. 







of SLIC and outline how they would provide for the expertise and capability to- 


L- Mapresentative 









OFFICE OF THE 
HIGH REPRESENTATIVE 


Emerika Bluma 1, 71000 Sarajevo 
Tel: 387 33 283500 Fax: 387 33 283501 














Brcko District Port Audit/Management Study 


The Office of the High Representative in Bosnia & Herzegovina (OHR) seeks 
Expressions of Interest from suitably qualified and experienced companies 
or agencies in order to: 






A. Conduct a Management Audit of Port Activities - 
to include financial and business practices, in addition to conformity with 
applicable Laws, Rules, and Regulations. 













B. Provide recommendations for change — 
on how the Port could be better managed as a transparent public 
corporation providing river port facilities, and also functioning efficiently as 
a centre for trade, commercial, and logistics services 










Companies may express interest in either or both of the above project 
elements. 














Please note that this is a request for expression of interest only, and 
subsequent bidding for the project will be bv invitation based on the interest 
received. 












In order to be considered, your response to this request must be received 
NO LATER than 2nd August 2002. 











































Further details and background may be found on our website at: www.ohr.int 


High Representative 


OFFICE OF THE 
HIGH REPRESENTATIVE 


Emerika Bluma 1, 71000 Sarajevo 
Bosnia-Herzegovina 


EXPRESSION OF INTEREST 


Human Resources Consultancy Project 


The Office of the High Representative for Bosnia & Herzegovina (OHR) invites 
Expressions of Interest from qualified and experienced companies or consulting 
firms able to examine critically the current Job Description/Grading system within 
OHR, and to recommend required changes for implementation by January 2003. 


OHR is an organisation mandated by the Dayton Agreement 1995, and has 
approximately 770 International and National staff, half of whom are based in 
Sarajevo, and the balance at other locations in Bosnia & Herzegovina. 


it is intended to complete the final project within the next ten to twelve weeks. 


The award of this consultancy project will be decided after limited Invitation to 
bid. In order to qualify for inclusion, interested firms should provide their own 
company details (turnover, number of stafí/consultants, etc.) AND evidence of 
successful experience in similar exercises, and in similar circumstances. The 
evidence should include details of the size of the organisations evaluated and the 
criteria used. Public sector experience will be considered an advantage. Contact 
details for references from such earlier consultancies would be welcomed. 


Submissions must be received by Monday 22 July latest at the following address: 
(we recommend the use of a courier for this purpose) 


Head of Procurement 
OHR 
Emerika Bluma 1 
71000 Sarajevo, BiH 
Fax: +387-33-283.501 


Please note this is an Expression of Interest only at this stage. Subsequent bidding NE 
will be by invitation. oe 








The Commercial Bank of Ethiopia 
Invites Bidders to provide 
Audit Services 


The Commercial Bank of Ethiopia ("The Client") is seeking an internationally reputable audit firm ("Auditor" or 
"Bidder") to enter into a contract with it to provide audit services. 





The Client is a state-owned bank and currently holds more than 80% of the country's deposits and has assets of 
over US$ 3.4 billion and 171 branches, including one in Djibouti. The Client came into being in 1963 when the 
State Bank of Ethiopia split up into central and commercial banking operations. The Client had remained the sole 
commercial bank in Ethiopia for about 14 years, until the financial market was opened up to private domestic 
participation in 1994. In addition to the Client, currently there are two state-owned and six private commercial 
banks in Ethiopia. 





The key objectives of the audit services are: (i) preparation of comprehensive financial statements of the Client for 
the year ended June 30, 2002 in line with both International Accounting Standards (IAS) and Generally Accepted 
Accounting Principles (GAAP); (ii) performance of a financial audit of these statements under International 
Standards of Auditing (ISA) as well as in the context of the usage that the Client's external auditors have been 
practicing, complete with an audit opinion and management letter; (iii) diagnostic evaluation of the Client's asset 
quality, liquidity, solvency, and capital adequacy under Ethiopian standards; and (iv) offer recommendations based 
on findings. 





The bid documents can be obtained for Birr 4,285.00 (US$500) until August 13, 2002, by contacting the Client's 
office, the address of which is given below. Proposals are due by September 13, 2002, at 4:00 PM local time. No 
bid will be accepted after the deadline. All questions regarding the Request for Proposals (RFP) should be 
forwarded to the contact person whose name is given below. The Client reserves the right to reject any proposal 
or cancel the bid altogether. 





Bid documents and questions relating to the RFP should be forwarded to: 


Mr. Chanyalew Yilma 

Commercial Bank of Ethiopia 

Program Implementation Office 

Ethiopian Shipping Lines Building, 2nd Floor 
Addis Ababa 

Telephone: (251-1-) 15-30-43, 51-40-89, 52-01-59 
Fax (251-1-) 53-42-07 

cbe.bom @telecom.net.et 


. The Economist July 13th 2002 











Business & Personal 


Offshore Corporations 
Banks, Trusts, Foundations 
Bank A/Cs, Credit Cards 


www. GLOBAL-MONEY.com 
amt obal-money.cam 
Fax: 3120-524 1407 


Offshore 
Free Book with Consultation 
Acquisitions 


Professional Standards 
& Excellence for more than 10 years 


1-310-376-3480 or 


OffshoreAnswers,com 















Reply to: 
china@groupcenter.com 









New Canadian Immigration Law 
AH professional and technical occupations, skilled 
trades, managers, unmarried couples can NOW qualify 
for Permanent Resident Visas. Bilingual English/French 
| an advantage. Free online assessments within 24 hours. 
fob Searches. 

Experienced Canadian Immigration Lawyer, 
Leonard Simcoe, 1255 Laird Blvd, Mount Royal, 
Quebec, Canada H3P 2TI 
Fax: (814) 739-0795 Email: Lsimcoe @simcoevisa.cont 
Web: www,simcoevisa.com 
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Media Sponsor: 


i The | 
Economist 


Sponsorship inquiries 

Mir. Ed Thomas 

Pht bE (242) 664-772 

EAN &EE2E23 682-9185 

PALU thomascP/eurasiasummit.conm 


Registration & Information 
in Arrun Kapoor 
ii {646} 23 


asummH, COM 


www.eurasiagroup.net www.bcun.org 


September 17, 2002 


Grand Hyatt Hotel New York City 
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Travel 
















CUT THE COST OF YOUR 


STAY IN LONDON 
Comfortable self-contained servicad studio flats in 
Knightsbridge near haroda, fully equipped 
kitchen-dinstte, bathroom, phone, satellite TV. 
central heating, elevator, maid service, resident 
manager, Suit 1-2 persons. 
Brochure by AirMail 

Knightsbridge Service Apartments 
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Overview 


Hopes of an early economic recovery in the 
euro area’s biggest economy receded. Ger- 
man industrial production was expected to 
rise in May; instead, it fell by 1.3%, thanks in 
part to striking workers. German unemploy- 
ment rose to 9.8% in June, from 9.7% in May. 
Dutch consumer prices rose by 3.4% in the 
year to June. 


Germany's jobless are not alone. Unemploy- 
ment in America rose to 5.9% in June, from 
5.8% in May. 


Stockmarkets continued to slide all round 
the world. America's Dow Jones Industrial 
Average closed below 9,000 for the first time 
since October 2001, and the Nasdaq sankto 
its lowest level since May 1997. 


Japanese retail sales fell by 2.2% in the year 
to May, a slightly smaller fall than in the pre- 
vious month. Wholesale prices were flatin 
June, forthefourth month in a row. 


Britain'strade deficit narrowed to $45.6 bil- 
lion as exports surged in the year to May. Ex- 
ports to countries beyond the EU were 
particularly strong, growing by 15.1% from 
April to May. Britain's industrial production 
grew by 0.9% in May, its second straight 
month of growth. 


The dollar slid against the euro, and came 
again within a cent of parity, for thethird 
timein two weeks. 


rre te Mna A A AM SEA sat PN rar A em arre dr AN A AN VA rm d AH V tr Prin dea ain 


Data on more countries are available to 
subscribers on www.economist.com 
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Output, demand and jobs 


% change at annual rate 

































































The Economist poll Industrial Retail sales Unemployment 

GDP GDP forecasts - production (volume) %rate 

1qtr 1year 2002 2003 latest — latest — | latest year ago 

Australia +36 +42 0 +40 +39 +43 Q0 +50 0 6.5 Jun 6.9 
Austria =07 +04 a +12 +26 +35 Ap Oe Mar s 4.1 May 33. 
Belgium — £20 -03 0 +14 *31  —— - 2.5 May +18 Apr 10.4 Jun* 9.9 
Britain — — *07 +11 @ +17 +30 - L9 May +54 May 52 Apt 50 
Canada +60 +21 Q +32  *36 +13 Ap +54 Ap — 753m 70. 
Denmark — — 4 +14 «110 +16 +A o : + 2.5 May o o o +15 Ap 5.1 May 52. 
France +14 403 U +14 +29 ; & 0.9 Apr +23 May — 9.1May 8.6 
Germany +07 -12 0 +09 à «26  .-39 My —-46 My —— 9.8 Junt 9.3 
Hay — —— £06 +01 0 +12 +28 *05 Ap —-12 Ap — 90Ap 95. 
Japan — —  . £57 -16 0 -04 +12 .. -22 May —X—LZ- 2 May — 5.4 May — 4.9. 
Netherlands — ml — ni Q1. +12 3-928 , - -5.6 Ap +33 Ap —— 2.3 Ma 19. 
Spain —— Ai *420 0 EZ 0x33. id M — mà 11.4 May'* 10.6 
Sweden — — thi £11 0i $11. 4209 9 AN. * 4.9 May — — 3.4 May 3.5 
Switzerland — +07 «020 €*11 +23 95. -8.8 Q +43 Ap — 2.5 Ju* 16. 
United States +61 «1.7 Q1 +28 +35 — € - 1.6 May — — * 49 May ——— 5.9 Jun — 46. 
Euroarea —— “+09 +03 Q +12  *28  J4J -12 Ap — 0.1 Ap _ 8.3 May" 8.0 








ÁO eree 


Prices and wages 
% change at annual rate 
The Economist poll 





___ Consumer prices consumer prices forecast Producer prices Wages/earnings 
ONES ___ Mtest |, year ago | 2002 : 2003 latest year ago latest year ago 
Australia — «29 Qi +60  *2]  *26  *05 0 *52 +43 Qm +56 
Austria + 1.9 My +34 +18  *17  -17 Jon +29 «24 May *27 
Belgium — 20.9 dm +29 419  *16 +24 My +17 +26 Q2 +26 
Britain + Ld May +21  *21  *25 nl Jun +04 +33 Ap + 5.2 
Canada £10 May *39 +17  *22  -26 May +28 +28 Ap + 1.5 
Denmark + 2.2 Jun *23 +23  *21  -03 May +29 +40 0 +38 
France +14 May +23 +18  *15 -15 May +28 +39 Q +43 
Germany — — 77108 Xn *31  *15  *14  -13 May +40 +21 Aw +15 
Haly —  *22 Xn *30  *23  *20  -09 My *29 +23 Ap *26 
Japan ^  -09 My -0.7  -i0  -04  -103Jw *08 .-05 May -01 
Netherlands ——— £34 Am +45 +36 +25 -07 Ap +62 +32 Mw *49 
Spain £34 Jun +42 +33  *28 +06 May +27 +40 Q1 *34 
Sweden «20 My +30 x24  *21  -02 May +26 +20 Apr +31 
Switzerland «03 Xm +16 +08 +12  -14 My +04 «2520 +13 
United States — «12 May +3.6 — *17 +23 -27 My +39 +33 Jun tál, 
Éurara + 17 Jm +30  *22  *18 -09 May +37 +33 M +28 








2002 Economic and financial indicators 





























Money and interest rates The Economist commodity price index 
1995=100 
Money supply* Interest rates % p.a. (Jul 10th 2002) % change on 
% change on year ago 3-mth money market 2-year 10-year gov't bonds ^ corporate Jul2nd — Jul9th* en Mig 
narrow broad latest — yearago — gov'tbonds — latest — yearago — bonds jpg nv 
ustralia + 3.7 +14.9 May 4.95 5.04 5.36 5.95 6.08 7.021 a 
Britain — «9.17 «60 My 403 549 460 504 508 609 UNS 706 — 726 +38 +57 
Canada «136 — 4 55 My — 285 424 316 541 589 jii £94. 706 735 +44 *82 
Denmark — «74 +83 My — 375 503 441 513 52] 6go  Pdustrials 
Japan 432.1 +34 Jun — 003 — 001 002 129 128 138 Ah .705 &«—0 714 +31 +25 
Sweden +25 +73 Ap 429 435 484 ~~ 536 — 537 sai Mal 07 UT NE (6 uust 9 EON 
Switzerland + 41 «4 30 May 1418 ^ ^ 323 "^ 17] 308 336 . COWEET. E Lees POs eC MENTA 
United States +59 — « 7.8 May 1.76 | 3.602 259 4.64 5.29 673 Sterling index 
Eurarea! — «70  *78 My — 342 446 38] 48) ^ 49] 594 litem — — 742 ^ 748 -08 -28 
“Narrow: M1 except Britain and Sweden MO, broad: M2 or M3 except Britain Má. tGermany for bonds. New series. Benchmarks: US 30-year ate index 
5.36%, Japan No.240 1.29%. Central bank rates: US fed funds 1.75%, ECB refinancing 3.25%, BOJ overnight cali 0.001%, BOE repo 4.00%. Allitems 95.7 968  - -06 -9.2 
Sources: Commerzbank, Danske Bank, J.P. Morgan Chase, Royal Bank of Canada, Stockholmsbörsen, UBS Wa rburg, ORI-WEFA, Westpac, Yen index 
Thomson Datastream, Rates cannot be construed as banks’ offers. Allitems - 91.5 - 92.8 £07 +20 
Gold ME ee 
Stockmarkets $peroz — — 31835 314.25 -34 +17.1 
Market indices West Texas Intermediate 


















































% change on $ per barrel — 26.30 —— 26.886 +80 +21 
2002 one record Dec 31st 2001 
Jul 10th high low week high in local in $ 
—————— ——— ár————— a a RE LLL Lo MR, 
Australia (AU Ordinaries) — — 3,175.2 — 3,440.0 3,129.7 — * 1.4 — - 77 ^  - 55 +45 
Austria (ATX) — — — 12197 — 13572 11144 ^  - 0.2 ^ -298 ^ * 70 «186 - 
Belgium (Bel 20) — — — 2,4356 — 2899.8 24022 + 11 ^ -338 -125  - 29 
Britain (FISE100) — 4420.1 5,323.8 4,392.6 « 0.6 -362 — -153  -100 
Canada (Toronto Composite) 6,9164 79581 69164 — - 15. -393 -100 -56 
Denmark (KBX) —  — — 2025 — 2334 — 1963 +07 -329 — - 99 -00 
France (SBF 250) — — — — 24515 30819 24251 ^ * 11 -42 -18 -88 
.— .((AC40) — 3,6564 — 46880 36233 ^ * 09  — -4712 -209 -123 - 
Germany (Xetra DAX) — — 4,190.2 5,462.6 —4,099.1 + 13 ^  -480 ^ -188 9.9 - 
Italy(BC) — 12380 15130 012190 «19 2424 .-1h2 - 2] - 
Japan (Nikkei 225) — ^— ^ 107527 11,979.9 9,4209 ^ - 0. ^ -724 ^ * 20 +132 
 . (Top) — — 1 1,0373 11394 ^ 9225 ^  - 07 ^ -640 +05 «116 - 
Netherlands (AEX) — 85 (. 409.8 — 5312 — 406.1 +09 ^ -416 -191  -103 - 
Spain (Madrid SE) — — 7173 ^ 8481 ^ 6962 ^  * 30 ^ -374 -130 -35 
Sweden (AffarsvaridenGen) — 173.3 ^ 236.8 ^ 1661 ^ + 19 -567 ^ -25. -163 
Switzerland (Swiss Market) — 57755 6694.1 35942 +11 -313 -100 + 0.2 
United States (DJIA) — — 8,813.5  10,035.3 — 8,8135 = 27 —— -248 -121 -12.1 
.— ....(SMP500) ^ 9205 11725 ^ 92.5 ^ - $5 ^ -397 ^  -198  -198 - 
(Nasdaq Comp) 1,346.0 2,0594 13460 ^ - 25 ^  -73. ^ -310 -310 
Europe (FTSE Eurotop 300)* — 1,025.8 — 1,2797 1,0138 ^ * 12 ^ -398 ^ -187 -98 
Euro area (FISEEbloc 100)* — 883.1 — 1,125.1 ^ 869.4 ^  « 16 ^ -43.0 — -206 -119 
World (MSC)? O — 862.3 10244  — 8623 ^ - 13 ^^ -405 ^ na -141- 
World bond market (Salomon)? 487.1 487.1 430.3 * 10 mc na +10.8 
*In euro terms. T Morgan Stanley Capital International index includes individual markets listed above plus eight others, in dollar terms. — 
Salomon Smith Barney World Government Bond Index, total return, in $ terms. 
Trade, exchange rates and budgets 
Trade balance*, $bn Current account " Exchange rate Currency units Budget 
latest 12 $bn The Economist poll trade-weighted per per per per balance 
months latest 12 mths */ of GDP, forecast Jul10th year ago $ £ euro ¥100 % of GDP 
— ————— Se at MR RADAR Maoth yerago —— 1 1 20024 
rc o9 OA Moy J” Oe A 090... 49. 150 — 107. 197 215 es Oa 
Austria — — 8 (29.6 Mar — — - 25 Ap — -22 — -20  — 1008 99.9 101 ($116 157 3. - 086 w^ -03. 
Belgium —— + 12.2 Apr + 130 Be — *50 — . *53 1002 . 983 ^ 101 ^— 116 ^ 157 |. T ORO. m. 
Britain — | - 456 My — 2 -312 Qm o -22 —— ~ 21 105.1 107.1 .995 OT 0S -0.8 
Canada O — + 35.6 Apr o +147 WE dee LL FE I ooo 78.0 — 79.0 — 1 1 132 à 3$153 à—42.35 150 129 — 10 .— 
Denmark — — — + 70 Ap o * 35 Ap — *19  *19 — 1032 — 1016 — 4 73e 566 116 3 2743 637 - 29 /— 
Frane — —  «* 7.1 Ap — 249 Ap — *18 — *17 105.0 — 1009 — — 1.01 — 116 157 &— - 086 «^ 20 — 
Germany — — * 965 May — — * 198 May — *11 — «11 —— 100.1 978 à^à 101 3à3116 157 &— - 0.86 à—. -28 — 
Italy — 1 1*5 83 A LIOS Mae toI O 0 mit 735. 720 — 1.01 .419 . 4194 z 089. o rh. 
Japan — —  — Y 4339. AB c eut t 97.4 Aw 08d. RT 197. DP. . 48 124 , 1893. 1105. 0-7 00. 
Netherlands + 228 Ap — +13.6 Q1 +40 — «41 t 99.0 97.2 , ,.. 101 Aà 116 . 157 ^ - 086 o1. 
Spain — 5^ - 368 Apr — — - 153 Mar — -22 ^ -19 — 75.1 738 — 1.101 116 — 157 —— - 086 &—0 -03.— 
Sweden — | * 146 My —  — * 7.6 Ap — *32 +33 ^ 764 744 94 108 A^ $145 3926 2795 A. $1. 
Switzerland — — * 2.3 May — — — i $257 Q1 — *98 A— 101 —^  — 118 1079 149 176 . 231 à147 0126 &— à na 
United States — -423.2 Ap — 7398.1 M — - 43 — - 46 — 1120 1207  — ^ — - GENE NEM ONES LLENO S 
Euro area — — * 655 Ap — —  * 16.0 Ap — «0.4 —— £05 8.9 TT X^. 101 3 116 à— 157 — - 086 ^. 5. 


"Merchandise, Australia, Britain, France, Canada, Japan and United States imports fob, exports fob. All others cif/fob. 11990100, Bank of England. OECD forecast. 








Overview 


Brazil’s industrial production fell by 5.1% in 
May, the biggest monthly drop since 
mid-1995. Compared with a year ago, indus- 
trial output slid by 0.9%. 


Czech consumer prices rose by 1.2% in the 
year to June, less than analysts expected. 


Russia's stockmarket rose by 8.9% as Stan- 
dard & Poor's suggested that it would soon 
upgrade Russia's credit rating. 


Emerging-market indicators 
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Economy 
% change on year earlier Latest 12 months, $bn Foreign 
GDP Industrial Consumer Trade Current reserves* 
roduction prices balance account $bn, latest _ 
China — £76 Q +124 3n - 11 Ww +25.8 Me +21.2 20$ — 230.9 Mar 
Hong Kong — - 09 a —— -1L6 o -31 My —— -88 May +145 Qm — 1124 3m 
India +64 1 + 2.9 Ap . €47 Wy — —57 My +14 0 347 Jun. 
Indonesia — — +25 Q -43 03  Q^115 Xn — —*26.9 My — * 7.3 B — 27.9 May- 
Malaysia — — £11 a +40 My — *16 May +13.2 May +70 Q — 326 May 
Philippines — — «3.8 @ 4. «17.0 Ap —  * 3.0 Jun — +23 Ap — * 5.2 Mar — — 14.1 Jun 
Singapore — — - 17 a +17.0 My — -03 Mw +61 May +184 o — 804 Jun 
South Korea £5. Q — *7.7 My —  * 2.6 Jun — +87 Jun — * 5.9 May — 109.6 May 
Taiwan — — — - +0.9 a -*101 May — -*0.1 Xn —  *18.6 Jun — 422.0 Q1 — 148.2 Jun. 
Thailand +39 Q1 + 8.4 May + 0.2 Jun + 4.2 May + 6.5 May 34.5 May 
Argentina — -163 0 — — -14,3 May — +28.4 Jun —  — 411.8 way — mil @ — 10.2 May 
Brazil — ——-07 ®  Á— à0-09 My — + 7.8 May — * 5.3 Jun — -19.0 May — — 32.9 May 
Chile — 0 0 7 +15 0 — -38 My +20 Xn — +22 My  -10 ® 15.0 May 
Colombia —— — — £05 q  *78 Apr —— - + 6.3 Jun — — 0.6 Ma — - 1.4 Q1 10.5 May 
Mexico — . -20 Q0  Á—L80 m — + 4.9 Jun — = 9.2 May — -168 01 44.9 My 
Peru — — — £43 My +86 Ap — -0.2 Jm — OR Ax -10 0 May 
Venezuela -42 4 -20.0 Mar 419.6 Jun «80 ù +18 m 6.7 Ap 
Egypt +49 200! +78 z0} * 2.7 Ap = 8&6 Jn -01 01 à 12.6 Me 
Israel 2 a35 Ap — May - 5.8 May -23 Qt 24.8 Jun 
South Africa — «2.1 G1  * 6.8 May +84 May —  — *38 May -01 @ — 599 May 
Turkey +2.3 Qi +11.0 May +42.6 Jun -8.9 Apr + 2.6 Apr 22.0 May 
Czech Republic +25 u ——— + 8.2 Ap +12 Jn - 2.5 May -24 Q1 212 Jn 
Hungary — +29 0 - 0.7 May +48 Jun — - 2.4 May — - 1.8 May — ' 9.8 May 
Poland . «— *05 O0 - 41 May —— * 1.9 My — — -10.8 May — - 7.3 May — 26.4 May 
Russia +37 M + 2,8 May #14.9 Jus +44.8 Apr +31.2 01 39.8 Jun 
* Excluding gold, except Singapore; IMF definition. tear ending June. 3Economist Intelligence Unit estimate. 
Financial markets 
Currency units Interest rates  Stockmarkets % change on 
o per $ per £ short-term ~ Jul 10th Dec 31st 2001 
Jul 10th yearago  Julioth % p.a. one in local in $ 
week currency — terms 
China 8.28 8.28 12.8 na 1,776.2 -1.7 + 3,7 + 37 
Hong Kong 180 780 £121 18 1087.55 sag 53... 84 
India . 4&8 — — 413 .. 784. . | 613 saa - 407 3 21  — L0 
Indonesia 8,908 11340 13,74 1587] 4774 -02 +218 +422 
Malaysia — — 3.80 —— 3.80 —— 5.88 — 3.25 — 7432 +05 + 68  * 68 
Philippines 50.2 53.1 77.7 6.69 1,153.1 +1.0 - 13 + 1.4 
Singapore dee 184 271 4075  - 16319 +3.1 + 05 + 60 
South Korea 1,169 1,307 1808 . 495 ^ 7947 45.5 +166 + 28.7 
Taiwan -33.1 35.0 Si2... 840.  — 5262.0 +42 - 52 + 01 
Thailand — : 41.2 456 | 63.7 2.13 4030 420 + 32.6 +425 
Argentina 3.52 1.00 5.44 44.50 385.0 + 3.6 + 30.3 - 63.0 
Brazit ts 2.86 2.54 442 18.39 10,555.9 -0.7 2933. 371. 
Chile — 699 i 666 1,080 3.72 48515 -14  - -10.1 -14.9 
Colombia 2,482 2,311 3,838 °° 4 819 —' 12263. ^. X0 > +145 +51 
Mexico 9.83 9.28 15.2 7.24 63713 +07 | mil - 67 
Peru — —— 354 — 351 f 5.48 3.22 | 11305 41.9 - 38  - 65 
Venezuela — 1,316 720 2,004 2500 7,202.0 -05 + 96  -369 
Egypt 4.63 3.95 7.16 7.20 5,284.9 ~0.6 + 0.2 = 10 
Israet “471 A20 — 729 640 I7 443 - — 191. -242 
South Africa 10.0 — 826 | 15.5 —— 12.055 410335 -01 = 12  *187 
Turkey 1,662,500 1,380,000 2,570,724 4400 . 89165 -10 -353 -434 
Czech Republic 29. 39.4 45.3 3.40 434.0 «8.5 + 10.0 + 33.5 
Hungary 2353 299 392 tC 9.08 7,584 +18 + 64  *154 
Poland —— 416 439 644 904 139900 - «06 + 05 - 46 
Russia its 31.6 292 4488 23.00 391.2% +89 «558 + 50.4 
EMF(MSCI)* — : 100 100 155 na 327] «35 nma + 32 
EMBI+ = — 100 —— 100 . 155 na 2020  *19 | na + 08 


*Emerging Mkts Free. 13.P. Morgan Chase's Emerging Mkts Bond Index Plus. + In $ terms. 
Sources: National statistics offices, central banks and stock exchanges; Thomson Datastream; Economist Intelligence Unit; Reuters; UBS War- 


burg; J.P Morgan Chase; Hong Kong Monetary Authority; Centre for Monitoring Indian Economy; FIEL; EFG-Hermes; Bank Leumi Le-Israel; 
Standard Bank Group; Garanti Bank; Deutsche Bank: Russian Economic Trends. 


Data on more countries are available to subscribers on www.economist.com 
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d The world this week 


Politics 





At least 28 Hindus were killed 
and 13 injured in two separate 
attacks in Indian-controlled 
Kashmir. Muslim rebels are 
being held responsible, re- 
newing Indian calls for the 
dismantling of Pakistan-based 
militant training camps. 


A Pakistani anti-terrorism 
court sentenced Ahmad Omar 
Saeed Sheikh, a British-born 
Islamic militant, to death for 
the kidnap and murder of 
Daniel Pearl, a Wall Street 
Journal reporter. Prosecutors 
are seeking the death penalty 
for three others found guilty 
of involvement in the murder. 


Two American Marine heli- 
copters collided on the run- 
way of a Singapore military 
base, killing a technician. The 
city-state hosts a United States 
navy centre. 


President Kim Dae Jung ap- 
pointed South Korea's first fe- 
male prime minister, Chang 
Sang, who was educated at 
Princeton. Six new ministers 
were also named in a reshuffle 
aimed at boosting the govern- 
ment's popularity before Dec- 
ember's presidential election. 


Diplomatic immunity 

The United Nations Security 
Council unanimously passed 
a resolution extending tempo- 
rary immunity from the Inter- 
national Criminal Court's 
jurisdiction to America's UN 
peacekeepers, thus ending a 
lengthy row between America 
and its allies over the newly 
established court. 


John Walker Lindh did a deal 
with the American govern- 
ment: in exchange for various 
charges being dropped, the 


"American Taliban" will co- 
operate with the government, 
and will serve two consecu- 
tive ten-year sentences in à 
prison close to his family. 


The rBr's chief of counter-ter- 
rorism, Dale Watson, said that 
he thought that Osama bin 
Laden was dead. An Arab 
newspaper in London said 
that it thought the terrorist 
leader was in good health. 


^ «uo 
Six alternative plans to replace 
the World Trade Centre were 
unveiled in New York. All in- 
volve clusters of smaller 
buildings. A design should be 
chosen by the end of this year. 


Disunited front 

The Middle Eastern quartet— 
America, Russia, the European 
Union and the UN—met to 
draft a common approach but 
quickly fell out over America's 
insistence that the priority 
was to remove Yasser Arafat 
as the Palestinians' leader. 


Two suicide bombers from Is- 
lamic Jihad killed three Israelis 
in Tel Aviv, the first such attack 
for a month. Earlier, three Pal- 
estinian gunmen, disguised as 
Israeli soldiers, ambushed a 
bus close to an Israeli settle- 
ment in the West Bank, killing 
eight people. Three Palestinian 
groups claimed responsibility. 


The Economist's correspon- 
dent in Zimbabwe, Andrew 
Meldrum, was acquitted of 
publishing a falsehood but im- 
mediately ordered to leave the 
country. He won leave to ap- 
peal to the Supreme Court. 


Zambia's parliament voted to 
revoke ex-President Frederick 
Chiluba's immunity from 
prosecution in order to investi- 
gate allegations of massive 
corruption. A judge ordered a 





halt to the investigation pend- 
ing a ruling as to whether par- 
liament had acted legally. 


Mosiuoa Lekota, South Af- 
rica's defence minister, an- 
grily denied a newspaper 
report that 60% of South Afri- 
can soldiers were HIV posi- 
tive. He said the true figure 
Was 23%. 


Bye-bye Bulent 

Turkey's embattled prime 
minister, Bulent Ecevit, whose 
three-party coalition has been 
disintegrating, said he would 
bow out. A general election is 
likely in the autumn. 


France's president, Jacques 
Chirac, survived an assassina- 
tion attempt by an extreme 
right-wing student. 


Croatia was briefly in turmoil 
when its reform-minded 
prime minister, Ivica Racan, 
resigned after Drazen Budisa, 
his main rival in the ruling 
five-party coalition, deserted 
it. But Mr Racan seems likely 
to cobble together a new gov- 
erning alliance. 


The chairman of Albania's 
ruling (ex-communist) Social- 
ists, Fatos Nano, who heads 
the party's old-guard faction, 
looked set to become prime 
minister again in place of Pan- 
deli Majko, a moderniser only 
four months into the job. 





Spain recaptured the tiny is- 
land of Perejil, off the coast of 
Morocco, four days after Mo- 
roccan troops landed on it and 
put up their national flag. 
Spain's new foreign minister, 
Ana Palacio, said her country 
was acting in self-defence. 


The rR A unexpectedly apol- 
ogised for killing hundreds of 
"non-combatants" during its 
terror campaign of over 30 
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years in Northern Ireland. The 
British and Irish governments 
guardedly welcomed the 
move; the province’s unionists 
were openly scathing. 


Greek police said they had 
nabbed a man suspected of 
being a leader of November 
17, a left-wing terrorist group 
which had killed 23 people 
since 1975 without any culprit 
having been caught, until an- 
other suspect accidentally 
blew himself up last month. 


Germany’s defence minister, 
Rudolf Scharping, was sacked 
over a payments row and re- 
placed by Peter Struck, the rul- 
ing Social Democrats’ 
parliamentary floor leader. 


Toledo courts popularity 





In an attempt to shore up sup- 
port for his unpopular govern- 
ment before regional elections 
in November, Peru's presi- 
dent, Alejandro Toledo, 
sacked his market-friendly 
prime minister and finance 
minister. 


Paraguay’s president, Luis 
Gonzalez Macchi, briefly im- 
posed a state of emergency, 
following anti-government 
protests in which two people 
were killed and dozens more 
injured. 


Ciro Gomes, a soft-left former 
state governor, surged into 
contention in Brazil’s presi- 
dential election campaign. An 
opinion poll put him firmly in 
second place, behind Luiz In- 
acio Lula da Silva, the left- 
wing front-runner, but seven 
points ahead of Jose Serra, the 
government candidate. 


El Nino weather struck the 
Andes: 59 people died in a 
freak cold snap in southern 
Peru; 60 were feared deadina 
landslide in Ecuador. 
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Business 


Ron Sommer’s seven-year ten- 
ure as chief executive of Deut- 
sche Telekom ended with his 
resignation. Pressure to quit 
had come from the company’s 
biggest shareholder, the Ger- 
man government. Mr Sommer 
presided over a 90% fallin 
DT’s share price over the past 
two years. 


AT&T picked its president, Da- 
vid Dorman, to succeed Mi- 
chael Armstrong as chairman 
and chief executive. Mr Dor- 
man promptly declared that 
WorldCom's demise had in- 
creased the likelihood of tele- 
coms mergers. Separately, 
Michael Powell, the federal te- 
lecoms regulator, hinted that 
he might let a local "Baby Bell" 
buy WorldCom. 


Pfizer, the world's biggest 
drug company, stiffened its 
position at the top. It swal- 
lowed up Pharmacia, a fellow 
American drug firm, for shares 
worth some $60 billion. Phar- 
macia's shares shot up by 
20%. Pfizer's investors were 
unconvinced; its shares fell by 
10%. 


Stephan Rietiker was sacked 
as chief executive of Center- 
pulse, a Swiss maker of medi- 
cal devices, after less than a 
year in charge. Mr Rietiker put 
the company back on its feet 
after a product-liability suit in 
America over the supply of 
faulty artificial joints but then 
fell out with senior managers. 


Motoring ahead 

General Motors saw profits 
leap in the second quarter to 
$1.3 billion, up from $477m a 
year ago. Cost-cutting and 
generous financing packages 
in America helped the car 
giant, but its European opera- 
tions languished. It gave warn- 
ing of a heavy writedown in 
the next quarter for its stake in 
Italy’s Fiat. 


Ford returned to the black in 
the second quarter, after 
losses totalling $5.5 billion last 
year. The world’s number two 
car maker made profits of 

~~ $570m. 





Draconian cost-cutting at Mer- 
rill Lynch—nearly 20% of its 
staff have been jettisoned 
since the start of last year— 
paid off. Profits at the bank 
rose by 17% in the second 
quarter compared with a year 
ago, to $634m. This is despite a 
$100m fine paid to settle 
charges that it misled inves- 
tors by talking up hapless dot- 
com firms. 


Citigroup, the American fi- 
nancial-services giant, also an- 
nounced surprisingly strong 
profits, up by 15% to $4.1 bil- 
lion for the quarter. J.P. Mor- 
gan Chase added to Wall 
Street's good cheer with a near 
trebling of profits to $1 billion. 


America's stockmarkets re- 
sponded to these announce- 
ments by picking up a little 
after a bad week. The Dow 
Jones Industrial Average re- 
covered from ten-month lows; 
the s&P 500 also bounced, 
after reaching its lowest point 
since August 1997. 


Air loss 

AMR, parent company of 
American Airlines, reported a 
loss of $495m in the second 
quarter after similar losses in 
the first quarter. There was lit- 
tle optimism for the next three 
months despite heavy cuts in 
both capacity and costs. 


The parlous state of the world 
microchip market cost the jobs 
of 4,000 Intel employees, 
some 595 of the workforce. 
IBM reported second-quarter 
profits of $56m, down by 97%, 
after the company took a 
charge of $1.4 billion for job 
cuts and getting out of loss- 
making businesses. 


The real thing 

Restoring some faith in Ameri- 
can capitalism was left to 
Coca-Cola. It promised to 
start charging the cost of stock 
options against profits later 
this year, so as to make its ac- 
counts more transparent. The 
impact on Coke's profits is ex- 
pected to be minimal. 


After George Bush's promise 
to crack down on corporate 
wrongdoing the Senate 
passed a bill to improve 
boardroom accountability. 
The bill includes stronger pen- 
alties, including jail terms, for 
fraud. But an attempt to make 
companies account for stock 
options as an expense failed. 


The International Accounting 
Standards Board, a private 
body responsible for devising 
international standards, drew 
up new rules that would re- 
quire stock options to be 
treated as expenses beginning 
in 2004. The EU may require 





The world this week | 


European companies to com- 
ply, but only by 2007. 


Trichet's tribulations 
Jean-Claude Trichet's ambi- 
tion to become president of 
the European Central Bank 
was dented after a French 
magistrate unexpectedly or- - 
dered that he stand trial in 


connection with a banking - : p a 


scandal at Crédit Lyonnais in 
the early 1990s. France regards 
the ECB job as rightfully its 
own but it may have to find 
another candidate or even ac- 
cept a well-qualified foreigner 
(but never a German). 





Mr Trichet’s woes do not ap- 
pear to have done the euro 
any harm, at least. It achieved 
parity with the dollar for the 
first time since February 2000. 
America’s currency also hit a 
17-month low against the yen. 
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Over 13 billion transistors are etched onto a single wafer containing intel’ Itanium’ 2 processors. 


Can a company that doesn't 
ake computers change 
the course of computing history? 








Intel's first processor held 2,300 transistors. There are 55 million on the newest Intel" Pentium' 4 processor. 
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Processors this 


The intel clean-room environment: where computing history is made. Literally. 
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. for the most data-intensive 
-business-critical applications. 
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The great telecoms crash 


Behind the general jitters in stockmarkets lies the biggest and fastest rise and fall in business history 


€6"T'ODAY, there is no econ- 

L omy but the global econ- 
omy, no Internet but the global 
Internet, and no network but 


George Gilder, a technology 
guru, in February 2001. He pre- 
| dicted that two telecoms firms, 
Global Crossing and 360networks, “will battle for worldwide 
supremacy, but in a trillion-dollar market, there will be no 
loser.” Yet within a year, both had filed for bankruptcy—a 
graphic illustration of how quickly the industry’s titans have 
been toppled. There were losers after all: banks and share- 
holders, who are now smarting from enormous debt write- 
offs and precipitous declines in telecoms share prices. 

The past few weeks have seen general falls in stockmarkets 
in America and all round the world, in many cases to six-year 
lows. These have been interspersed with ineffective efforts by 
President George Bush to reassure investors that economic 
fundamentals are sound and that corporate America is in bet- 
ter shape than recent scandals might suggest. There is good 
reason to worry about a new recession, and not only in the 
United States, yet for the moment the data do not support this 





concern. Where the pain can readily be seen is in the industry ` 


at the heart of the corporate malfeasance: telecoms. 

The telecoms bust is some ten times bigger than the better- 
known dotcom crash: the rise and fall of telecoms may indeed 
qualify as the largest bubble in history. Telecoms firms have 
run up total debts of around $1 trillion. And as if this were not 
enough, the industry has also disgraced itself by using fraudu- 
lent accounting tricks in an attempt to conceal the scale of the 
disaster. WorldCom, which “misclassified” $3.8 billion in net- 
work-maintenance costs as capital spending so as to hide huge 
losses, teeters on the verge of bankruptcy. If it goes under, it 
will be the biggest failure in business history, putting even En- 
ron’s demise in the shade. 

All this means that it is crucial, both for financial markets 
and for the world’s economies, that the telecoms industry 
should now climb out of its hole. It faces years of painful re- 
organisation, as the oversupply of capacity built during the 
boom years is brought into line with demand, and the moun- 
tain of debt is restructured (see pages 57-59). There will be 
more bankruptcies among erstwhile high-flyers. In America, 
there is a risk of a vicious circle: as companies emerge from 
Chapter 11 having shed their debts, they may undercut debt- 
laden rivals, causing further collapses. In Europe the former 
monopoly incumbents, such as Deutsche Telekom, which 
shed its chief executive this week (see page 56), can be sure that 
their governments will not let them fail. But they too must re- 
duce debts by selling assets, backing out of loss-making over- 
seas ventures to retrench in their home markets, and issuing 
new shares. On both sides of the Atlantic, once new manage- 
ment is in place and investors are reassured that no new ac- 
. counting skeletons lurk in closets—not any time soon, in other 
- words~-an enormous round of consolidation must begin. 

-> .. The likely winners, it is already clear, are the former “Baby 





the global network,” wrote. 


Bells” in America and the former monopoly incumbents in 
Europe. Because they own the “last mile" of the network that _ 
runs into homes and offices, these operators have a firm grip 
on their customers and solid revenues. Compared with their 
upstart competitors that proliferated after the liberalisation of | 
telecoms markets during the 1990s, these firms are relative _ 
safe havens. Customers can switch long-distance carriers at 
the first whiff of trouble, but often have no choice of local pro- 
vider. In theory, regulators should require localmonopoliesto _ 
allow competitors to provide services over their lines, but _ 
most local monopolies have successfully obstructed such *lo- 
cal-loop unbundling” using a variety oftechnicalexcuses. — 

In a further sign that local operators are seen as a safe ha- 
ven, Michael Powell, America’s telecoms regulator, even sig- 
nalled this week that he would consider allowing one of the _ 
Bells to buy WorldCom. The antitrust rules that now prohibit 
the Bells from fully entering the long-distance market might,in. 
other words, be set aside. Meanwhile, the Bells are pushing for . 
regulatory concessions that would let them establish new — 
monopolies in high-speed "broadband" Internet access, and 
have won a number of recent victories. 

With the upstart competitors flat on their backs and the lo- 
cal monopolies once more calling the shots, the telecoms land- 





scape could soon come to look much as it did in the days be- 


fore liberalisation. It is tempting to conclude that the . 
natural-monopoly economics of telecoms have simply reas- 
serted themselves—and that liberalisation was a big mistake. - 


Let 1,000 bells ring a 
Tempting, but wrong. Liberalisation has provided unques- . 
tioned benefits for customers. The emergence of competitors 
has compelled former monopolies to stir themselves, cut _ 
prices, introduce new services, and abandon any notion that _ 
the world owes them a living. Look at the way the cost of long- 
distance calls has fallen in recent years, or how the popularity —. 
of mobile phones has grown. Both are direct results of compe- 
tition. It is true that the bust's ultimate cause was that too _ 
many competitors decided to build enormous networks for. 
which there was little demand. But that does not justify a re- — 
turn to the industry's monopolistic past. S 

The danger is that the traumatic scale of the telecoms crisis — 
will cause the pendulum to swing back too far in favour of the. 
former monopolies. In the short term, they are likely to attract 
investment, to pick up the assets of bankrupt rivals, and to 
lead the way in consolidating the industry. This will provide 
some welcome stability. But it would be wrong to grant the 
former monopolies any regulatory concessions now that 
would protect them from competitors in future. : 

Once today's bust is over, too much power concentrated in. 
the hands of the former monopolies could let them raise 
prices and stifle the deployment of innovative technologies. 
The one thing that keeps would-be monopolists on their toes 
is viable competitors. It may be hard to imagine just now, but 
such competitors are sure to re-emerge in telecoms one day. = 
And when they do, governments must ensure that the regula- 
tory door has been left open to let them in. & 













Zimbabwe 
Booting out the messenger 


Robert Mugabe tries to banish our correspondent 


OR the sake of balance, here 

are some of Robert Mugabe’s 
virtues. He dresses stylishly. He 
is sincerely fond of cricket. His 
. governmentis less crooked than 
. Liberia's, and less murderous 
than Sudan's. After 22 years un- 
l der Mr Mugabe, Zimbabwe is in 
better shape than Congo or Angola. But there ends the list, and 
also the part of this article that could be published in Zimba- 
bwe without fear of prosecution. 

This week, The Economist's (and the Guardian's) correspon- 
dentin Harare, Andrew Meldrum, became the latest victim of 
Mr Mugabe's campaign to shackle the media. The week 
started well: Mr Meldrum was acquitted of publishing a false- 
hood. This charge, which carries a maximum penalty of two 
years in jail, can be levelled at any journalist critical of the Mu- 
gabe regime who makes a factual error, but is not, of course, 
wielded against those who peddle tosh on otherwise dreary 
state news bulletins. We applaud Godfrey Macheyo, the mag- 
istrate who exonerated Mr Meldrum, thus proving that Mr 
Mugabe has not yet forced out all the honest members of the 
judiciary. But Mr Macheyo's courage may prove in vain: as Mr 
Meldrum walked out of court, he was served with a deporta- 
tion order. He appealed, and won leave to take his case to the 
Supreme Court, which could take some months. We hope that 
he will be allowed to fight the case without intimidation—a 
courtesy denied to some other correspondents. 

Mr Meldrum has lived in Zimbabwe since the year Mr Mu- 
gabe came to power, and has seen the country transformed 
from a land of hope into one of fear. Mr Mugabe seems to be- 
lieve that, because he led the successful revolt against white 





rule in the 1970s, he has the right to reign forever. So long as his 
grip on power was not seriously threatened, he allowed his 
subjects a fair degree of freedom. But he did not hesitate to 
slaughter thousands of suspected rebels, most of them inno- 
cent, in the mid-1980s. And now, when it is clear that a large 
majority of Zimbabweans want him to go, he feels compelled 
to rig elections, criminalise dissent, torture dissidents, and 
even block the delivery of food aid to opposition-supporting 
victims of the famine his policy of persecuting commercial 
farmers has created. 


The world watches and weeps 

What can be done to stop him? "Smart" sanctions, freezing the 
assets and restricting the movements of the ruling party's top 
thugs, seem to have made little difference. Wider trade sanc- 
tions would hurt Zimbabwe's productive citizens more than 
their leech-like rulers. Mr Mugabe does not care if the country 
reverts to subsistence farming, so long as he remains in charge; 
he would hardly be swayed by an embargo. He might listen to 
criticism from his African peers, but that is not forthcoming. 
The newly created African Union is supposed to uphold the 
principles of democracy and good governance on which Mr 
Mugabe so brazenly tramples. But he is not the only offender, 
and even Africa's better leaders resent the attention the West 
pays to Zimbabwe, which they correctly surmise is propor- 
tional to the number of whites caught up in its turmoil. 

As in most tyrannies, change in Zimbabwe will have to 
come from within. Since most avenues for peaceful protest 
have been blocked, there is a growing fear that the endgame 
may be bloody. We pray that it will not be. But however events 
unfold, and whether Mr Meldrum is allowed to remain or not, 
we will continue to cover this unfortunate country. 8 





British public spending 
Rewarding failure 


The Treasury aims to spend more and get better value for money. It will succeed in the first 


F ORDINARY citizens took as 

much satisfaction in ever-ris- 
ing quantities of public spend- 
ing as Gordon Brown does, Brit- 
ain would be the most 
contented country on the 
planet. The chancellor of the ex- 
chequer, who announced new 
three-year spending plans on July 15th, positively luxuriates in 
his generosity with other people's money. As a spectacle, it is 
certainly indecent. Is it bad policy? 

Mr Brown, one has to acknowledge, spares no effort to 
prove otherwise. Public spending, he confirmed, is planned to 
rise from £420 billion ($650 billion) in the current fiscal year to 
£510 billion in 2005-06, a rise of £90 billion, equivalent to an 





additional £3,600 a year for each British household. A very 
large increase, Mr Brown boasted, but one he says is both fi- 
nancially sound and guaranteed to be cost-effective. He ex- 
pects to pass his self-imposed fiscal tests—keeping the current 
budget in balance over the course of the economic cycle, and 
holding public-sector debt at 40% of Gp» or less—without dif- 
ficulty. And he and his officials continue to pile objectives, tar- 
gets, contracts, charters, watchdogs, commissions, inspectors 
and auditors on anything that moves. Value for money is para- 
mount, Mr Brown assures. Additional funds will go to pro- 
grammes that work; failure will be starved (see page 47). 

For the time being the macroeconomic arithmetic does ap- 
pear to add up. The Treasury’s growth forecasts are getting a bit 
less cautious with each passing year, but Mr Brown still has a 
pretty comfortable margin for error. It helps that the chancel- | 





> lor forgot to include in his fiscal tests an upper limit on taxes as 
a proportion of national income-the most important test of 
all—so that revenue shortfalls, if the economy fails to grow as 
strongly as he expects, can be made up with further rises in 
taxes. On present trends, this should not be necessary during 
the three-year planning period. If the planned rate of growth 
in spending were maintained beyond that, higher taxes 
would most likely become necessary. Still, if the government's 
increasingly Byzantine machinery of control and supervision 
Worked as intended, even higher taxes and even higher public 
spending might be both popular and justified. The Economist 
continues to think this approach will fail. 


The productive Mr Brown 

The core of the value-for-money promise is the public service 
agreement (PSA), which sets goals for improvements in ser- 
vices department by department. If nothing else, these appear 
to have added to the stress of a career in the civil service (see 
page 50). In other ways, they are proving less satisfactory. The 
quantitative targets, typically for progress achieved by some 
distant date, seem to have been chosen with no clear rationale, 
and the qualitative targets mean little to begin with. Goals are 
already moving around in puzzling ways. In its previous PSA, 
issued in 2000, the overall aim of the Home Office was: “To 
build a safe, just and tolerant society, in which the rights and 
responsibilities of individuals, families and communities are 
properly balanced, and the protection and security of the pub- 
lic are maintained." This year the goal has been refined and 
improved to: “Build a safe, just and tolerant society." (By 2004, 


rue" 


after further work by officials, the goal of the Home Office may 
simply be: "Build a society.") 

The Home Office's day-to-day responsibilities do at least 
belong with the government. In other areas—notably in health 
and education, which account for much of the increase in 
overall spending-targets set and enforced in Whitehall are no 
substitute for actual economic incentives and empowered 
buyers of services. The health service has already seen a big 
increase in spending in recent years, but its outputs have been 
growing more slowly than its inputs: its productivity, in other 
words, is falling. For all the chancellor's emphasis on effi- 
ciency, the government has set its face against reforms that 
would free producers from central control and oblige them to 
compete. Vastly more money is being spent in a rush on a fun- 
damentally unreformed public sector. Whenever and wher- 
ever this has been tried, the results have been bad. 

Mr Brown has a PSA of his own, by the way. His aim, for 
which he will be held strictly accountable to himself, is: *Raise 
the sustainable rate of growth and achieve rising prosperity 
and a better quality of life, with economic and employment 
opportunities for all." The sustainable rate of growth is driven 
by thetrend of productivity. On this key measure, on which all 
else depends, how is the Treasury doing? Not too well, so far. 
Between 1979 and 1997, GDP per employee went up at 1.9% a 
year. Since 1997, a period which saw a marked acceleration in 
the growth of American productivity, it has gone up by just 
1.3% a year. The British economy is falling further behind. This 
looks like failure. Why then is Mr Brown rewarding himself 
with £90 billion a year of additional resources? m 





Turkey's crisis 


Another fresh start, please 


Turkey and its well-wishers must not give up on reform 


HE mantra that Turkey is a 
strategic pivot in a combusti- 
ble bit of the world and has for 
the most part been an admira- 
bly calming influence in the re- 
gion has never been more true. 
All the more worrying, then, 
that for the past few months its 
government has ground virtually to a halt and that nobody 
has been properly in charge (see pages 20-22). The country des- 
perately needs a firmer hand, though not of the kind that 
would spike its frail democracy. The expected (and welcome) 
departure of the country's ailing prime minister, Bulent Ecevit, 
will beonly a first step. Turkey's torpid political air needs clear- 
ing, even if the general election now on the cards looks like 
bringing a mildly Islamic-minded party to power. 

Turkey is important because it sits on the faultline between 
Europe and Asia; because of its history of imperial sway in the 
Balkans and in the Middle East; and because since the first 
World war it has modernised itself, albeit somewhat stutter- 
ingly, under Kemal Ataturk and his secular-minded succes- 
sors. Despite the periodically frightening fragility and murki- 
ness of modern Turkey's politics and economics, it is the most 
democratic of all the Muslim countries that lie between Pak- 
istan and Morocco. For four decades it has been seeking to join 





the European Union and its forerunners. It has been a stead- 
fast friend of the West as a strategically vital member of NATO. 
It has good relations with Israel. If the United States were to 
start a military campaign to oust Saddam Hussein from his 
leadership of Iraq, Turkey might well be a crucial launch-pad 
for the operation. If it were now to collapse into political and 
economic chaos, the consequences within the country and 
the region could be dire. 

Its economy, which grew apace in the early 1990s, has been 
in a hole for nearly two years. Under the IMF's tutelage and 
with a sensible economics minister in the person of Kemal 
Dervis, it has been tentatively pulling itself out. But the gov- 
ernment's paralysis under Mr Ecevit has threatened to push it 
back into the pit. If the rMr were to shelve its present plan to 
rescue Turkey with conditional loans worth $16 billion, the 
hardship under which Turks are already suffering would 
greatly increase and political extremism might surge. 


That's democracy 

Even when the economy has been steadier, Turkish politics 
have been fraught with danger. The country's generals, who 
view themselves as guardians of Turkey's secular state and 
still wield far too much influence on public affairs, are wary of 
an early general election lest an Islamic-minded party should 
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win. Western governments had hoped that a new coalition » 
















would take shape within the present parliament, with liberal 
and Eu-minded reformers such as Mr Dervis at its heart. But 
these reformers might have been hard pressed to command a 
majority in parliament. An early election is now probable. 

And if the Islamists, who nowadays disavow the label, 
win? So be it. They are milder than their brethren elsewhere in 
the Muslim world. Their leader says he would keep Turkey in 
NATO and may even preserve his country's westward tilt. 
Western governments, for their part, can help by reassuring 
Turkey that the door to the EU is still open, while reminding 
the generals that their interference in politics will not help Tur- 
key go through it. At the end of this year, at the EU summit in 


Stock options 


Use and abuse 


The trouble with options 


HEN it comes to reform- 
ing corporate governance, 
America’s senators are sensitive 
souls. This week, they wrangled 
for many hours about whether 
companies should be required 
to treat stock options as a busi- 
9s — mess cost-and then ducked the 
issue. “We need to be careful about what we're doing,” said a 
- nervous Senator Phil Gramm. Oh dear. Pay is a potent part of 
< America's angst about corporate misbehaviour (see page 27), 
-not surprisingly since America's chief executives are vastly 
better paid than any other country's. Their rewards have raced 
ahead mainly because of a greater use of equity-based pay. 
Yet now, it transpires, some not only mismanaged their com- 
panies but defrauded investors too. And some of the blame 
should fall on the way top managers are rewarded. 
^.  Fornow, the accounting and tax treatment of stock options 
hogs the debate, and not justin America. The International Ac- 
counting Standards Board is drafting rules requiring compa- 
nies to treat options as expenses from 2004. If the European 
Commission is made of sterner stuff than America's Senate, 
the rules will apply to all European public companies by 2007. 
The idea that options should be anything other than a cost 
_ has never been easy for simple folk to grasp. Nor sages: as War- 
ren Buffett, America’s most famous investor, once asked, “If 
stock options aren’t a form of compensation, what are they? If 
compensation isn’t an expense, what is it? And, if expenses 
shouldn't go into the calculation of earnings, where in the 
world do they go?” Not surprisingly, two companies that have 
recently decided to treat options as expenses, Coca-Cola and 
- the Washington Post, both have Mr Buffett on their boards. 
Might the sage of Omaha be wrong? Setting a value on op- 
. tions is tricky, but so is valuing other business expenses, such 
< as leases or goodwill depreciation. One main effect of issuing 
- options, the dilution of other shareholders, works more like a 
rights issue (which is not expensed) than mere pay. But unlike 
. such equity issues it normally involves big financing costs as 
"companies borrow money to buy back the shares that they 
then sell to option-exercisers. Another response to Mr Buffett's 
question is that markets know what options are worth, so they 
already build them into the share price. The past few days 








Copenhagen, Turkey should be invited to start negotiat ngin - 
earnest to join the club, provided it has by then enacted a - 
promised and much-debated swathe of reforms to address hu- 
man rights and, among other things, give Kurds more freedom. 

Even if the present crisis is overcome, many Europeans _ 
doubt whether Turkey will ever qualify to join the Union. It - 
would be a very long haul. It could take another generation. 
But the country has come a long way, in economics and poli- 
tics, since the early 1980s, when it was an outright military dic- 
tatorship. Governments in the ru would be foolish to slam the 
door in the Turks’ face. Their country needs help, albeit tightly 
conditional, not a cold shoulder. @ 





have provided some evidence to back up this view: Coke's an- 
nouncement did not drive its share price down. But if markets 
are really so efficient, why should businesses fight the ac- 
counting change? And as that argument against "expensing" 
falls away, a powerful argument in favour remains. It is that 
even if markets know the real cost of options, managers doubt 
that they do. Almost invariably, reports Brian Hall, a Harvard 
Business School professor who has interviewed about 100 se- 
nior managers on the subject, they believe that because count 
ing options as a cost will cut their reported profits, it will also 
dent their share price. 

Even though options are not treated as an expense, grants 
of shares are. This discourages companies from using equity it- 
self as an incentive. Yet restricted grants of company stock 
have advantages over options. When options' exercise prices 
are above the current share price (as about one-third were, 
reckons Mr Hall, even at the height of the boom in 1999, and 
far more are today), they offer little or no incentive. Incentives 
work best when they pay out smoothly in line with effort. 
Even a bombed-out share price holds out the hope of a tangi- 
ble reward. When options become worthless, companies are 
tempted to reward demoralised executives by granting more. 


The incentive to fiddle 
Reforming the accounting (and tax) treatment of options is 
likely to make companies more hesitant over giving bosses ex- 
cessive awards. There is, though, another reason for change: 
that the use of equity-based pay has created perverse incen- 
tives. The abuses that have besmirched corporate America 
were the work of managers whose wealth depended on prop- 
ping up their company's share price-by any means, andinthe 
fairly short term. Create a strong incentive, and managers re- 
spond strongly. 

Equity-based incentives were an improvement on the total 
absence of any executive stake in a company that character- 
ised the 1970s and early 1980s. No sage would want to return 
to that. But the cost of incentives should be fully disclosed, and 
all-whether options or straight equity—-should come with re- 
strictions that force managers to hold their assets for a long 
period, preferably five years. The ability to keep on cashing out 
is what tempted some to fiddle the books. And, just as shame- 
fully, to sell out shortly before their firms collapsed. s 
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he Arab regions m 


SIR - It is a traditional error to 
use the artificial ideological 
oncept of an “Arab world” as 
-an object of analysis (“Self- 
-doomed to failure", July 6th). 

- The Arab world does not exist 
-as an economic or political en- 
-tity as such and one can argue 
. whether it represents a cul- 
tural entity. Thus it is wrong 

_ that the Arabic-speaking coun- 
-tries are one region which can 
be studied and analysed statis- 
ically at an aggregate level. 
Comparing the economies 
and societies of Djibouti and 
Morocco is like taking Europe 
as one entity and measuring 
ts economic performance and 
-social development from Ar- 
menia to Ireland. 

There are three Arab re- 


. .. gions-the Maghreb, the Mash- 


(| req (from Lebanon and Egypt 
(to Oman), and an isolated pe- 
| riphery consisting of Maurita- 
|... nia, Yemen, Somalia and 
«Djibouti. If we look at the ex- 
change of people, trade and 
capital within these regions a 
much brighter picture will 
emerge. 
SAMI MAHROUM 
Toronto 


SIR - The UN’s report on Arab 
countries reinforces the frus- 
- "tration of those Arabs who 
- opted to come back to these 
| .. places after receiving an edu- 
| cation abroad. The brain-drain 
exists and is exacerbated not 
only by the factors you men- 
-tion but by a feeling that one 
: will regress rather than ad- 
.. vance if one chooses to return 
-to this part of the world. 
^ Ignorance caused by poor 
- education and widespread 
. poverty is what breeds mili- 
tancy and we have only our- 
selves to blame for any 
shortcomings. How can we 
expect respect and under- 
standing when we fail to listen 
to or comprehend the needs 
and imperatives of our own 
people? 
S MASSOUD DERHALLY 
. Amman, Jordan 
























SIR - You jump to the conclu- 
sion that Islamisation has im- 
peded the Arab renaissance. 
The Arab world today with its 
lack of knowledge and free- 


dom, and denial of women’s 


rights, is not much different 
from that of the quarrelling 
Arabs before the arrival of the 
Prophet Muhammad. As Ca- 
liph Omar said at the start of 
the radiant Islamic renais- 
sance, “we are a people that 
Allah has glorified with Islam, 
and whom He shall degrade if 
we stray away from it.” 

AHMED ABU-ABED 

Ottawa 


A fair bill for farmers 


SIR - I must express my con- 
cerns about your recent re- 
porting on new American 
farm legislation (“Always with 
us”, June 15th). For instance, in 
your article on the World Food 
Summit you allege that the 
farm bill would cause massive 
overproduction to the detri- 
ment of poor countries. I am 
aware of no analytical evi- 
dence to support this and you 
cite none. In fact, a quite com- 
pelling argument to the con- 
trary can be made. Our 
acreage base has remained rel- 
atively stable at about 
325m-330m acres since the 
mid-1990s. The farm bill con- 
tains few new incentives to ex- 
pand overall acreage or to 
encourage crop shifts. 

Charges that the new law 
provides a radical increase in 
spending fail to recognise that 
Congress approved assistance 
packages boosting farm in- 
come by roughly $7.5 billion 
in each of the past four years. 
The farm bill continues sup- 
port at almost exactly the 
same level: $7.4 billion per 
year. It is thus hard to argue 
that we will see any supply re- 
sponse that we have not al- 
ready seen in the past four 
years. The only significant dif- 
ference will be that our farm- 
ers are now able to plan for 
the long term. 

The bill is also completely 
within our WTO obligations. 
Our domestic support ceiling 
is relatively low at only $19.1 
billion, compared with $31 bil- 
lion for Japan and $62 billion 


for the EU. To ensure that there 


is no violation, the new law 
mandates the agriculture 
secretary to use "circuit break- 
ers" to ensure that the ceiling 


is not exceeded. 
The charge that the new 
law restricts access to the 
American market or is protec- 
tionist is equally incorrect. It 
neither creates new tariffs nor 
changes quotas nor in any 
way restricts access to the very 
open American market. As for 
dampening our ardour for a 
successful agreement at the 
upcoming Doha round of 
trade talks, the new farm law, 
if anything, provides even 
greater impetus for our negoti- 
ators. A successful round 
would improve our market- 
access possibilities—our top 
priority—and greatly facilitate 
garnering support for any re- 
quired modifications in do- 
mestic support. 
J.B. PENN 
Under-secretary of agriculture 
Washington, DC 


Medalling bureaucracy 


SIR - It is now common to see 
the Presidential Medal of Free- 
dom referred to as "the coun- 
try's highest civilian honour" 
(Obituary, June 15th). It hap- 
pens that I worked up the 
presidential medal for Presi- 
dent Kennedy and the award 
was meant to be the highest 
civil honour, not reserved for 
civilians and separate from 
the military-honour system. 
My model was the Order of St 
Michael and St George, struck 
to celebrate the British occupa- 
tion of the Ionian islands in 
1818. Disraeli found some in 
his desk drawer and started 
passing them out to his new 
civil servants. 

DANIEL PATRICK MOYNIHAN 
Washington, DC 


Conspiracy of silence? 


SIR - It is curious that al- 
though you blast Joseph Sti- 
glitz in a review of his new 
book (“Bad faith”, June 8th), 
and follow up with an Eco- 
nomics focus (july 6th) prais- 
ing an anti-Stiglitz blast by 
Kenneth Rogoff of the IMF, 
both you and Mr Rogoff com- 
pletely ignore the key point 
that he makes: the mF and 
Wall Street work together in a 
partnership designed primar- 


financial ‘community. 1s his. 
charge so obviously true that 









it doesnot needa rebuttal, or 
is it too sensitive? 

Mr Rogoff and The Econo- 
mist vigorously defend Stan- 
ley Fischer, the 1mr’s former 
number two who has now 

joined Wall Street, as a person 
of unimpeachable integrity. 
Again it is curious that you 
both completely ignore the ba- 
sic policy issue of whether the 
revolving-door for top officials 
in the relationship between 
Wall Street, the Treasury and 
the IMF is wise and beneficial 
to the general interest. 

ROBERT SENSER 

Editor 

Human Rights For Workers 
Reston, Virginia 





Fraudulent qualifications 


SIR - You imply that a lack of 
certified public accountant 
certification among certain 
chief financial officers has 
contributed to the recent spate 
of corporate scandals (“Too 
creative by 5095", July 6th). You 
miss the point completely: 
what these Cros lack is integ- 
rity. If anything, a CPA has an 
even greater set of tools with 
which to cook the books and 
hide his tracks. A cro without 
integrity will make every ef- 
fort to defraud his company. 
Whether he has a CPA certi- 
fication or merely a high- 
school diploma is only an in- 
dicator of how soon he is 
likely to be caught. 

GREG ANDERSON 

San Francisco 


SIR - Your information on the 
changing qualifications of 
chief financial officers has 
scuppered my attempt to up- 
date the definition of my job 
as an economist to ^one who 
is good with numbers but 
lacks the creativity to become 
an accountant." 


JASON CHRISTIAN 
Davis, California @ 
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Please see 
www.britishcouncil.org/work.jobs.htm 
for other vacancies. 


The application pack is available in 
standard or large print, Braille, 
computer disk and audio tape 
format. Please state your 
preferred format. 


The British Council is committed 
to a policy of equal opportunity 
and is keen to reflect the diversity 
of UK society at every level 
within the organisation. 

We welcome applications from 
all sections of the community. 


The British Council, registered 
as a charity, is the 

United Kingdom's international 
organisation for educational 
and cultural relations. 





The British Council connects people worldwide with 
learning opportunities and creative ideas from the 
UK. Through forging strong cultural and educational 
links on an international scale we help foster mutually 
beneficial long-term relationships all over the world. 
We are now seeking a high-calibre individual to take 
on a significant role in Saudi Arabia. 


As part of the country management team, you will 
make a major contribution to the operational 
management of our international office in Saudi 
Arabia. You wili develop and sustain partnerships with 
Saudi women and women's organisations active in the 
education and training of women in Saudi Arabia. 
This will involve contributing to policy and planning 
and programme management. You will guide your 
team members and provide strategic leadership in the 
promotion of British culture and education. 


As a dynamic individual with proven management 
ability, you will already have developed a successful 


track record overseas or in an international context and 
have a commitment to working abroad. You will also 


www.britishcouncil.org 


a 
Home Office 


BUILDING A SAFE, JUST 
AND TOLERANT SOCIETY 


International Management Opportunity in Saudi Arabia 





be innovative, far-sighted, flexible and open-minded. — 
This is a developmental opportunity where we will 
invest significantly in your career so that you may 
become one of our senior managers of the future. 


This role needs to be held by a woman because 

it is likely to involve the performance of duties in 

a country whose laws and customs are such that 
the duties could not, or could not effectively, be 
performed by a man. (Section 7 (2) (g) of the SDA). 


For further details and an application pack, please 
contact Capita RAS, innovation Court, New Street, 
Basingstoke, Hampshire RG21 7JB, or telephone 

01325 745170 (24 hours) or fax 01256 383790, or 
Internet www.capitaras.co.uk Please quote ref: | 
B6652. Closing date for applications is 9 August 2002. 
We guarantee an invitation to the initial selection 
process (language aptitude testing and an 

assessment centre) to disabled candidates who 

meet the minimum requirements for the job. 


creativity and innovation 


DIRECTOR OF THE ASSETS RECOVERY AGENCY 





£130,000 (more may be available for an exceptional candidate) London 















The Assets Recovery Agency (ARA) is a new Non-Ministerial Government 
Department, which is to be established under the Proceeds of Crime Bill currently 
before Parliament. The appointment is therefore subject to Royal Assent. ARA is 
tasked with investigating and recovering assets accumulated through criminal 
activity Working closely with law enforcement, investigation, prosecution and 
government bodies, the agency is charged with increasing the priority given to 
financial investigation and asset recovery, 

As Director, your role will be to build and manage a strong and credible organisation 
that fulfils its statutory functions and commands the confidence of Ministers and 
key stakeholders. inter-agency working will be vital, and you will have the abilities 
>o and experience to co-ordinate this. Reporting to the Home Secretary, you will have 
-. responsibility for a budget of £10-15 million, managing between 150 and 200 staff 
in London and Northern Ireland. 

You are a confident leader, able to inspire and motivate staff, and grow a team. You 
have strong decision making skills and. the highest levels of integrity Excellent 
coramunication, negotiating and influencing skills are key, enabling you to deal 
successfully with stakeholders and the media. You are an achiever with an 
innovative and strategic perspective. 


. Veredus Executive Resourcing, 
.. Plumtree Court, London EC4A 4HT. Fax: 020 7213 5545. 
Email: wesiey.emmett@veredus.co.uk 


> Www.veredus.co.uk 
vA part of The Capita Group Plc 


mist July 20th 2002 


Your background could be in the public or private sector. You may have experience 
of work that is directly relevant in law, investigations, forensic accounting, asset 
recovery or compliance, although this is not essential. It is imperative, however, that 


you are able to demonstrate the credibility to assimilate the technical brief quickly. d 


the ability to build a successful organisation from scratch and to set up sustainable 
stakeholder relationships. 


The Home Office and the agency are committed to a policy of equal opportunity for 


all staff. We will not discriminate on grounds of gender, ethnic origin, disability 
sexual orientation, faith or any other factor irrelevant to a person's work. 


if you have the confidence and ability to take on this challenging and high 
profile role, you can download a briefing pack from our advisors’ website 
www.veredus.co.uk Alternatively, you.can call their 24-hour line on 020 7212 
6535, quoting reference 4924, For a confidential discussion, please call our 
advising consultants, Wesley Emmett 020 7213 3762, 


Mark Turner 020 7212 5331 or Rachel Smith — SUM, S. 
020 7804 5842. C) MSS 
DUVESTOR IN PECULY [2 p? 


Closing date: 12th August 2002. 


VEREDUS 


executive resourcing 




































v later and Sanitation Specialist 
~- based in New Delhi, India 





ie Water and Sanitation Program (WSP) is a technical assistance 
indow managed by the World Bank’s Energy and Water Department. 
's mission is to help the poor gain sustained access to water and 
sanitation services through advisory services to developing country 
governments. In South Asia, WSP has developed a program of support 
to the water sector in India, Pakistan and Bangladesh. | 
The India program is recruiting a senior sector professional to join 
the team in New Delhi. 

e Water and Sanitation Specialist should hold a higher degree in 
engineering or other relevant field (economics, finance or social 
sciences). He/she should have at least 8 years of experience in 
international development and at least 5 years of experience in the 
water sector. The incumbent will need to demonstrate an understanding 
‘| of the institutional reforms needed to transform the current supply- 
_| driven mode of delivery to decentralized, responsive institutions that 
-| deliver sustainable services. 




















































S -| WSP is offering a two year international contract (renewable) with 
| a competitive remuneration package. The Terms of Reference for the 
| position can be viewed at http://www.wsp.org/english/about/jobs sa.html 











Applicants should submit a concise resume (maximum four 
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Standards Committee Foundation 





Trustees 


(Asia-Pacific, Europe, North America) 
IASC Foundation 


The International Accounting Standards Committee (IASC) 
Foundation is the private sector independent body responsible for the 
development and promulgation of a single set of high quality 
international accounting standards. Nineteen Trustees of the TASC 
Foundation, chaired by Paul A. Volcker, provide oversight for the 
Foundation and the International Accounting Standards Board (IASB). 
The IASB is the 14-member body responsible for the development of 
international accounting standards. x 

The Trustees of the IASC Foundation wish to appoint as Trustees 
three individuals with a background as a senior corporate executive who 
have international experience and are able to command the broad support. 
of the business community in their respective region. One of the new 
Trustees will be from the Asia-Pacific region, one from Europe, and one 
from North America. The appointments will be for a three-year term. 

Qualified candidates should be committed to the IASB's mission as a 
high quality global standard-setter, be financially knowledgeable, and be 
able to meet the time commitment. Trustees are expected to have an 
understanding of, and be sensitive to, international issues relevant to the 
success of an international organisation responsible for the development 
of global accounting standards for use in the world's capital markets. 

Trustees’ responsibilities include ensuring financing for the 
organisation; appointments to the IASB, the Standards Advisory Council 
and the International Financial Reporting Interpretations Committee; and 


-| pages) to: The Administrative Officer, The World Bank, Water 
~ | and Sanitation Program, 55 Lodi Estate, New Delhi 110 003, 
| India or email: wspsa@worldbank.org stating “Application for 
Water and Sanitation Specialist” clearly in the subject line. 
Closing date: 10 August 2002. | 
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The Government of Qatar Supreme Council 
for Economic Affairs and Investments 


Senior Economists & Senior Investment Analyst 


$120,000 - $180,000 Tax Free + Housing + Car 
investment Analyst: Analyses financial 
information to forecast business, industry 
and economic conditions for use in making 
investment decisions with emphasis on the 
US and European equity markets. 


The Government of Qatar Supreme Council for 
Economic Affairs and Investment is a vehicle 
to manage the State's Foreign Reserves and is 
responsible for general economic policies for 
the State of Qatar. As part of the continuing 
development plan the Supreme Council now 

- seeks to further bolster the team, based in the 
capital Doha, with three senior hires reporting 
directly to the General Manager. 


The Roles 


Economist: Plans, designs and formulates 
policies to aid in interpretation and in 
solutions of economic problems/opportunities 
for the State of Qatar. 


All roles demand a flexible and creative 
approach, whilst the economists need a 
strategic mentality and proactive drive. 


The Candidates 


The successful candidates will all have a 
minimum 10 years' relevant sector experience, 
excellent academic credentials, and will have 
pedigree backgrounds from the most prestigious 
financial institutions. The analyst will be CFA 
qualified, and the energy economist may well 
have an engineering background. A willingness 
to work selflessly as part of a team is important 
as is the desire to blend into a new community 
(both professional and cultural) and help push 
the department to the next level of excellence. 


Energy Economist: Develops, interprets and 
makes recommendations to management 
regarding energy financial plans, acquisition 
activity and new business planning. Aware of 
economic trends likely to affect government 
requirements and operating forecasts. 


general oversight of the organisation. 
Please indicate interest by sending a cover letter 
and curriculum vitae by 31 July 2002 to 
Paul A. Volcker, Chairman of the Trustees, 
IASC Foundation, 30 Cannon Street, London EC4M 6XH. 





Doha 


A strong affinity to the local culture would be 
an advantage. English is the common means 
of office communication, and is the only 
language pre-requisite, although Arabic would 
be beneficial. 


Qatar has a thriving economy and infrastructure, 
whilst the schooling system is excellent and 
can offer both US and European curricula. 


To find out more about these exciting opportunities 
please send a full CV and covering letter to Wheat, 
33 Throgmorton Street, London EC2N 2BR. 


e-mail: 0012@wheatsearch.com 


WHEAT 


KEY PEOPLE PROVISION 


www.wheatsearch.com 


The Economist July 20th 2002 













COLLEGE OF MATHEMATICAL 
AND PHYSICAL SCIENCES 







| Dean of the College of Mathematical and Physical Sciences, The Dean will have a 
vos [| solid base on which to build increased national and international standing and, as the 
|] Colleges Chief Executive Officer, will report directly to the Executive Vice President 
and Provost of the University. : 

F The University has implemented an Academic Plan to enhance academic excellence 
and to raise the standards of colleges, departments, centers, and institutes. The 
University is strongly committed to diversity, a cornerstone of the Academic Plan, 
and seeks an individual with a strong commitment to success in this area. 


ualifi 









rtments: Astronomy, Chemistry, Geological 
stics, in addition to several cross-disciplinary 
and institutes. The College has a faculty of 225 






Applications and nominations should be addressed to: 


Chairperson, MAPS Dean Search Committee, Office of Academic Affairs, 
The Ohio State University, 203 Bricker ‘Hall, 190 North Oval Mall, 
Columbus, OH 43210-1358 di. 

Website for the Search: http://www.mps.ohio-state.edu/deansearch. 


For further information, contact Molly Davis, Office of Academic Affairs, at 
614/292-5881 or at Davis.436@osu.edu. | 










A POSITION IN THE STRATEGIC RESEARCH 
| DEPARTMENT, CENTER FOR NAVAL WARFARE 
STUDIES, U.S. NAVAL WAR COLLEGE 





The Strategic Research Department of the Center for Naval Warfare Studies, the 
research arm of the Naval War College, is seeking to fill a new position in 
Security Studies and the Greater Middle East and Central Asia or South Asia. 
The department seeks candidates who will augment the College’s growing 
Middle East expertise and whose breadth of experience and contributions to 
scholarship and policymaking identify them as leaders or potential leaders in 
the field. The successful candidate will be expected to: 






1) Undertake research on major issues in.U.S. national security and defence 
planning generally and U.S. Navy planning specifically; 

2) Raise the profile and stature of the Strategic Research Department 
through publications, participation in conferences, and the organisation 
of major symposia at the College; — 

. 3) Enable the Center for Naval Warfare Studies to emerge as the nation's 
preemiminent center of research and analysis on naval strategy and 
policy; and | 








Elective Program. 






s OA Ph.D. and appropriate language expertise are prerequisites for this position; it 
| is open with respect to rank. The anticipated starting date is January 2003. This 
“| position requires that the successful candidate be able to obtain a TOP SECRET 

| security clearance. This is a designated position under the Department of the 
. Navy Drug Free Workplace Program requiring that the selected individual pass 
| à drug screening test prior to appointment and. randomly thereafter. 







] Curriculum vitae, Standard Form 171, other form of resume and three letters of 

| recommendation should be submitted to President, Code 3 (Attn: SRD Search 
Committee} Naval War College, 686 Cushing Rd., Newport, RI 02841-1207 no 
later than 1 September 2002. Candidates claiming Veterans Preference must 
provide a copy of the DD-214 (Record of Military Service), and if claiming 10 
points, an SP-15 (Application for 10-point Veteran Preference) with appropriate 
Veterans Administration certification. 










The Naval War College is an Equal Opportunity Employer. 


. The Economist July 20th 2002 - 


| The Ohio State University invites nominations and applications for the position of 





















4) Support the College's educational mission by periodically teaching in the | 


















BLACK SEA TRADE AND 
DEVELOPMENT BANK 


Black Sea Trade & Development Bank (BSTDB) is an 
International Financial Institution established with the. 
participation of eleven countries in the Black Sea Region with ` 
the purpose of promoting intra-regional trade, financing - 
projects, and promoting investment in the member states. 26i 
BSTDB is looking for professionals of the highest level of. 
competency and integrity to join its team at its Headquarters in © 
Thessaloniki, Greece. 














The prerequisites for each position include excellent knowledge. .] 
of spoken and written English and Microsoft Office applications. 
Successful candidates must also possess the following minimal 
qualifications for respective positions: 


ENVIRONMENTAL SPECIALIST 
* University degree in environmental science or relevant area, 
Master's degree preferable. 


* Minimum 5 years of experience with environmental issues 
in infrastructure, energy, transport, manufacturing and 
telecommunications projects. 


* Experience in working with international organizations, 
agencies or bodies. 


* Excellent knowledge of environmental impact assessment 
and environmental auditing techniques. 


* Knowledge of environmental laws, norms and standards 
applicable in major markets. 


* Ability to develop and implement relevant policies. 


FINANCIAL OFFICER ~ LOAN ADMINISTRATION 
* Graduate degree in finance/economics/banking. 


* Minimum 5 years of experience with a major financial 
institution preferably ín loans administration. 


* Knowledge of processing basic types of international 
payments, 

* Good understanding of financial management, accounting 
procedures and controls, knowledge of computerized 
banking systems and accounting software. 


* knowledge of regulations regarding bank lending and legal 
enforcements for different types of securities for loans 
(pledges, mortgages, guarantees, etc.). 


* Experience in collateral management for loans is desirable. 


Interested applicants should send only the Standard Application: a 
Form (SAF) available on our web site http://www.bstdb.org, so 
that it is received at our address or faxes not later than c.o.b. 12 | 
August 2002. Position applied for must be indicated. All 
applications will be treated on a strictly confidential basis. No | 
applications will be accepted through e-mail, or in any format 
other than SAF, Applicants whose surname starts with the _ 
following letters should send their SAF to the corresponding fax 
numbers: +3031 0 290420 A-| (incl.j/+3031 0 290482 K-Q > 
(incl.}/+3031 0 286590 R-Z (incl). Address: Human Resources — 
Department, Black Sea Trade & Development Bank, = 
1, Komninon Street, 54624 Thessaloniki, Greece. $ 








More than enough to worry about 


ANKARA AND ISTANBUL 


Feuding politicians and a fragile economy in a place thatis strategically more vital 


than ever 


SMAN is not much interested in the 
interest rate on 238-day Treasury bills: 
over 75%, up from 50% two months ago. He 
has bigger worries. One, he couldn’t get 
aboard the overcrowded bus to his little 
self-built house, glued improbably to the 
rocky hillocks around Ankara, in defiance 
of the laws of gravity and the state. Two, as 
he explains via the German of a taxi driver 
returned from Essen, last year~when GDP 
fell by 7.4%—he lost his job, even though, 
officially, like his house, it didn’t exist. 
Why? He blames the government, a 
bunch of Americans called the IMF, some 
politicians, among them Kemal Dervis, 
minister of the economy and darling of the 
Fund and of western media. And the 
prime minister, Bulent Ecevit? Osman’s 
own German is sufficient for him and the 
lot of them: they’re kaput. And a country 
of 68m, a long-term ally of the West, in a vi- 
tal area, may be deep in trouble too, just 
when its recovering economy can’t afford 
political weakness and its key ally, the Un- 
ited States, wants its solid help against Iraq. 
Even before the 77-year-old Mr Ecevit 
fell ill, and, many thought, incapable of 


governing, two months ago, his three- 
party coalition was creaking. Mr Dervis 
was one reason. A non-party man, he was 
drafted in from a World Bank postin Wash- 
ington, in March 2001, after a monetary 
crisis provoked by a squabble between Mr 
Ecevit and President Ahmet Necdet Sezer. 
He has begun to put right the things—far 
deeper than a flurry in the markets—that 
needed it: notably the public-sector deficit 
and industries, and a weak, often misused, 
banking sector. He also added a strong 
voice to the many, in government as 








among the public, who see joining the 
European Union as the long-term answer 
to Turkey’s multiple woes. But the farther 
the country advanced on these roads, the 
unhappier some of the government's par- 
liamentarians became; mainly Mr Ecevit's 
Nationalist Action allies, but also some in 
his own Democratic Left and Motherland, 
the smallest party of the coalition three. 

Then Mr Ecevit fell ill. This accelerated 
plots already afoot to replace the National- 
ists with an opposition party, and the 
prime minister with—well, what about the 
foreign minister, Ismail Cem, thought, no- 
tably, Mr Cem? Two weeks ago, Mr Ecevit, 
sick or not, hit back: he gave Husamettin 
Ozkan, one of three deputy prime minis- 
ters and till then his faithful fixer, the push. 
A week later, after several ministers re- 
signed, and his own rank and file began 
fleeing the party, the crisis duly came. Mr 
Cem resigned. So did Mr Dervis, only to 
change his mind within hours under pres- 
sure from President Sezer and, covertly, 
Turkey's influential generals and the 
Americans. 

Messrs Ozkan and Cem announced 
they would start a new party. Mr Dervis 
said he was with them in spirit, if not yet 
the flesh. The Nationalist leader Devlet 
Bahceli asked, fairly enough, why the 
economy minister was still in the cabinet 
and declared his usefulness over. And the 
political shenanigans got into top gear. 
With further defections costing the gov- 
ernmentits majority, this Tuesday brought 
news of an early election, given parlia- » 



























> ment, meeting in September, approves. 

Misunderstanding-not only among 
foreigners—got into top gear too. Is the Oz- 
kan/Cem/Dervis "troika", acclaimed by 
some Turkish media, really a troika at all, 
let alone a party laden with policy pre- 
scriptions? Could it really sweep the coun- 
try? Given the shorttime they now have to 
organise, not even its leaders truly think 
so. Is Mr Dervis really "the messiah" as 
some  half-tongue-in-cheek journalists 
dub him? Well, he may have the right no- 
tions for the economy, but remember that 
only this spring, for a couple of months, a 
young diplomat, Mehmet Ali Bayar, late of 
New York, with the mini-party he had 
adopted, was being hailed by business as 
the new political wonder-man. 





Economic magicians needed 

Turkey could use some wonders. For all 
the energy and enterprise of people like 
Osman or the ex-émigré taxi-driver—more 
than 2m Turks now prove these qualities in 
Germany, no slackers’ paradise—its econ- 
omic woes can fill pages. For years it has 
run banana-republic levels of inflation: 
this year’s target is to halve the 12-month 
rise by December—to 35%. The public sec- 
tor in 2001 was 6-7% of GDP in surplus be- 
fore interest payments. Fine? No: massive 
debt and fierce interest rates meant an 
all-in deficit of about 16%. The Turkish gov- 
ernment pays far more (about seven per- 
centage points more on 10-year money) 
than the American one on such dollars as 
it can borrow. Real rates on domestic debt, 
mostly rolled over short-term, are wild: 
over 30% last year. Nice work if you have 
capital to lend; in contrast, by early this 
year, real wages in manufacturing had 
fallen 17% in 12 months, and (official) un- 
employment was up three points to 11.8%. 

These last few figures were the result of 
the IMF's fierce prescription to cure awful 
earlier statistics, the result of years of ne- 
glect, half-cures and sudden shocks that 
dashed the best intentions. The IMF 
agreed on a new prescription, sugared 
with dollars, with Mr Dervis soon after his 
appointment. A further dose came this 
February, with about $16 billion in 
standby credits, $12 billion of it new 
money. Because America needs Turkey so 
much strategically, it gets more IMF money 
than anyone else. 

In his 16 months Mr Dervis has done a 
lot, often against grumbles in cabinet: “The 
biggest structural changes we've ever 
seen," says one businessman. He has cut 
the central bank free from government, 
and let the lira float. Banks, often used as 
sources of easy credit for their industrial 
associates, have been fiercely audited by 
the banking regulator and forced to beef 
up their capital. Some were seized by the 
state and sold on. The latest to be grabbed, 
kicking and screaming, was Pamukbank, 
owned by the mighty Cukurova group. 





You don't pick a fight with Cukurova for 
fun. Other banks have been merged or, like 
one owned by Koc, another big conglom- 
erate, shoved into the cash-laden arms of 
foreign partners. Private-sector banking is 
certainly a lot more solid than it was. The 
odd array of state-owned banks is being re- 
structured for sale, one day: the first put on 
the market, last December, has yet to find 
buyers. Meanwhile, the state's Industrial 
Development Bank is arm-twisting 
heavily indebted companies and their 
bank creditors into deals that can get work- 
ing capital flowing again. 

The state's own industries have been 
pushed towards the real world: a crazy 
buying-up scheme for tobacco-growers 
has gone, and the state's monopoly drinks 
and tobacco "enterprise" is to be sold off. 
Ditto state sugar, also a monopoly, Turkish 
Airlines, and an oil refiner. Fixed-line tele- 
coms too, once they have been readied for 
long-overdue competition in, supposedly, 


2004. Electricity generation and distribu- 
tion are already being opened up, though 
the private sector is hardly rushing in. 

In public finance, discipline, of course, 
is the cry. Public services are to be slimmed 
and taxes—“high if you volunteer to pay 
them"—reshaped, simplified and, that old- 
est of reformers’ promises, better collected. 
Great, unless you are one of those directly 
affected. Mr Dervis's trouble is that some 
of his cabinet colleagues are: a bloated 
public sector or compliant state banks are 
nice places to find jobs for party suppor- 
ters or loans for pals. Mr Dervis's efforts 
increasingly ran into swamps or brick 
walls: a blazing row with the then trans- 
port minister last year, for instance, over 
plans for Turk Telekom. 

To business observers, Mr Dervis has 
achieved near-miracles. But they wouldn't 
bet much on his ability to go on doing so. 
"The secret is to make changes perma- 
nent," says one: "there is a tendency to 
slide back to the past." What he can now 
do before the election, let alone after, is 
open to doubt. This week, poor fellow, as 
the political storm clattered around him, 
he had to convince a visiting IMF team that 
reform was still on track. It had better be. 


Don’t even hint at the word “default”, but 
the Fund, though it still says Turkey will 
need only $4 billion from it over 2003 and 
2004, must have bad dreams in which the 
word slips out. 


The European dream, and its price 
Yet it is politics that rules: not just the elec- 
tion and after, but, above all, Turkey’s rela- 
tions with the EU. It wants a firm date for. 
the start of its access negotiations from the 
EU summit in December. Grant that, and 
the world will see Turkey set on the west- 
ern road of modernism, democracy, free- 
marketing and prosperity, and confidence 
will soar. Refuse it, and gloom will flood in 
while foreign investors, already notably 
scarce this year, will not. 

Yet here too the world misunderstands. 
Its faith in Mr Dervis's untried political 
skills may prove right. But the battle is no 
simple one between virtuous pro-western ` 
modernisers and baddies stuck with stat- 


ism, inward-looking nationalism or head- 
scarved Islam. You can be seriously Mus- .. 
lim, pro-EU andforfreespeechandhuman => 
rights, as two substantial parties are. You 
can be free-market and thoroughly 
nationalist. You can be nationalist and 
western-looking, secular and suspicious 
of democracy, as the generals are (though 
they are no monolithic block these days, 
another misunderstanding). 

The EU'S terms for starting to negotiate 
include, notably: abolition of the death 
penalty; an end to the state of emergency 
aimed at Kurdish terrorism in the south- 
east; and, most controversially, the right to 
broadcast in the Kurdish language and a 
proper place for it (meaning what? few 
agree) in education. Separately, Cyprusisa 
big hurdle. The Eu is ready—if not, Greece 
threatens to veto any expansion of mem- 
bership at all-to bring the divided island 
in, if it must, with the first wave of candi - 
date countries, even if the Greek Cypriots 
and Turkish ones cannot settle their differ- — 
ences. To most Turks, fed up with the issue 
though many are, this would be a slap in 
the face. For all their wildly overdone 
dreams of the economic joys of EU mem- 
bership, the 65-70% support that this now »» 


> 






has could crumble rapidly. 

There is talk now of legislating to meet 
the EU’s terms even before the election. 
Could be. The Nationalists will acquiesce, 
though basically they are against. The 
Democratic Left and its defectors are for, 
though Mr Ecevit's new foreign minister, 
till now minister for Cyprus, is a hardliner 
(a charge he denied this week in terms that 
proved it true). Motherland is dead keen. It 
sees the EU as a panacea. Give the Kurds an 
EU-enforced fair deal, and why would 
they want to separate? Bring Cyprus and 
Turkey in, and the island's squabbles 
would be “history” within 20 years, thinks 
Mesut Yilmaz, the party's leader, cheerily 
ignoring the several years which, at best, 
will lie between the two arrivals. Most of 
the opposition claims to be pro-Eu, includ- 
ing the big True Path party. The generals, 
though divided, mainly oppose conces- 
sions on Cyprus. Let alone to the Kurds: 
“We beat them, why butter them up now?" 
And, however “western”, they fear losing 
the wide (and constitutional) political 
power and the public funds (not to say tax 
privileges for Oyak, their own business 
conglomerate) that they enjoy. 

The result is a hodge-podge, and even 
this version is over-simplified. The picture 
is muddied still further by deep suspicion 
of the Eu's sincerity. Does it really want 
Turkey, in today's anti-Muslim and anti- 
immigrant climate? The Eu blames Rauf 
Denktash, the Turkish-Cypriot leader, for 
the stagnation, after six months, of the lat- 
est inter-communal talks in Cyprus. True, 
he is an obstinate old man, and the gener- 
als, who could arm-twist him, did so to get 
him talking at all, but gave him no map of 
how far to go. Yet, say the Turks, it takes two 
to disagree, and the EU, they argue, has not 
pushed the Greek Cypriots, promising 


Dervis and Cem, plotting hard 


them membership, deal or no deal. 


This confusion should be no surprise. 
The Eu issue is just today's face of much 
older history. Turkey was the centre of a 
great empire, now forcibly shrunk to its 
Eurasian rump; a once ruling people long- 
ing to be successful and be seen as such, 
yet knowing that they are neither. No 
wonder Turks fear the further "loss" of 
northern Cyprus-its territory, not just its 
people, who mostly, to judge from recent 
local elections there, are keener on a deal 
than Mr Denktash. Likewise Kurdish sepa- 
ratism. In neither case is there any Turkish 
version of the typical Briton's "can't be 
bothered" attitude to Northern Ireland. 

And what is it to be Turkish? Turkey, 
once the seat of the Muslim caliphate, was 
ruthlessly secularised and westernised— 
not just modernised, like 19th-century Ja- 
pan—by Kemal Ataturk not over centuries 
but within a few years. Is it Muslim? Or 
European? Can it be both? Does it want to 
be either? Is there a Turkish third way? 

These questions intrude even into 
power politics. Turks are not Arabs. Their 
state is not Muslim. They've no sympathy 
with Saddam Hussein or al-Qaeda. Their 
army is in bed with Israel's. They have few 
friends save America, and depend on the 
American-influenced IMF. Yet when Paul 
Wolfowitz, Donald Rumsfeld's number 
two, was in Ankara this week to sell the 
idea of an attack on Iraq, he surely learned 
that few prominent Turks think that wise, 
and fewer still want Turkish bases used for 
it, though most accept that a country so in 
hock to the rMr will ultimately acquiesce. 

The objections are practical. The Gulf 
war—which Turkey joined—cost it $50 bil- 
lion (or some blue-sky figure) in later lost 
trade, the Turks claim. Worse, the resulting 
poverty in their south-east fed Kurdish ter- 





rorism. Third, they are terrified of any post- 
war Kurdish state, or even autonomy, in 
northern Iraq. Mr Wolfowitz soft-soaped 
them. What he could not answer, and per- 
haps was not told of, was an unease of 
spirit that a good many ordinary Turks feel, 
not as liberals or bleeding hearts or anti- 
Americans, but as Turks. Yet if a post-Sad- 
dam Iraq were back to its normal trading 
self, Turkey could benefit enormously. 


The Erdogan phenomenon 

The most striking example of Turkish 
ambiguity is the party now far ahead in 
the opinion polls, with 20-25%: Justice and 
Development, whose Turkish initials, not 
by chance, spell ak—white, or pure. Much 
of its appeal is just that: most of the old 
parties are seen as corrupt. The establish- 
ment wants to pin that label on the Whites’ 
leader, Recep Tayyip Erdogan; a case 
against him, based on his years, 1994-99, as 
mayor of Istanbul, reached court on Wed- 
nesday. But his real crime is different: here, 
allegedly, is one of the dreaded Islamists. 

You might think so. The generals, in 
what one called the world's first post-mod- 
ern coup, eased out of power a govern- 
ment led by a veteran Islamic politician, 
Necmettin Erbakan, in 1997. His party was 
later banned, as was its successor, and 
many of the latter’s MPs defected to what 
is now Mr Erdogan’s party. But he fiercely 
denies the Islamist label, and others agree. 

The party, born last year, is one of con- 
servative Muslims, yes; his own upbring- 
ing and political background was indeed 
Islamic (though his sons are at college in 
America); but, says a keen observer, the 
Whites “have learned from experience, 
and the appeal of modernity, that the old 
political Islam has no future.” 

Visit the party headquarters, gleaming 
in a dowdy district of Ankara, and you 
could be in Europe: handsome young 
women, few of them trying and failing to 
conceal that fact with headscarves; bright 
young English-speaking aides—ambitious 
young American Republicans, you might 
think. Their leader is immaculately suited, 
elegant tie, striped shirt, his initials em- 
broidered on the cuffs. Yes, flatly, Turkey 
should join the EU, on EU terms. No, just as 
flatly, its women don't get the education 
and jobs they deserve. Yes to wide-ranging 
privatisation. No to what he says is the in- 
creasing secularist strictness, like the ban 
on female university students wearing 
headscarves. In crude sum, an American 
view of the secular state: freedom for reli- 
gion, not suppression. Yet is his party Is- 
lamic nonetheless? People have religions, 
he says; parties don't. 

Mr Erdogan would, say his critics. For 
good measure, they add that being, as he 
was, an effective mayor of Istanbul is no 
test of the knowledge or skills for national 
leadership. Given Turkey's plight, one can 
think of worse. m 





Sri Lanka 


Smiles that conceal the worries 


COLOMBO 


How the Tigers are taking advantage of a ceasefire 


T IS almost six months since the Sri Lan- 

kan government and the Tamil Tigers 
agreed to end the island's civil war. On July 
11th Yashwant Sinha, India's new foreign 
minister, made a quick visit to the island to 
inquire politely when peace talks are likely 
to begin. He is not the only one to be wor- 
ried. Despite the smiles of Mr Sinha and 
Chandrika Kumaratunga, the Sri Lankan 
president, in our picture, there is no date 
yet for the two sides to start to find a per- 
manent solution to a 19-year ethnic-based 
conflict that has resulted in some 60,000 
deaths. The talks were due to start in May 
but have been put off several times. Opti- 
mists hope for an August date, with the 
talks taking place in Bangkok. 

Optimists are also insisting that the 
ceasefire that accompanied a *memoran- 
dum of understanding" in February is 
holding. However, some 400 "incidents" 
have been reported to members of the 
Norwegian team that brought together the 
two sides and is now pressing for peace 
talks to start. Nearly all have been blamed 
on the Tamil Tigers. They include the mur- 
ders of political enemies and the forcible 
conscription of children for the Tiger bri- 
gades. A member of the Norwegian team 
based in Batticaloa, in eastern Sri Lanka, 
where the Tigers are strong, said that every 
morning parents of abducted children 
came to the team's office in tears. In the 
east too the Tigers seem intent on bringing 


the Muslim community there to heel. Mus- 
lims account for 8% of the island's popula- 
tion and are a resolute lot. Clashes be- 
tween Muslims and Tamils claimed 11 
lives in June. Muslims said the Tigers were 
to blame. This is a place where fighting 
could break out again. 

The delays to the talks appear to have 
been put to good use by the Tigers. The Ti- 
gers' leader, Velupillai Prabhakaran, has 
made it clear that he seeks a separate state 
for Tamils in the north and east of the 
country. It is difficult to imagine that any 
government of Sri Lanka could grant this 
in the face of opposition by the Sinhala 


majority. The most that is likely to be of- 


fered to the Tigers is an area where the 
Tamils would have a high degree of auton- 
omy, but with the central government in 
Colombo in overall control. 

However, Mr Prabhakaran appears to 
be in the process of creating a "shadow" 
Tamil state in areas under Tiger control. 
This has some resemblance to the statelet 
the Tigers once tried to create in the Jaffna 
peninsula before the government re- 
sumed control there. The name of their 
proposed state, Eelam, is on their notepa- 
per. Eelam has a flag and a national an- 
them. The Tigers have their own police, 
and enforce summary justice. They have 
set up banks, while a network of money- 
changers facilitates minor transactions. 
What they call a voluntary tax system is in 
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place for goods and services, and tax col- 
lectors are said to have little trouble with 
slow payers. 

All this is against the law. The central 
bank of Sri Lanka is the sole monetary au- 
thority in the island. The inland revenue is 
the sole authority for dealing with taxes. 
The government regards the Tigers' tax- 
ation as simple extortion. 

Still, not everything is going the Tigers' 
way. They want the Sri Lankan govern- 
ment to lift a ban on membership of their 
organisation. But even if the prime minis- 
ter, Ranil Wickremesinghe, agreed to this 
asa way to getting peace talks going, the Ti- 
gers would remain a terrorist organisation 
in the eyes of the United States and many 
other countries. 

Since the September 11th attacks on 
New York and Washington, bank accounts 
held by the Tigers in the United States and 
other countries have been tracked down 
and frozen. About $4 billion is believed to 
be being withheld from the Tigers around 
the world. The Tigers believe that if Mr 
Wickremesinghe can at least give them le- 
gitimacy in Sri Lanka, the money could be 
unfrozen. However, the prime minister 
does not want to be seen to be easy on the 
Tigers. He is aware that many Buddhists, 
who comprise about three-quarters of the 
population of Sri Lanka, are against peace 
talks at all. 

Senior Buddhist monks recently wrote 
to the government saying they feared that 
the Tigers' campaign for a Tamil state 
would lead to the extermination of Bud- 
dhism on the island. There are around 
50,000 Buddhist monks attached to about 
8,000 temples. They are powerful. The 
monks have their own networks and use 
them to combat any perceived threat to 
Buddhism. Mr Wickremesinghe comes 
from one of the leading Anglican families >» 








> in Sri Lanka, and does not want to be seen 
as unsympathetic to Buddhist views. The 
prime minister will also be aware that In- 
dia, the regional superpower, while want- 
ing peace in Sri Lanka, does not want it at 
any price. Mr Prabhakaran is still wanted 
by India to stand trial for complicity in the 
murder of Rajiv Gandhi, a former Indian 
prime minister. Any deal with the Tigers 
would have to approved by India. 

When the prime minister eventually 
meets Mr Prabhakaran at the negotiating 
table he will be encouraged that the Tigers' 
potential manpower is declining. Before 
the civil war began, the Tamils were 12% of 
the island's population. Since then almost 


500,000 Tamils have moved from the 
north for more profitable pastures over- 
seas, while 200,000 have sought refuge in 
southern Sri Lanka. As a result the Tamils 
are now only 8% of the population, the 
same as the Muslim community. This re- 
drawing of the ethnic map of Sri Lanka is a 
source of worry for Mr Prabhakaran. 

Another worry is the emergence of lo- 
cal warlords in the north challenging the 
Tigers power. The Tigers have enough 
fighters to cause trouble but not enough to 
police an area that amounts to about 13% 
of the island. This fact may be one of the 
better cards for the prime minister to play. 
He will need every one. & 








Japan 


Those dam 
politicians 


TOKYO 
A governor challenges the 
construction lobby 


A youngish politician wins of- 
fice and begins to break the rules. He 
promises to clamp down on public works 
projects, calling them a scourge rather than 
a cure for economic ills. When legislators 
with deep ties to the construction industry 
complain, he rejects consensus and con- 
tinues to talk tough. He seeks support from 
the media. Voters approve of his maverick 
approach. Finally, he braves a vote of no 
confidence. 

Has Junichiro Koizumi, Japan's prime 
minister, suddenly found his backbone? 
Alas, no. Instead, reformists must draw 
some hope from the drama playing out in 
Nagano, a rural prefecture north-west of 
Tokyo. On July 15th Nagano's governor, Ya- 
suo Tanaka, announced that he will take 
on the prefectural assembly, which passed 
a no-confidence vote against him earlier 
this month, by calling a fresh poll and ask- 
ing voters to re-elect him. 

Since winning office as an independent 
in 2000, 46-year-old Mr Tanaka, Japan's 
youngest governor, has consistently 
pledged to rein in public-works projects in 
his prefecture. He triggered his showdown 
with the assembly, and became the first 
prefectural governor in a quarter-century 
to lose a confidence vote, by announcing 
in June that he will halt construction on 
two dams in the prefecture. 

That decision infuriated Nagano’s as- 
sembly members, many of whom, as else- 
where in Japan, enjoy close ties to the con- 
struction lobby. Because the central 
government pays most of the costs, Japan’s 
profusion of highways, dams and bridges 
also tends to be a hit with rural voters, who 
have come to approve of the jobs and in- 
comes those projects bring to slumping lo- 
cal economies. 

After decades of runaway construc- 
tion, however, these monstrosities often 
serve little purpose after they are built, and 
have overwhelmed much of Japan’s natu- 
ral environment. A recent book on Japan’s 
concrete craze by Alex Kerr, “Dogs and De- 
mons: Tales from the Dark Side of Japan”, 
claims that the government has dammed 
all but three of the country’s 113 biggest riv- 
ers. Yet its enthusiasm for concrete is unap- 
peased: an anti-dam pressure group claims 
the government plans to build 500 more 
dams over the next 20 years. 

By contrast, the only flow that Mr Ta- 
naka wants to block is the river of concrete 
that has been inundating the countryside. 
A prizewinning author and social critic, he »» 
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has drawn on his personality and media 
Savvy to gain support from ordinary 
households. To demonstrate his openness 
as a politician Mr Tanaka moved his office 
to a glass-enclosed room on the ground 
floor, so that all who care to can watch him 
at work. 

Though he shares the prime minister’s 
personalised approach to politics, Mr Ta- 
naka’s firmness stands in stark contrast 
with the political bargains Mr Koizumi has 
struck. The prime minister also came into 
office pledging to rein in public works. Yet 
despite some budget cuts, he has done lit- 
tle to dismantle the political machinery 
that keeps churning out these projects. Per- 
haps predictably, Mr Koizumi's cabinet 
secretary, Yasuo Fukuda, criticised the Na- 
gano dispute this week, saying that “it 
would have been better...if the governor 
and the assembly had just talked to each 
other more”. 

Will Nagano's voters back their gover- 
nor's uncompromising approach? Mr Ta- 
naka was supported by two-thirds of those 
questioned in a survey after the no-confi- 
dence vote. Yet his critics in the prefectural 
assembly reckon that his flamboyant ap- 
proach may backfire with some voters. An 
important labour group that backed him 
two years ago seems unlikely to do so 
again. Moreover, the local economy is 
slumping badly after a public-works 
spending frenzy that accompanied Na- 
gano's hosting of the winter Olympics in 
1998. To those voters who are hooked on 
public works, the letdown may only stoke 
a craving for even more. 

The best guess is that the governor is 
likely to win re-election. And though he 
would still have to do battle with the same 
assembly, Nagano's voters have a golden 
chance to send a message: that in at least 
one little corner of Japan, it is possible to 
draw a line in the wet cement. m 





Fighting governor 


Why India did 
not bark 


DELHI 


Aftermath of the new attack in Kashmir 


I: THE militants who killed 28 people, in- 
cluding 13 women, in a slum near the city 
of Jammu in Indian-administered Kash- 
mir on July 13th had hoped to cause an es- 
calation in military tensions between In- 
dia and Pakistan, they failed. Pakistan 
immediately condemned the attack and 
denied any responsibility, while India 
carefully avoided blaming Pakistan for 
aiding the killers. 

This was in contrast to the situation in 
May, when the two nuclear powers came 
close to war after terrorists opened fire on a 
bus outside an army camp in Jammu, kill- 
ing over 30 people, mostly soldiers' wives 
and children. Atal Bihari Vajpayee, the 
prime minister, said India's soldiers 
should "prepare for a decisive battle" 
against terrorism, and Pakistani officials 
did not rule out a nuclear response. 

But India wanted to avoid war. It gam- 
bled that its coercive diplomacy and the 
risk of a nuclear war would compel the 
United States and Britain to force Pervez 
Musharraf, Pakistan's president, to with- 
draw support for the terrorists by ending 
infiltration into Indian Kashmir and dis- 
mantling terrorist camps near the frontier. 
The tactic worked, up to a point. Infiltra- 
tion decreased, but India says it increased 
again at the end of June. It says Pakistan 
has not tried to close down the camps and 
end support for terrorists who are already 
inside Indian Kashmir. India is also scepti- 
cal about Pakistan's denial of responsibil- 
ity for last weekend's killings. 

So why has India's response to the kill- 
ings been muted? Officials say they lack 
firm information about who was responsi- 
ble. But there are other, bigger reasons. The 
government knows that it cannot expect 
international opinion to swing into action 
against Pakistan every time there is a terro- 
rist attack, and that it will lose credibility if 
it repeatedly threatens a war that fails to 
materialise. There was yet another inci- 
dent this week, when Indian security 
forces exchanged fire with suspected mili- 
tants hiding in a mosque in Banihal. 

The government wants to concentrate 
on state-assembly elections in Jammu & 
Kashmir planned for September or Octo- 
ber, which, it hopes, will lower tensions. A 
relatively quiet period before the polls 
will, it is hoped, persuade Kashmir's scep- 
tical political parties to take part, and a 
credible number of people to vote. Arun 
Jaitley, a former law minister, was ap- 
pointed this week to start talks with politi- 


cal parties on giving the state more auton- 
omy. The state government has begun to 
face up to allegations of human-rights 
abuses by security forces. It admitted this 
week that forensic tests have shown that 
five alleged foreign terrorists, who were 
killed by security forces two years ago after 
35 Sikhs had been massacred, were inno- 
cent civilians. But sceptics in Kashmir said 
the announcement was an electioneering 
ploy. 

There is a risk that Mr Musharraf will 
be tempted to allow infiltrators to cross 
into Indian Kashmir and stage occasional 
terrorist attacks, on the assumption that In- 
dia will stay quiet. Bigger attacks could 
then be staged during and after the elec- 
tions which, India assumes, Pakistan will 
want to disrupt. 

This risk is expected to be discussed in 
talks that Jack Straw, Britain's foreign secre- 
tary, is due to have this weekend in Delhi 
and Islamabad, followed next week by 
Colin Powell, the American secretary of 
state. India's line is that it will not agree to 
talks with Pakistan until infiltration stops 
and terrorist camps are disbanded. It is 
sceptical about whether America and Brit- 
ain are willing to deal firmly with Mr 
Musharraf while they need his support for 
tackling al-Qaeda's wider international 
terrorism. But, India will tell the visitors, it 
will only be persuaded that Mr Musharraf 
is trying to stop terrorism if the Jammu & 
Kashmir elections are relatively free of at- 
tacks. Don't expect peace in the subconti- 
nent if the elections are disrupted. m 


China 
Don't call me a 
private eye 


BEIJING 
Investigators stay under cover 


Aen HAI, a former policeman, be- 
lieves China's entry into the World 
Trade Organisation will do wonders for his 
private detective agency. More foreigners 
doing business with China will mean 
more demand for a host of services that 
China's law enforcement agencies usually 
will not provide, among them background 
checks on prospective business partners, 
and investigations of insurance claims and 
trademark theft. 

But despite being a member of the 
World Association of Detectives (as a cer- 
tificate displayed in his office declares), Mr 
Yang is anxious to avoid the use of the 
word "detective" in connection with his 
business. A government directive issued in 
1993, though patchily enforced, bans any 
"private detective agency-like non-govern- 


mental organisation". In China, only the » 


> state has the power to investigate criminal 
activity. Instead, Mr Yang runs what he 
cautiously calls an “investigation service” 
for foreign and Chinese businesses. Chi- 
nese who buy life insurance in America, 
then make fraudulent claims on their re- 
turn to China, are among the targets of his 
inquiries. 

Mr Yang’s ten years as a policeman 
should have equipped him well to stay on 
the right side of China’s often blurry laws. 
They certainly helped him get established 
nine years ago, when he took “sick leave” 
from the force and set up an investigation 
service under the wing of a Beijing law 
firm, which provided him with his first 
cases. A year later, his police supervisor, 
worried about Mr Yang’s prolonged 
moonlighting, told him to return to work 
or resign. “You need a lot of resolve to quit 
a government job,” says Mr Yang. But the 
market beckoned. He resigned and set up 
the Steele Business Investigation Centre, 
with the help of two other ex-cops. 

Mr Yang is one of the few in this fast ex- 
panding business in China willing to iden- 
tify themselves publicly. His company 
even has its own website. Most others 
prefer to advertise in local newspapers, of- 
ten targeting a useful potential clientele: 
women whose partners have been un- 
faithful. China’s economic reforms have 
created a growing middle class, many of 
whose male members travel frequently on 
business. Their mobility gives them 
greater opportunities for affairs. 

A new provision in China’s marriage 
law adopted last year allows women to 
sue their husbands if an affair leads to their 
divorce. Advertisements abound for “law- 
yer’s offices” specialising in “marital inves- 
tigations”. The official Chinese media of- 
ten portray these as shady operations. 
They may have a point. “I learn about the 
law on the job,” admits one investigator 
who handles marital cases. He describes 
himself as a private entrepreneur who, 
among other things, dabbled in petty 


smuggling before setting up his agency last 
year. He asked not to be named. 

The industry received a boost in De- 
cember when the Supreme People’s Court 
ruled that legally obtained clandestine re- 
cordings made by private citizens would 
henceforth be admissible in court in civil 
cases. Legal experts believe this should ap- 
ply to evidence gathered by private detec- 
tives by filming, photographing and re- 
cording their targets in public places or, 
with permission from a chief occupant, in 
private residences. “This has made room 
for the development of private detective 
agencies,” says He Jiahong, of People’s 
University in Beijing, who estimates that 
several hundred such companies have 
been established over the past decade. 

Foreign companies have also been 
making inroads into the Chinese market, 
offering investigations into copyright and 
trademark violations and due diligence 
checks. But they avoid registering them- 
selves as private investigators, using in- 
stead such labels as “business research” or 





“consultants”. But the government turns a 
blind eye, aware of the necessity of giving 
foreign companies in China the means to 
protect their commercial interests. “It’s not 
reasonable to put a complete stop to priv- 
ate investigations,” says Mr He. “The state 
can’t take care of all these things.” 

The state, as always, is fearful of ceding 
its jealously guarded privileges to ordinary 
citizens. Few expect the government to 
give explicit sanction to private investiga- 
tors any time soon. To do so could em- 
power citizens to find out more than the 
government wants them to know. Much 
commercial wrongdoing (and marital infi- 
delity) involves government and Commu- 
nist Party officials. In criminal cases, giving 
ordinary citizens the power to gather evi- 
dence would considerably weaken the 
party’s sway over the country’s legal appa- 
ratus. Mr Yang, running his “investigation 
service”, has strong advice to any Chinese 
gumshoe who dares call himself a private 
detective: it would delay official recogni- 
tion of the business for years. @ 


United States 





Another bad week for George Bush (1) 


There must be some way out of here 


WASHINGTON, DC 


Americans are losing confidence in the economy. Can George Bush stem the slide? 


HESE are not happy times for the 

White House. Share prices are tum- 
bling, consumer confidence has fallen 
sharply and George Bush's own approval 
ratings seem to be heading down. For an 
administration haunted by the ghost of 
George Bush senior, whose defeat in 1992 
was blamed on a sluggish economy, the 
parallels are becoming painful, not least 
because the current president's efforts to 
reassure Americans are also falling flat. 

Mr Bush's trip to Wall Street to preach 
about corporate ethics was widely de- 
rided as too little, too late. This week's fol- 
low-up, a hastily-arranged pep talk on the 
economy in Alabama, proved another 
embarrassment. "This economy is coming 
back," boomed Mr Bush. "That's the fact." 
Meanwhile, in one of Wall Street's more 
dramatic days, stockmarkets slumped 
(though they recovered somewhat after he 
finished). It was all too close to Herbert 
Hoover, who famously proclaimed Amer- 
ica's economy to be on a "sound and 
prosperous basis" in October 1929. 

Judging Mr Bush's words by short-term 
movements in share prices is, of course, 
neither fair nor useful. The real questions 
are whether the White House has correctly 
diagnosed what ails the American econ- 
omy, and whether its policies are right. 

Mr Bush's basic contention is that the 
fundamentals of the American economy 


are in good shape. This was also the mes- 
sage of Alan Greenspan, chairman of the 
Federal Reserve, in congressional testi- 
mony the following day. At first blush, 
they have a point. Inflation is low and pro- 
ductivity growth remains surprisingly ro- 
bust. Much of the excess investment that 
firms had built up during the boom has 
been worked off. Consumer spending re- 
mains surprisingly solid. Retail sales, for 
instance, rose 1.196 in June, far faster than 
analysts were expecting. The Fed has 
raised its forecast for economic growth in 
2002 to 3.5-3.75%. 


i Who's hurting now? 
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Yet despite these apparently good fun- 
damentals, consumers are worried. The 
University of Michigan's consumer-confi- 
dence index fell sharply in July, to levels 
last seen in November. The main reason, 
of course, is the stockmarket slide (see page 
61). Over the past two weeks alone the 
Dow Jones Industrial Average has fallen 
by 6%. The s&P 500 has dropped to levels 
not seen since October 1997. The technol- 
ogy-laden Nasdaq index is 72% below its 
peak in March 2000. 

In large measure, this slide is the defla- 
tion of the 1990s bubble, a point Mr Bush 
himself hinted at: “America must get rid of 
the hangover that we now have as a result 
of the binge...we just went through," he 
said in Alabama. But it has clearly been ag- 
gravated by the slew of corporate scandals 
and the loss of investor confidence. 

Sliding equity prices could begin to 
hurt those fundamentals, promoted so 
assiduously by Messrs Bush and Green- 
span. Household saving, in particular, 
may be found wanting as Americans re- 
evaluate what they can expect from their 
retirement portfolios. That suggests a pro- 
tracted spell of sluggish, rather than bu- 
oyant, consumer spending. Capital invest- 
ment could also suffer, if firms become 
more cautious about borrowing. 

Unfortunately, there are scant signs 
that the administration will help counter 
this. In his Alabama speech, Mr Bush 
promised an “agenda for long-term 
growth". This encompassed: fiscal policy 
(he wants to make his tax cut permanent, 
whilst forcing Congress to hold the line on 
spending); trade policy (he urged Congress 
to grant him “fast-track” authority to nego- 
tiate trade agreements); corporate reform 
(he touted his new Corporate Fraud Task 
Force, promised more money for the Se- » 
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> curities and Exchange Commission, and Another bad week for George Bush (2) 


urged Congress to send him an account- 
ing-reform bill before August); boosting 
accountability in schools; and terrorism- 
risk insurance. 

This grab-bag of assorted policies 
hardly constitutes a post-bubble economic 
agenda. Even if you thought it did, once 
you start going through the individual bits, 
the progress is patchy. For instance, the 
Senate certainly passed a tough corporate- 
reform bill on July 15th, and Mr Bush wel- 
comed it. The next day Republicans in the 
House of Representatives promised to di- 
lute many of the measures in the Senate 
bill (though they did agree to stiffer sen- 
tences for corporate criminals). 

Nor do the prospects for trade policy 
look good. The Bush team has been push- 
ing Congress for fast-track authority for 18 
months. Legislation squeaked past the 
House of Representatives last December 
and the Senate in May. But reconciling the 
two bills has been difficult. If Congress 
does not get round to voting on fast-track 
by the August recess, the proximity of the 
mid-term elections in November suggests 
that the politically sensitive trade bill has 
little hope. 

The biggest and most intractable pro- 
blems, however, concern fiscal policy. No- 
body seems to have absorbed how a post- 
bubble environment might influence the 
budget. On July 12th, the Bush administra- 
tion announced that the federal govern- 
ment would run a deficit of $165 billion 
this year, compared with an earlier fore- 
cast of $106 billion made in February 
2002. Although the economy has grown 
faster than expected since February, tax 
revenues have plummeted. Much of this 
revenue drop is due to the stockmarket, as 
individuals' capital gains have turned into 
losses. If the bear market lasts, so too will 
those revenue shortfalls. 

In these conditions, Mr Bush’s main fis- 
cal policy—that his 2001 tax cuts, ostensi- 
bly to be reversed in 2010, should be made 
permanent-is hard to justify. If demand 
weakens substantially, there may be à case 
for more tax cuts (or spending) today. But it 
is hard to see the fiscal wisdom in making 
future tax cuts permanent at a time when 
revenues are so uncertain. 

On spending, blame needs to be di- 
vided between the White House and Con- 
gress. Mr Bush talks tough on spending. He 
has threatened to veto a $27 billion supple- 
mental budget bill that Congress has 
larded up to $31 billion. However, by 
agreeing to far larger, and permanent, ex- 
penditures (such as the massive farm bill) 
Mr Bush has lost the moral high ground. 
Congress, in turn, is closely divided, and 
short on any procedural systems for fiscal 
discipline. Finger-pointing and partisan 
bickering are far more likely in Washing- 
ton than the confidence-inspiring policies 
that America's economy needs. m 


What did he do? 


WASHINGTON, DC 
The whiff of cronyism surrounds the 
president's past business deals 


T Dow Jones Industrial Average is not 
the only thing looking like a punctured 
balloon. The air may be hissing out of 
George Bush's poll ratings, too. 

Zogby International, a polling firm; 
says that only 62% of those it asked now 
think his performance "positive", the low- 
est figure since September 11th. To be fair, 
another poll, for the Washington Post, 
shows his approval rating almost un- 
changed at 72%. But the omens are not 
good. Thomas Riehle, the president of an- 
other polling outfit, Ipsos-Reid, points out 
that the number of Americans saying 
things are on the wrong track outnumber, 
for the first time this year, those who think 
things are going the right way. Fewer than 
half say they would re-elect Mr Bush if a 
presidential election were held today. 

The revelations about the president's 
involvement in unsavoury business prac- 
tices a decade ago have aggravated this 
vulnerability. The most commonly men- 
tioned name is Harken Energy, a Texan 
firm where Mr Bush was a director. 

In 1990, Mr Bush failed to obey the let- 
ter of the law in not reporting on time the 
sale of Harken shares. His excuse is that the 
lawyers ate his paperwork. In 1989 Harken 
partly obscured its real financial position 
by selling a subsidiary at a healthy profitto 
a group of Harken executives who bor- 
rowed some of the money for the pur- 
chase from the company. The Securities 
and Exchange Commission required Har- 
ken to restate its earnings. Mr Bush also 
bought some Harken shares using "sweet- 
heart" loans from the company itself, a 
practice he now says should be stopped. 
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Some of his best friends are auditors 


“lock-up letter”, promising not to sell for 
six months after a proposed public offer- 
ing. His spokesman says the promise did 
not stand when the public offering failed 
to go through. 

None of this seems to be a WorldCom- 
class example of bilking the shareholders. 
There are two more worrying things for 
the White House. The first is an SEC inves- 
tigation into what went on in the 1990s at 
Halliburton, an oil-services company, 
when Vice-President Dick Cheney was its 
boss. The firm used an accounting change 
to count as earnings a portion of income 
on some projects in dispute. Mr Bush has 
already been pushed into insisting that Mr 
Cheney will be exonerated. Whatever 
happens, Mr Cheney must regret his com- 
ments about his firm’s accountants (wait 
for it), Andersen: “One of the things I like 
that they do for us is that...I get good ad- 
vice...over and above the normal by-the- 
books audit arrangement.” Whoops. 

The second problem for the White 
House is that Mr Bush seems to have bene- 
fited from what Americans excoriated dur- 
ing the Asian financial crisis as “crony cap- 
italism”. Mr Bush’s fortune came not from 
Harken but from his share in the sale of the 
Texas Rangers, a baseball team in which he 
invested using Harken shares as collateral. 
Three questions arise. 

First, Mr Bush’s stake in the team was 
1.8%, which should have given him $4.5m 
from its sale. In fact he got $14.9m, because 
his partners gave up some of their share. 
As Paul Krugman, a columnist on the New 
York Times, points out, Mr Bush was then 
governor of Texas. Was this unethical? 

Second, the price of the Texas Rangers 
soared partly because it got anew stadium 
built largely at taxpayers’ expense. This 
was approved by local voters, but lawsuits 
allege that some of the land purchases in- 
volved were illegal. Is that true? 

Third, the Rangers’ buyer was Tom 
Hicks. As part of his “privatisation” of the 
management of the University of Texas's 
huge endowment, Mr Bush changed the 
rules so that the fund merely needed to re- 
port its overall performance, not the de- 
tails of each deal. Mr Hicks was the head of 
the investment firm that managed UT’s 
money. Was there any link between this 
and the purchase of the Rangers? 

Without more evidence, one has to as- 
sume the answer to all these questions is 
no. Moreover, many other politicians, 
Democrats as well as Republicans, have 
equally questionable episodes in their 
pasts, and worse things have doubtless 
gone on in Texas. Still, Mr Bush is a special 
case. He came into office promising to 
“change the tone” of Washington. His 
business travails are undermining his pro- 
mise, and may yet cause Americans to see 
him as "just another politician". = 
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John Walker Lindh 


A murky end 


MILL VALLEY, CALIFORNIA 
The “American Taliban" pleads guilty, 
up to a point 


D THE afternoon sun, the little mosque in 
the Mill Valley Islamic Centre was de- 
serted. The day before, on July 15th, its 
most notorious former congregant, John 
Walker Lindh, had pleaded guilty to two 
charges brought against him by the Ameri- 
can government after he had been discov- 
ered, carrying two grenades and a rifle, 
among captured members of the Taliban 
in Afghanistan last December. The hush 
around Mr Lindh's former haunt fits the 
anti-climactic conclusion of his case. 

For serving the Taliban and for carrying 
explosives, Mr Lindh will receive two con- 
secutive ten-year sentences. He has agreed 
to co-operate with the government's inqui- 
ries, and to drop any claims that he was 
mistreated while in military custody in Af- 
ghanistan. For its part, the government 
dropped nine other charges, including sev- 
eral that could have carried life sentences, 
and agreed to consider letting him serve 
his sentence in a prison close to his family, 
who still live in northern California. Nei- 
ther side was keen to proceed to trial: Mr 
Lindh wishing to avoid life in prison, the 
government to avoid scrutiny of its intelli- 
gence-gathering. 

Some of Mr Lindh's former neighbours 
in Marin County, a famously liberal pocket 
of northern California, would have wel- 
comed such scrutiny of the military-indus- 
trial complex. Suspicion of what the gov- 
ernment is up to comes naturally at the 
Pleasure Principle, a Mill Valley store that 
invites patrons to "think interdimension- 
ally—but shop here”. Peering between the 
shop's clutter of marijuana pipes, pornog- 
raphy and stacked newspaper cuttings, a 
self-proclaimed “abstract writer and poet” 
frets that Mr Lindh’s lawyers were not 
given a chance to interview other Taliban 
prisoners held at America’s military base 
in Cuba. Mr Lindh is a “poor, misguided 
klutz”, reckons a retired teacher, but his 
crimes were no worse than those of the 
government, which formerly gave aid to 
the Taliban in its efforts to eradicate opium. 

The same point is made by Ebrahim 
Nana, a director of the Islamic Centre, who 
reports little surprise about the sentence. 
He sees gloomy confirmation of what he 
claims is the government's systematic bias 
against Muslims (though he acknowledges 
that local people have been enormously 
supportive since September 11th), Mr 
Lindh, whom Mr Nana remembers as an 
idealistic teenage convert, did nothing 
wrong, he thinks; it was his naivety that 





Marin man 


got him into a tangle. 

Even in Marin, there are people who 
feel fury against Mr Lindh. Naive he may 
have been, argues one man at the Pleasure 
Principle, but at some point in his quest he 
should have realised that he was being 
asked to turn on his fellow Americans. For 
that, 20 years is a lenient sentence. 

A trial would have cast more light on 
Mr Lindh's strange progress from bosky 
Marin County to the grim mountains of 
Afghanistan. But legal calculations have 
trumped dramatic satisfaction. Americans 
will have to wait for future trials to explore 
the murky borderland between violent 
treachery and acts justified by war. m 


The International Criminal Court 


Both sides lose 


In the end, America retreated a 
little-but nobody is particularly happy 


DS all good diplomatic compromises, it 
allowed both sides to claim some sort 
of victory-if they wanted to, that is. 
Weeks of bitter wrangling between Amer- 
ica and its allies over the newly estab- 
lished International Criminal Court came 
to an end on July 12th, when the United 
Nations Security Council unanimously 
passed a resolution extending temporary 
immunity from the court's jurisdiction to 
America's UN peacekeepers. 

The United States had shocked friends 
and foes alike when it threatened to veto 
the routine renewal of all uN peacekeep- 
ing missions, beginning with the mission 
in Bosnia, if the Security Council did not 
grant all UN peacekeepers a permanent 
immunity. The court's supporters on the 





council dug in their heels and refused to 
pass such a resolution. They were backed 
by all other council members, including 
even Russia and China, who themselves 
show no signs of joining the court. 

The compromise eventually agreed 
was a resolution brokered by Britain. It ex- 
tends immunity for 12 months to all sol- 
diers or officials, from countries which 
have not ratified the treaty, who are in- 
volved either in UN missions or those au- 
thorised by the UN. This covers most inter- 
national interventions. 

America can claim to have gained pro- 
tection for its personnel from politically 
motivated prosecutions by the court. It had 
originally sought permanent immunity, 
then a 12-month immunity that would be 
extended automatically, forever. Instead, 
ithas had to settle for an immunity that re- 
lies on a specific provision of the court's 
treaty, and which has to be renewed by the 
council every 12 months. This means that 
any one of the council’s five permanent 
members could veto a renewal, though 
this looks unlikely after all the fuss. 


End of round one 

Following the clash, feelings remained raw 
on both sides. While claiming to have won 
a “degree of protection” for Americans 
serving abroad, John Negroponte, Amer- 
ica’s UN ambassador, remarked that 
"should the [court] eventually seek to de- 
tain any American, the United States 
would regard this as illegitimate—and it 
would have serious consequences. No na- 
tion should underestimate our commit- 
ment to protect our citizens." 

The court's supporters insisted that it 
already features plenty of protections 
against frivolous prosecutions, and that 
the chances of any country's peacekeepers 
being prosecuted were virtually nil. What 
America had really been trying to do, they 
claimed, was to wreck an institution 
which it cannot control. “This is a sad day 
for the United Nations," declared Paul 
Heinbecker, Canada's UN ambassador, 
after the Security Council vote. European 
ministers grumbled about American bul- 
lying. A coalition of human-rights groups 
complained that the council's compro- 
mise resolution twisted both the court's 
treaty and the UN charter. 

Conflict over the court is unlikely to go 
away. The court has pretty wide support. 
The treaty establishing it has been ratified 
by 76 countries, including all members of 
the European Union, Canada, Australia 
and New Zealand. Since 1998, when the 
treaty was agreed, the court's backers have 
been trying quietly to soften America's op- 
position into indifference. Some even 
imagined that once the court had proved 
its worth, for instance by putting on trial 
an obvious villain, America might even 
decide to join itself. That now looks a for- 
lorn hope. @ 


Rebuilding lower Manhattan 


Six of the best? 


NEW YORK 
What next for Ground Zero? 


ECIDING what to do with the 16-acre 

site on which the World Trade Centre 
once stood is being called the most sensi- 
tive question that New York city has ever 
faced. This week, after months of discus- 
sion, the Lower Manhattan Development 
Corporation (LMDC), which is responsible 
for the site, at last unveiled six designs. 
These have whipped up a tidal wave of 
comment, not all of it kind. More than 40m 
people tried to view the plans on the 
LMDC's website, overloading its server 
and slowing Internet traffic throughoutthe 
north-eastern United States. 

Yet the biggest complaint to emerge 
about the plans is that they are too boring. 
Each includes a space for a memorial to the 
victims of September 11th, whose design 
will be chosen in another international 
competition. And each contains as much 





Come in, number three 


space for offices, hotels and shops as ex- 
isted before the attack. The funkiest of the 
designs, known rather unfunkily as con- 
cept number three or Memorial Triangle, 
boasts an 85-storey tower that, with a 
broadcasting spire on top, could exceed the 





height of the former 110-storey twin 
towers. Most, however, are more modest 
than that, proposing between four and six 
smaller towers. The most popular of these 
in an early newspaper poll, concept num- 
ber six or Memorial Promenade, features a 
grass park that would lead all the way 
down to the waterfront. 

The plans, it is said, look a bit samey. 
This may be because they have all 
emerged from the same firm of architects, 
Beyer Blinder Belle (which did a nice job 
with Grand Central station). The LMDC’s 
aim was to set a broad master-plan, and 
then let architects compete with innova- 
tive designs for the actual buildings (Beyer 
et al will be excluded from that part). Any- 
way, none of the concepts is expected to 
materialise in its drawing-board form. By 
September the six contestants will have 
been reduced to three; a winner will be an- 
nounced in December. 

That choice will be made by the LMDC 
in consultation with the Port Authority, 
which owns the site, and a series of other 
interested parties, from the mayor to the 
general public. One big squabble will be 
over whether it is right to cram so much 
commercial space into an area that has 
been losing business for some time. It took 
years for the original Trade Centre to be- 
come profitable, and there are now fears of 
a creating a colossal white elephant. Plans 
to develop a transport hub are popular. 
Butevery New Yorker worth his bagel with 
cream cheese and lox has an idea about 
what the memorial should look like. 

So far the tmpc’s chairman, john 
Whitehead, has done a good job of keep- 
ing people together. But he will have his 
work cut out to keep this up. One leading 
New York politician jovially forecasts a 
long and bitter struggle, with all but the 
winner being cast cruelly aside. And that's 
if things go well. = 
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Senior service 


WASHINGTON, DC 
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Old people looking for cheap drugs have found them at veterans’ hospitals 


ESPITE a $50 billion budget and 

220,000 employees, the Department 
of Veterans’ Affairs gets hardly any public 
attention. A decade ago, a Senate aide fam- 
ously compared visiting the department to 
Jules Verne’s “Journey to the Centre of the 
Earth”. Now it seems that another group of 
explorers has discovered the department: 
old people needing prescription drugs. 

The department, known just about ev- 
erywhere as the VA, oversees compensa- 
tion programmes for retired servicemen 
and women. It has long been one of the 
best protected fiefs in Washington: ex-ser- 
vicemen’s lobbies are extremely powerful 
and few politicians want to be seen cutting 
support for men who have served in war. 
Yet the department now offers a good ex- 
ample of how a problem can move around 
the federal government-in this case from 
the failing Medicare system, the health- 
insurance programme for all elderly Amer- 
icans, to the more sprightly vA system. 

Since 1995, the v A's health-care system 
has seen an unexpected 46% jump in the 
number of patients making use of its ser- 
vices. For that it has to thank a package of 
laws passed in 1996. These smartened up 
the vA's 163 hospitals and broadened the 
services the department offers (including 
out-of-hospital care). The laws also made 
every one of the country's 25m ex-service- 
men eligible for comprehensive care. Pre- 
viously the service had been available 
only to poor and disabled vets whose 
health problems were a consequence of 
their time in military service. 

From à financial point of view, this gen- 
erosity was ill-timed. The largest group of 
living vets, from the Vietnam era, was then 
reaching illness-prone middle age, and the 
second-largest group, from the second 
world war, was beginning the equally 
costly process of dying. 

The late 1990s were also a time when 
prescription-drug costs rose steeply for old 
people—particularly America's 9m ex-ser- 
vicemen over the age of 65. The Medicare 
system covers medicine costs only for 
older Americans in hospital. With most 
private insurance plans demanding that 
people pay $10-40 per prescription and 
imposing all sorts of conditions, the vA's 
$7 for prescriptions started to look attrac- 
tive. In the pastfive years the proportion of 
VA patients looking primarily for cheap 
drugs has increased from 2% to 21%. 

Both parties are committed to expand- 
ing the Medicare system, but they cannot 


agree how to organise it or pay for it. The 
House passed a bill last month, and the 
Senate is debating the medicine issue this 
week. But none of the proposals is likely to 
become law in this election year. And, 
even when a law eventually emerges, it 
will hardly save the vA: any Medicare 
cover plan would find it hard to compete 
with $7 prescriptions. 

So, unless the vA once again decides to 
pick and choose between the veterans it 
covers (something it is loth to do), it will 
have to start cutting services. In May the 
under-secretary for health in the vA, Rob- 
ert Roswell, gave warning that the vA 
might have to shift money to pay for cheap 
drugs from that allocated to its traditional 
patients, such as paraplegics. 


Cash for pills 

Three other ways to save money present 
themselves. The most dramatic would be a 
long-mooted merger with the Department 
of Defence's health system. Both depart- 
ments have always dismissed the idea. 
Military hospitals say they have to be 
ready to look after an army at war; the vA 
is closer to traditional patient care. On the 
other hand, the two departments often op- 
erate hospitals and clinics within a few 
miles of each other: why not share medical 
equipment, neurosurgeons and bed 
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space? A presidential task-force looking at 
this will report later this month. Congress 
also wants to start some pilot schemes. 

A second way to save money would be 
to get rid of excess hospital space. Three 
years ago, a General Accounting Office re- 
port found that the va was spending one 
in every four of its dollars maintaining its 
“medical infrastructure”, particularly in 
northern states that have lost patients to 
the warmer south. Attempts to redress this 
balance have been fought by suspicious 
veterans’ interest groups. Frederick Mal- 
phurs, the va man in charge of the assess- 
ment process, stresses that his aim is not to 
bring in bulldozers, but to rent out extra 
space to research organisations and priv- 
ate-sector hospitals. 

The third possible source of cash is the 
new Department of Homeland Security. 
The vA is already part of the National Di- 
saster Medical System and is the official 
caretaker of the national vaccine stockpile. 
It now thinks it can play an even bigger 
role, not least because the entire network is 
under the command of the federal govern- 
ment. In late May the House of Represen- 
tatives passed a $100m bill to set up four 
VA research centres on chemical, biologi- 
cal and radiological threats. The Senate is 
making headway on a similar bill. 

Even if all three of these ideas were put 
into effect, they might not produce enough 
cash to cover the drug bills. Some argue 
that Congress should simply pay for veter- 
ans’ drugs through the va: after all, its big 
chain of hospitals can get the pills at 
cheaper rates than Medicare. Others may 
wonder how on earth a department that 
was supposed to look after battered old 
soldiers is becoming a cheap pharmacy for 
retirees in Florida. m 





Battle honours include Merck, Pfizer and Glaxo 





we 


T HAS G spent the past decade deifying business people, 
Americans are now bent on demonising them. Chief execu- 
tives have been flung into the national dog-house to gnaw the 
bones left behind by paedophile priests and pestilential tele- 

_ marketers. More than seven in ten Americans tell opinion poll- 
-sters that they distrust the bosses of large companies. A short 
|. . passage attacking selfish corporate bosses is now de rigueur in 

political speeches on any subject, in much the same way that 
politicians of all sorts once dragged the Internet into everything. 
This is hardly surprising. It is disturbing to see chief execu- 
tives earning 300 times more than shop-floor workers. (Pierpont 
Morgan thought that the ratio should be no more than 20 to 
one.) It is nauseating to see bosses who have ruined their com- 
panies gorging themselves on stock options. But let's not get car- 
ried away. Seeing nothing but clay feet in those Gucci loafers is 
almost as foolish as idolatry. If American businessmen lead the 
| -. world in filling their own pockets, they also lead the world in re- 
- . turning their wealth to the society that helped to produce it. 
The landscape of America is littered with monuments to 
^ business philanthropy. Look at great universities like Stanford or 
. Chicago. Or great art galleries like the Getty or the Frick. Or great 
medical institutions like Rockefeller University. Every one of 
them is the product of a large private fortune translated into a 
large public good. Andrew Carnegie and John D. Rockefeller 
were hard-faced men who destroyed their competitors and 
crushed trade unions. But they were also great philanthropists. 
Carnegie's dictum that "the man who dies rich dies disgraced" 
created a fashion among his fellow robber-barons for pouring 
money into universities, art galleries and medical schools. 
For better or worse, this philanthropy has allowed America 
' to tackle its social problems without building a European-style 
welfare state, and to embrace modernity without abandoning 
its tradition of voluntarism, decentralisation and experiment. 
The country did a remarkable job of creating a national infra- 
structure before the introduction of the federal income tax in 
1913. And, even as the federal government grew, boosted by war, 
depression and idealism, America was careful not to allow the 
public sector to crowd out the voluntary one. 
Contrary to those speeches from Washington, DC, the 1990s 
were not just about greed. The 1990s malefactors of great 


Thereisalittle moreto American business life than selfishness and greed 






















wealth, in Teddy Roosevelt's phrase, may not have matched the 
generosity of their antecedents—not least because many of them 
were still very young. But they made a start. Bill Gates's endow- 
ment is now worth $24 billion. Ted Turner pledged $1 billion to 
the United Nations. Gifts of $100m or more went from being rar- 
ities to regular occurrences. Only the other day David Geffen, a 
music mogul, gave $200m to the UCLA medical school. 

Anyone who thinks that there is nothing to American bosses 
other than unbridled greed should consider the example of Gor- 
don Moore of Intel. Last year Mr Moore and his wife gave away 
$5.8 billion to their family foundation, as well as $300m to the 
California Institute of Technology, dethroning the Gates family 
as the country's most generous philanthropists. Having spent 
most of his life building up Intel, Mr Moore, a famously modest 
sort, now wants to devote the bulk of his fortune to protecting 
the environment and promoting health care. 

The idea that wealth entails responsibility goes much deeper 
than billionaires. The richer Americans become, the higher the 
percentage of their incomes they are willing to give to charities. 
Americans with a personal fortune of $10m or more give away 
about 9% of their income a year, according to the Social Welfare 
Research Institute at Boston College; those worth $5m-10m give 
away 4.8%; and those worth $1m-5m give away 3.8%. (The aver- 
age for the country is 2.2%.) American philanthropic contribu- 
tions accounted for 1% of national income, compared with 
between 0.2% and 0.8 % in Europe. The “wealth hurdle” for "seri- 
ous acts" of philanthropy, such as setting up a private founda- 
tion, is $20m in America, compared with $100m in Europe. 


More is Moore's law 

Relying on philanthropy is a pretty roundabout way of provid- 
ing social goods. Some donations do look a little eccentric: wit- 
ness the Californian couple who last year contributed $37m to a 
charity for homeless and injured animals, inspired by their min- 
iature schnauzer. But the American system has virtues as well as 
vices. America's universities are gleaming palaces next to Eu- 
rope's nationalised slums. America leads the world in medical 
research. The traffic in talent-in academics, scientists and art- 
ists-is all flowing in America's favour. 

The American system is enormously creative: think of 
George Soros's efforts to help the post-communist world adjust 
to capitalism. The American system has also allowed the coun- 
try to escape from the excessive centralisation of much of Eu- 
rope. Two of last year's biggest charitable bequests will benefit 
Greenville, South Carolina, and Birmingham, Alabama. 

What does America's great tradition of business philan- 
thropy tell us about the current brouhaha over corporate mal- 
feasance? First, that George Bush is not necessarily wasting his 
time in appealing to business people's better natures. America's 
philanthropic tradition owes far more to social pressure and 
genuine altruism than it does to tax breaks or government bully- 
ing. And, second, that the current controversy will probably 
strengthen the charitable impulse. In the short run, the rich will 
probably have less spare cash to pour into their foundations; in 
the longer run, they will probably redouble their charitable 
works, just as the robber barons redoubled theirs as the tides of 
Progressivism rose. If things go well, the current shake-out 
should provide America not just with more honest corpora- 
tions, but also with rich businessmen who take their social 
responsibilities more seriously than ever, @ 
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Argentina's presidency 


Menem again? Surely some mistake? 


BUENOS AIRES 


The popular anger that toppled his predecessor has weakened President Eduardo 
Duhalde. With other politicians faltering, Carlos Menem could yet return 


VER since rioting in Buenos Aires forced 

the resignation of President Fernando 
de la Rua last December, the average Ar- 
gentine’s sentiment towards his country’s 
politicians has been summed up in the 
chant: que se vayan todos, or kick the lot of 
them out. In the popular view, corrupt and 
self-serving political leadership is the 
chief underlying cause of Argentina’s 
economic collapse. So it would be su- 
premely ironic if this corrosive hostility to 
politicians were to end up returning to 
power Carlos Menem, the most brazen 
representative of the species and the man 
who as president from 1989-99 bears 
prime responsibility for the disaster. 

Unlikely though this seems, opinion 
polls suggest that Mr Menem is best placed 
to win the nomination of his Peronist 
party for a presidential election now ex- 
pected to be held in March. That is not be- 
cause of any sudden upsurge in his popu- 
larity. True, the former president's image 
has improved somewhat over the past 
month: 70% rather than 75% now say they 
disapprove of him, according to Ricardo 
Rouvier, a pollster, 

Rather, Mr Menem’s resurgence stems 
from the weakness, or reluctance, of other 
potential contenders for the poisoned 
chalice that is Argentina’s presidency. 
Eduardo Duhalde, the man given the job 
by the Congress in January, has so far 





failed to reach an accord with the mmr, or 
halt an economic slump that saw GDP 
shrink by 16*6 in the first quarter of this 
year compared with the same period last 
year. Mr Duhalde's weakness caused him 
to bring forward the election, originally set 
for September 2003. Further unrest on the 
streets could see the vote held even 
sooner. Either way, the next president may 
have to take many of the unpopular deci- 
sions required to restore economic confi- 
dence which Mr Duhalde has shirked. 

That seems to have helped to deter Car- 
los Reutemann, the Peronist governor of 
Santa Fe province. An honest and austere 
administrator, he was seen as the man 
likeliest to beat Mr Menem in the party 
primary due to be held on November 24th. 
But on July 10th he said he would not 
stand. Unless he changes his mind, that 
leavesJose Manuel dela Sota, the governor 
of Cordoba and a free-marketeer. But his 
province is almost broke; he is even out- 
polled there by another hopeful, Adolfo 
Rodriguez Saa, a populist who declared 
Argentina's debt default when caretaker 
president for a week in December. 

Hanging over the Peronist primary will 
be the destructive rivalry between Mr Me- 
nem and Mr Duhalde. In 1999, Mr Du- 
halde blocked Mr Menem’s effort to stand 
for a third term. Mr Menem’s pursuit of 
this goal was behind the fiscal deficits that 
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helped to bring down Argentina’s fixedex 
change rate. Mr Duhalde in turn blamed 
Mr Menem for his defeat at the hands of... 
Mr dela Rua. Mr Reutemann is said to fear 
being crushed between these two hostile 
wings of Peronism. There are fears that the | c 
Peronist primary could be marred by viol- v 
ent clashes between them. e 
But even if Mr Menem were to winthe |. 
primary, would he win the presidency? 
The Peronists, who probably retain a solid — 
minimum of 25% of the vote, look to bethe — 
strongest force, but by default. Mr de la 
Rua's Radicals have all but withered away. 
Two of his former ministers, Patricia Bull- 
rich and Ricardo Lopez Murphy, are wor- 
thy candidates of the centre-right, but have 
little chance of being elected. 


Or perhaps Carrio 
Argentina's least unpopular politician is — 
now Elisa Carrio, a former Radical turned 
populist firebrand. But her newly formed = 
party lacks national organisation. She says 
she might not stand unless there is a wider | 
political agreement to bring forward elec- - 
tions for Congress to coincide with the . 
presidential contest. Ms Carrio’s with- 
drawal would help Mr Menem, but might | 
devalue the election. ; 
Polls point to a run-off between Mr Me- ` 
nem and Ms Carrio. It is hard to see a 
strong government emerging from such a 
contest, in which many Argentines would 
abstain. Mr Menem's economic recipe is to 
adopt the dollar; that might provide short- 
term stability, but would be politically it 
cendiary. Ms Carrio lacks serious policie 
for government, and would find it hard to 
engineer any recovery. E 
All of this puts greater onus on Mr Du 
halde to lay the foundations of recovery - 
before stepping down. His government »* 





> hasinched towards an agreement with the 
IMF. The main oustanding obstacle is 
what to do about the banks. The IMF 
wants deposits frozen last December 
turned into long-term bonds; otherwise, it 
argues, their release would precipitate 
high inflation. The government fears pub- 
lic hostility to this scheme. But its attempt 
to persuade depositors voluntarily to ac- 
cept bonds has failed, with a take up of 
only about 15%. Both sides hope that an 
answer to this impasse may come from an 
advisory group of eminent central bank- 
ers, due to visit Buenos Aires next week. 

Mr Duhalde claims that the economy 
has touched bottom: tax collection and in- 
dustrial production have shown signs of 
improvement, and with imports de- 
pressed, Argentina had a trade surplus of 
$6.6 billion in the first five months of the 
year. But even if Mr Duhalde does clinch a 
deal with the rMr, which has begun to 
look a little likelier, it may not amount to 
much: enough money to prevent Argen- 
tina from defaulting on its debts to the IMF 
itself and to the multilateral banks for an- 
other year, perhaps. Much of the work of 
restoring confidence is likely to fall to the 
next government. The question facing Ar- 
gentina over the next few months is 
whether the election can produce one ca- 
pable of the task. 8 





Chile’s economy 


Trouble with the 
neighbours 


SANTIAGO 


Can Chile stay different? 


Bie Argentina's next-door neighbour 
has not been a comfortable position 
this year. Brazil's financial markets have 
been in turmoil, Uruguay has faced a bank 


run, and Paraguay and Bolivia have suf- 


fered recession and protests. But Chile, 
South America's fastest-growing economy 
in the 19905, is once again standing apart 
from its neighbours, this time in its resil- 
ient financial stability in hard times. 

In April, while Uruguay was seeking an 
IMF bail-out, Chile placed an international 
bond issue cheaply. And while Brazil 
struggles with high interest rates (even 
after a half-point cut on July 17th), on July 
11th Chile's central bank cut its interest rate 
by three quarters of a point to just 3.25%, in 
a bid to stimulate growth. True, Chile's cur- 
rency has weakened over the past six 
months, but by much less than those of its 
neighbours. And given Chile's reliance on 
export-led growth, and its low inflation 
rate, a moderate devaluation is a plus. 

So what makes Chile different? Many 
things, including an open economy, rela- 


tively effective institutions and two de- 
cades of continuity in economic policy. 
But one crucial difference is Chile's fiscal 
solvency. In 1997-98, when financial trou- 
bles struck Asian countries, Chile was less 
well equipped to face “contagion”. Gov- 
ernment spending and private consump- 
tion were outpacing economic growth. As 
Chile's terms of trade deteriorated and its 
current-account deficit widened, the Cen- 
tral Bank was forced to raise its interest rate 
to 19%, bankrupting many businesses and 
tipping the economy into recession. 

Since then, a new government, headed 
by Ricardo Lagos, hasreined in spending. It 
has made a medium-term pledge to restrict 
spending to a level that would give a bud- 
get surplus if output were growing at its 
full potential (currently reckoned to be 5%). 
It has also floated the exchange rate and 
opened up the country's capital markets. 
«If it weren't for those changes, Chile 
would be in recession today," says Leo- 
nardo Suarez of Larrain Vial, a local invest- 
ment bank. 

But Chile is no longer thriving. This 
year, as last, economic growth will be less 
than 3%, down from 6-7% in the 1990s. Its 
dependence on commodity exports 
makes Chile vulnerable to slower growth 
in industrialised countries. Although the 
volume of exports increased, its export 
earnings fell by 5% in the first half of this 
year compared with the same period last 
year. Secondly, while foreign direct invest- 
ment has fallen across Latin America this 
year, the drop has been particularly sharp 
in Chile. Thatis partly because of the weak 
price of copper; new mining projects are 
now mostly on hold. 

The government has sensibly ruled out 
any dash for growth through fiscal stimu- 
lus. Given the ease with which confidence 
can evaporate in Latin America, continued 
fiscal prudence is essential, says Nicolas 
Eyzaguirre, the finance minister. There are 
other things the government could do. 
Chile still lags developed countries in edu- 
cation, for example. But for now, many 
Chileans may just be grateful that their 
country is not suffering the kind of turmoil 
that has engulfed their neighbours. m 


i Chile's lead 
GDP, % change on previous year 
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Politics in Paraguay 


From bad to worse 


Angry protesters take to the streets 





Gonzalez calls out the cavalry 


OR months, discontent has been 

smouldering in Paraguay. This week, it 
flared up again. In violent protests against 
the government of Luis Gonzalez Macchi, 
two people were killed, dozens injured 
and over 200 arrested. Angry crowds 
blocked frontier bridges with Brazil and 
Argentina. In Asuncion, the capital, protes- 
ters converged on Congress, calling for Mr 
Gonzalez to resign. On July 15th, he de- 
clared a state of emergency, only to lift it 
two days later after some heavy-handed 
policing quashed the protests. But the pres- 
ident's problems are unlikely to go away. 

Paraguay, one of South America's poor- 
est countries, has been sorely misruled by 
the Colorado party for decades. Thanks to 
ineffective policies, combined with en- 
demic corruption, income per head has 
been sinking for the past five years. To 
make matters worse, this year Paraguay 
has been hit by the problems of its two big 
neighbours, Argentina and Brazil. The cur- 
rency, the guarani, has lost 26% of its value 
since January 1st. Last month, Banco Ale- 
man, one of the larger private banks, col- 
lapsed, prompting panic withdrawals 
from other banks. Citing *contagion" from 
its neighbours, the government is trying to 
persuade the 1Mr to lend it $70m. But the 
Fund is unimpressed. 

As the problems have mounted, so 
have the protests. In May, after large de- 
monstrations, the government scrapped 
the sale of Copaco, the state telecoms mo- 
nopoly, and repealed the privatisation 
law. The case for privatisation was under- 
mined by corruption allegations involving 
the president's relatives. 

The government blames the latest prot- » 








> ests on Lino Oviedo, a former army com- 
mander now living in Brazil. He is accused 
of fomenting (failed) coup attempts in 
1996 and 2000, and of engineering the 
murder in 1999 of Luis Argana, the coun- 
try’s vice president. In December, a Brazil- 
ian court turned down a request to extra- 
dite him. But he could be expelled if found 
to be behind any future protests. 

Mr Oviedo wants to stand for president 
in an election due next year; once a pillar 
of the Colorados, he recently formed a 
new party, the National Union of Ethical 
Citizens, for the purpose. If he is allowed to 
stand, he could well win. Whether his tur- 
bulent populism would be an improve- 
ment on Mr Gonzalez’s rule is hard to say. 
Chosen as a caretaker by Congress after Mr 
Argana’s murder, Mr Gonzalez has clung 
to power despite several corruption allega- 
tions. He wants to stand for the Senate in 
next year’s election; success would grant 
him immunity from future prosecution. 

Some Paraguayans hoped that change 
was finally on the way after Julio Cesar 
Franco, from the opposition Liberals, was 
elected to replace Mr Argafia two years 
ago. That was the first national electoral 
defeat for the Colorados since they seized 
power in 1947. Mr Franco supported this 
week's protest, but has proved ineffective 
in offering a political alternative. With 
such leaders, it is not surprising that Para- 
guayans are taking to the streets. @ 


Politics in Peru 


Toledo tries again 


LIMA 
A search for political allies 


D- a body blow by a civic uprising 
in mid-June against the privatisation 
of an electricity firm in Arequipa, Peru’s 
second city, President Alejandro Toledo 
has reacted by ditching several of his most 
important ministers. The cabinet reshuffle 
on July 12th is designed to shore up sup- 
port for Mr Toledo’s battered government 
among the public and in Peru’s Congress, 
where he lacks a majority. In the short-run 
it may succeed, though at the potential cost 
of replacing promised fiscal austerity and 
state reform with modest helpings of old- 
fashioned pork. 

Mr Toledo has called in as prime minis- 
ter Luis Solari, who heads his weak Peru 
Posible party and was briefly his health 
minister. As finance minister, he has 
brought back Javier Silva Ruete, a veteran 
politician who held the same job in the 
caretaker government that preceded Mr 
Toledo’s. Mr Silva replaces Pedro Pablo 
Kuczynski, who like the outgoing prime 


minister, Roberto Danino, was seen by in- 
vestors as a guarantor of fiscal austerity. 
But both men had lived for the previous 15 
years in the United States, and had seemed 
out of touch with Peruvian politics. 

Mr Silva is less orthodox than Mr Kuc- 
zynski, but is still seen by investors as a 
safe pair of hands: he is unlikely to allow 
spending to run amok. He is flexible 
enough to be on friendly terms with most 
of Peru’s motley political groupings, and is 
unlikely to defy public opinion. Mr Toledo 
is also seeking to build bridges with APRA, 
the main opposition party. Allan Wagner, 
his new foreign minister, is close to Alan 
Garcia, APRA’s populist leader; Fernando 
Olivera, the justice minister and an APRA 
foe, may be sacked. 

The new cabinet’s task is to steer Peru 
towards elections fornew regional govern- 
ments in November, while trying not to 
derail a modest economic recovery. Its ap- 
proach will be pragmatic. Mr Solari ruled 
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out any further privatisations until after 
the elections, even suggesting that they 
should be handled by the new regional 
governments. That would be a supine ab- - 
dication of central authority. Concessions | 
for private investment in roads and other - 
infrastucture may also be shelved. And ta- 
riffs may be raised to placate industrialists. 
But further big changes are unlikely: the 
government is hemmed in between a fis- 
cal deficit that looks likely to overshoot the - 
target agreed with the 1mF (of 2.2% of GDP 
at most) and a public intolerant of reform. 

Mr Toledo may have defused some of 
the pressures he faces. But his critics see 
many of his problems as being of his own 
making, citing his rash promises and inde- 
cision. Neither has his evasion of a DNA 
testin a paternity suit brought by a14-year- 
old girl done him any favours. He willneed . 
the support of foes as well as friends if he 
is to serve out his term, which is due to end 
in 2006. @ 
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Iranian politics 


Time for all good reformists to resign 


TEHRAN 


Ayatollah Taheri (in the foreground) says the unsayable 


«€ MAGINE a game of chess after the 

board has been overturned, and no 
one is sure where to put the pieces.” Thus 
an analyst describes Iranian politics in the 
wake of Ayatollah Jalaluddin Taheri's sen- 
sational open letter on July 10th. Before 
this public lambasting of Iran's strangely 
counter-productive way of running itself, 
the struggle between reformists and con- 
servatives had become a stalemate, almost 
putting Iranians to sleep. Now, even if the 
chessmen go back more or less to where 
they were before, the spectators have wo- 
ken up—and the play may be bolder. 

Mr Taheri, a reformist cleric, delivered 
his criticism with considerable lyrical 
power. His feat was to say what no one of 
consequence has dared to say since the 
cleric-politicians led by Ayatollah Ruhol- 
lah Khomeini consolidated their power 
after the 1979 Islamic revolution. 

From his base in Isfahan, Mr Taheri de- 
bunked those who climb to office “on the 
ladder of popular sanctities and beliefs,” 
as well as the “fascist” thugs under their 
command. He mocked “our betters”, who 
“compete with one another to steal the 
capital and wealth of the nation.” He at- 
tacked the powers of veto that have been 
assumed by conservative-run institutions 
(and which hold up political reforms 
longed for by the majority). For good mea- 
sure, the ayatollah announced that he was 
resigning as Isfahan’s Friday prayer leader. 


His letter was addressed to all Iranians. 
Nonetheless, the conservative-minded su- 
preme leader replied to it on July 12th. Aya- 
tollah Ali Khamenei assured Mr Taheri 
that he shared some of his concerns— 
though not, it would seem, his urging that 
the highest office-holders be regularly ro- 
tated, or that the regime be subjected, for 


its own good, to invigorating criticism. “Ef- 


forts to weaken the edifice of the system”, 
said the supreme leader darkly, would not 
be forgiven. 

Mr Taheri listened. On July 17th, to the 
disappointment of many of his suppor- 
ters, he bowed to conservative pressure 
and put his signature to an “interview” in 
which he charitably described the su- 
preme leader as a “comrade” of reform. 

Yet his original critique cannot be un- 
said. Conservatives hope to prevent the er- 
rant ayatollah from being turned into a sec- 
ond Hossein-Ali Montazeri, a senior cleric 
whose long period under house arrest has 
won him much sympathy from dissidents 
inside and outside Iran. Mr Montazeri was 
pushed from office, when he refused to be 
disciplined. Mr Taheri's withdrawal from 
public life was voluntary. 

Should others also resign? In the 
run-up to his resounding re-election vic- 
tory last year, the reformist president, Mu- 
hammad Khatami, let it be known that he 
was considering resigning in protest at 
conservative obstructionism. The day 
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after the publication of Mr Taheri’s letter, 
Abbas Abdi, who is known as a “radical” 
reformist, elliptically challenged Mr Kha- 
tami to make good on his threat. 

More and more Iranians are said to be 
coming round to Mr Abdi's belief that the 
only way to bring real pressure to bear on 
the conservatives is for frustrated reform- 
ists to quit public life. Convinced that its 
deputies will be disqualified from stand- 
ing in the 2004 parliamentary election, the 
biggest reformist party is considering boy- 
cotting the polls. If voters do the same, the 
regime would lose the popular legitimacy 
the conservatives still ascribe to it. 

Mr Khatami is no longer an inspiration. 
He has been forced on to the defensive, not 
least by the crisis in foreign affairs brought 
about when George Bush included Iran in 
his “axis of evil”. Then, on July 12th, Mr 
Bush again contrasted Iran’s unelected rul- 
ers to its reform-minded citizens. Conser- 
vatives delightedly insinuated that Mr 
Khatami and his allies were in America’s 
pocket, and Mr Khatami was moved to re- 
call nostalgically the Clinton presidency, 
when officials kept their comments about 
Iran's internal politics to a minimum. 


A mountain of ice and snow 

The momentum that twice brought Mr 
Khatami to power has slowed. This be- 
came obvious at recent demonstrations to 
commemorate the large-scale student 
protest that took place three years ago. Al- 
though some protests were held, the prot- 
esters were in many cases outnumbered 
by the police, and by hired toughs who re- 
sponded to slogans with baton-blows. Mr 
Abdi has likened popular enthusiasm for 
reformist politics to a “mountain of ice and 
snow, melting continuously." If they want 
to preserve what remains of it, reformist 
leaders may have to emulate Mr Taheri. m 








Jordan and Iraq 


A king for Iraq? 


AMMAN 


The nostalgic, perhaps ambitious, Hashemites 


NE of the more lively moments at last 
week’s get-together of a group of Iraqi 
dissidents was when Prince Hassan, Jor- 
dan’s elder statesman, strode into their 
London meeting-place. He then embraced 
a scion of King Feisal, his murdered cousin 
and the last king of Iraq. In conversation, 
Jordan’s Hashemite prince spoke of “as- 
suming his ancestral responsibilities” in 
the region, harking back to the first world 
war, when his great-grandfather was the 
British-appointed king of the Arabs, and 
his great-uncle the king of Iraq. 
A waft of Hashemite nostalgia was in 
the air. Courtiers reminded people that 


Spain, after Franco, brought back the Bour- 
bons to hold together another post-dic- 
tatorship seething with separatist tenden- 
cies. Nor was it lost on anyone that the 
rebels held their conference on the anni- 
versary of the downfall of the Iraqi monar- 
chy on July 14th 1958. 

Mischievous onlookers suggested that 
Prince Hassan has been searching for a 
throne ever since his elder brother, King 
Hussein, dumped him as his successor a 
month before he died. After three years in 
the political wilderness, Prince Hassan 
seemed to revel in the media spotlight. But 
he is not an Iraqi. And the Iraqis, battered 


by outsiders for over a decade, are fiercely 
nationalistic, even in opposition. 

Jordan nervously awaits an Iraqi re- 
sponse. For the past week, Jordanian min- 
isters have been tirelessly denying media 
reports that the kingdom isin cahoots with 
America and the Iraqi opposition to topple 
Saddam Hussein. Now Prince Hassan 
seems to have given his open blessing to a 
militant branch of the opposition that fa- 
vours all means of bringing the regime 
down, including an American strike. 

The prince insists that he was at the 
meeting in a personal capacity. Conspir- 
acy theorists wonder if, for all Jordan’s 
naysayers, King Abdullah and Prince Has- 
san are playing a game of good cop, bad 
cop as they scheme to exploit the political 
vacuum looming over Iraq. The rose-tinted 
old guard in Jordan still hanker after the 
brief Hashemite union in 1958, when King 
Hussein ruled Jordan and his cousin ruled 
Iraq, and both aspired to Kuwait. 

But this theory has serious flaws. King 
Abdullah belongs to a younger generation 
of Arab rulers who believes it is success 
enough to hold on to one’s own throne, let 
alone grab anyone else’s. Moreover, the 
king and the prince do not get along. Prince 
Hassan still believes he would make a bet- 
ter monarch than his nephew. He may 
even enjoy stirring the Iraqi pot in the 
hope of upsetting the king. 

But this is a dangerous game. Iraq’s po- 
tential for trouble-making in Jordan is con- 
siderable. This week, the Iraqi press 
agency reported that the Iraqi ambassador 
to Amman had received a pledge of alle- 
giance from the chieftain of Jordan’s pow- 
erful Beni Hassan tribe. And so fearful are 
Jordanians that Iraq might plug their sup- 
ply of oil, that the state-owned news 
agency, Petra, took the unprecedented step 
of publicly disowning the former crown 
prince’s Iraqi debut. @ 








Jordan and the Palestinians 


Stuck on the 
bridge 


JERICHO 
The Palestinians’ last exit is closing too 


OR the past month, hundreds of Pal- 

estinians have been sleeping rough be- 
side Allenby bridge near Jericho, the last 
remaining exit and entry point for West 
Bankers. The blockage is caused, says the 
Palestinian Authority (PA), by new Jorda- 
nian border controls that have reduced the 
number of Palestinians crossing the bridge 
on any one day from 1,000 to only 150. 

Jordanian officials fear that the frus- 
trated travellers could be the first trickle in 
a flood of refugees born of Israel's re-occu- 
pation of the West Bank. The govern- 
ment's alarm, fuelled by newspaper sto- 
ries that 70,000 Palestinians have illegally 
setup home in Jordan since the start of the 
intifadain September 2000, is understand- 
able. Three times in the past 50 years, Jor- 
dan has been inundated with Palestinians 
fleeing war. The refugees were treated gen- 
erously, given citizenship, and are now a 
majority in the kingdom. 

The PA says that, on the contrary, the 
number of Palestinians trying to cross the 
bridge is lower than average. Israel's re- 
conquest has made it much harder (and 
much more expensive) for them to travel. 
Moreover, many of the people stuck in Jer- 
icho are not bound for Jordan, but for Eu- 
rope and America. Since January, Israel 
has stopped Palestinians from travelling 
through its airports, so their only way out 
is to go to Amman airport instead. 


Botswana's nomads 


f 


Stranded 


The PA's pleas have had little effect. 
Last week Jordan announced tough new 
rules for Palestinians entering the king- 
dom. Apart from “humanitarian” cases, 
they must now show an invitation ap- 
proved by Jordan’s interior ministry, and 
bank statements with deposits of at least 
2,000 Jordanian dinars ($2,800): an enor- 
mous amount for Palestinians in these 
harsh times. 

Jordanian spokesmen say the mea- 
sures are intended to steel Palestinian 
“steadfastness” in the struggle against Is- 
rael's occupation. But Palestinians say it is 
yet another wall in a land that is already a 
maze of walls. m 


No more hunting and gathering 


NEW XADE 


Modern Africa leaves no space for nomads 


c6 HERE I lived before, I killed ani- 
mals and ate the meat. When 
the rain fell I got wild fruits. But I didn't 
have enough water. The government 
asked me to move here.” Nyatsang Dira, 
a man in his 70s, stands under the glar- 
ing sun in dusty New Xade, a newly- 
created village on the edge of Botswana’s 
Kalahari desert. He is one of some 2,000 
Basarwa, or San Bushmen, evicted by the 
government from the parched Central 
Kalahari Game Reserve since 1997. Just a 
few dozen, mostly old men, remain in 
the reserve. One of Africa’s last nomadic 
cultures is about to be snuffed out. 
Botswana's president, Festus Mogae, 
says that “hunting and gathering is no 


longer a viable way of life.” In New 
Xade the government provides a school, 
a hostel for children whose parents work 
on farms far away, financial compensa- 
tion, boreholes for water, a new road, 
cattle, sheep and welfare payments. It is 
the sort of official attention that few Af- 
ricans enjoy. 

But a walk around the settlement 
shows that many Basarwa find modern 
life difficult. Alcoholism seems rife; one 
of the village’s four policemen says as- 
saults and drunkenness are common. To 
deter rising crime, goat thieves are now 
jailed for five years. And the worst thing 
about New Xade? Said one villager, 
there are no wild fruits. 
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Zambian politics 


Biting the hand 


Turning on his patron 


T? THE surprise of many, Zambia's par- 
liament voted unanimously on July 
16th to strip Frederick Chiluba of immu- 
nity from prosecution, so he can face 
charges of corruption that relate to his de- 
cade as president. Mr Chiluba, who denies 
being a crook, won a respite the next day, 
when a judge halted the investigation 
pending a ruling as to whether parliament 
had acted legally. If Mr Chiluba is eventu- 
ally hauled into the dock, few will shed 
tears. His government was pretty venal. 
Ministers profited from the sale of state as- 
sets, and millions of dollars mysteriously 
disappeared. Yet prosecution of the ex- 
president had seemed unlikely. His hand- 
picked protégé, Levy Mwanawasa, nar- 
rowly won the election last December, 
beating candidates who had promised to 
hold Mr Chiluba to account. 

But President Mwanawasa has turned 
on his predecessor, and on others, in a 
campaign supposedly aimed at cleaning 
up politics. Last week he recalled parlia- 
ment early to demand that Mr Chiluba 
lose his immunity. At the same time the 
foreign minister and chief justice were 
forced to resign, accused of taking illicit 
payments, and the ambassador to the Un- 
ited States was arrested in Lusaka. 

Why has Mr Mwanawasa chosen to 
bite now? No doubt he wants to please for- 
eign donors, who pay many of the govern- 
ment's bills, by demonstrating his intoler- 
ance of graft And he may well gain 
popularity by proving he is not Mr Chi- 
luba's stooge. According to Anderson Ma- 
zoka, the opposition leader, the ex-presi- 
dent’s “plunder was seen as the 
number-one contributor to suffering in 
this country." This week, hundreds of prot- 
esters gathered outside parliament to de- 
mand that Mr Chiluba stand trial. 

But the main reason may be that Mr 
Mwanawasa needs to distract attention 
from the suspicious way he won the elec- 
tion with only 29% of the vote and a mar- 
gin of just 33,000. Observers called the poll 
"unsafe". Mr Mazoka says it was rigged. On 
July 22nd the Supreme Court is to consider 
his petition to have the result overturned. 
The president says he isn't scared. His job 
gives him a lot of power: Mr Chiluba was 
able to have his own predecessor, Kenneth 
Kaunda, jailed for a while on fishy charges. 
Mr Mwanawasa may turn out to be 
equally harsh. Four journalists were re- 
cently arrested for suggesting he might 
have a brain disease. m 


























-À Further to the on -going privatisation programme, the National Fertilizer Company ol Nigeria 
.. {NAFCON) which is: 10075 owned by the Federal Government of Nigeria is ready for sale to 
-core investors who will turn it around. 
The Federal Government of Nigeria through the National Council on Privatisation (NCP) 
hereby invites prospective core investors (o express interest in the acquisition of 51% equity 
in the company, 
NATIONAL FERTILIZER COMPANY OF NIGERIA LIMITED (NAFCON) 
NAPCON Plant was established in 1981 at Onne Port Harcourt, Rivers State in the southern 
part of Nigeria. It started production on July 15, 1987. NAFCON is the first and the largest 


comprises of four main production facilities with their installed capacities as follows: 
Ammonia —— 1,000 ^ MT per day 
Urea 1,500 — MT per day 
NPK 1,000 — MT per day 
E Bulk Blending 1,000 MT per day 
a “the plant is currently undergoing major rehabilitation. 
^^ $. In order to be pre-qualified, prospective investors must possess verifiable evidence of 
c. Technical, Managerial and Financial capability including, but not limited to the following: 
@ Record of successful investment and management in Fertilizer Industry. 
@ Ample financial resources to turn around and improve the plants thus enhancing their 
value to Nigerians, 
Interested Investors should indicate their interest in either or both of these companies by 
providing the following documentation and information: 
@ full name of the company and the contact person, postal address, telephone number, 
fax number, and e-mail address. 
@ Ownership structure 
BE Name(s) of major shareholders; and 
BI Percentage shareholding. 
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Corporate & Financial 


FEDERAL REPORLIC OF NIGERIA 
NATIONAL COUNCIL ON PRIVATISATION 


INVITATION FOR EXPRES SION OF INTEREST AS CORE INVESTOR 
IN NATIONAL FERTILIZER COMPANY OF NIGERIA LIMITED (NAFCON) 


moderi nitrogenous. fertilizer complex, not only in Nigeria, but also in West Africa. The plant — | 








@ Audited Financial Statement for the last 3 years and most recent Management Accounts; 
@ ‘Technical and Operational Capabilities, | 
WE Number of years in the Fertilizer Industry including local and international 
experience. 
W Liscof plants owned or managed by the firm. 
@ Composition and profile of Management Team showing qualification, years of experience 
in the fertilizer and related industry. 
@ Evidence of ample financial resources 
Upon receipt of Expressions of Interest from interested investors, the National Council on 
. Privatisation (NCP) shall evaluate and pre-qualify applicants. Thereafter, pre-qualified 
-.. applicants would be issued an Information Memorandum on the company upon the payment 
“of $15,000 in bank draft payable to the Bureau of Public Enterprises. Details of the bidding 
procedure: shall be contained in the Information Memorandum. 
5. All enquiries should be directed to: 
ATTENTION: MRS, IRENE N. CHIGBUE 
Director (Industry & Manufacturing) 
Bureau of Public Enterprises (BPE) 
1, Osun Crescent 
Of Ibrahim Babangida Way, Maitama 
PMB. 442, Garki 


Abuja, Nigeria 
Tel: 234-09-6700068 
234-00-4134664 


Fas: 234-09-4134664 

Emai: ichigbue@bpeng.org 

Website: — http//www.bpeng.org 

Ail Expressions of Interest must be submitted in a sealed envelope to the above address and marked 
“EOI NATIONAL FERTILIZER COMPANY OF NIGERIA" not later than 19th August 2002 by 5:00pm 
at Room 103 of the Secretariat of the Bureau of Public Enterprises, 1, Osun Crescent, Off Ibrahim 
Babangida Way, Maitama, Abuja. 





“A splendid new book.” 
— The Economist 


“A brilliant book.” 
—-—Financial Times 


. The Free-Market 
Innovation Machine 
Analyzing the Growth Miracle - 
of Capitalism 
William J. Baumol - 


Why has capitalism produced economic growth 
that so vastly dwarfs the growth record of other 
economic systems, past and present? Drawing 
on extensive research and years of consulting 
work for many large global firms, William Baumol 
shows that the capitalist growth process comes 
far closer to the requirements of economic 
efficiency than is typically understood. 

Cloth $35.00 £24.95 ISBN.0-691-09615-5 





“By far the most important invest- 
ment book in years... Right now, 
buying this book makes more 
sense than buying stocks.” 
—~Bloomberg Money 


Triumph of the 
Optimists 

101 Years of Global Investment Returns 
Elroy Dimson, Paul Marsh, and 
Mike Staunton 


This book presents a comprehensive analysis of 
investment returns for equities, bonds, bills, 
currencies and inflation, spanning sixteen coun- 
tries, from the end of the nineteenth century to the 
beginning.of the twenty-first. It will be consulted 
for years to come. 


"The evidence produced by Mr. Dimson and 
his colleagues is striking." 

—Financial Times 

Cloth $99.50 £69.00 ISBN 0-691-09194-3 _ 
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Europe's convention 





The tortoise is thinking of moving 


BRUSSELS 


Furope's constitutional convention gets down to business but its wily chairman 


won't force the pace 


RC theatrically, Valéry Giscard 
d’Estaing, chairman of the European 
Union’s constitutional convention, has 
placed a large green ceramic tortoise next 
to him on the raised dais from where he 
surveys the proceedings. Wou Kei, as Mr 
Giscard d'Estaing explains, is a Chinese an- 
tique. It embodies longevity, thinks long- 
term and achieves its aims at its own pace. 
All the characteristics, in short, that the 
convention's 76-year-old chairman claims 
for himself. 

Almost half a century after the first six 
members of what became the European 
Union dedicated themselves to "ever 
closer union", the club is trying to write a 
constitutional treaty to see it through the 
next 50 years. But why now? Because the 
EU is about to expand to take in ten new 
members; because Europe's newly- 
minted single currency may demand fur- 
ther political and economic integration; 
because there is growing frustration in 
Brussels at the Eu's failure to be a more ef- 
fective actor on the world stage; because 
the Union realises it is not very popular 
and wants to do something about it; and, 
to be frank, because the most ardent advo- 
cates of turningitinto something like a fed- 
eral state see a golden opportunity for 
pressing their case. 

Some of the convention's keenest fed- 





eralists are frustrated by Mr Giscard d'Es- 
taing's ostentatious refusal to be hurried. 
From the floor last week Olivier Duhamel, 
a French Socialist, complained that the 
convention's ordinary members “have 
been left dangling in the wind". He de- 
manded to know “what is really going on 
behind closed doors", reflecting a wide- 
spread suspicion that the convention's 
wily chairman intends to let the delegates 
talk themselves out before presenting his 
own pre-cooked constitutional draft. 

Not at all, replies Mr Giscard d'Estaing. 
It was important, he says, that the conven- 
tion should start with a "listening phase" 
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of a few months. This, he says, is over. In 
the second stage, ten working groups will 
ponder particular aspects of the conven- 
tion's work, such as the role of national 
parliaments and European foreign policy. 
Finally, there will be a crunch. The conven- 
tioneers will battle it out over an actual 
text; some time around next May, they ex- 
pectto propose a constitution for Europe. 
The control of foreign and economic 
policy is central to the debate. Keen feder- 
alists, well to the fore in the convention, 
want a single European foreign policy. In 
their ideal world, it would be formulated 
by the European Commission in Brussels 
and decided on by a majority vote of the 
EU's countries. Peter Glotz, the German 
government's man at the convention, says 
that national foreign ministries should be 
phased out in favour of an Eu diplomatic 


service. Jean-Luc Dehaene, a Belgian who ... 


is one of the convention's two vice-presi- 
dents, has proposed a European foreign 1 
minister. Only through devices such as- 
these, argue the federalists, can the Eu} 
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42 ‘Europe 


> truly aspire to be a world power. ments more closely in the workings of the — France's president 


Peter Hain, the British representative, 
pleaded at the convention for members to 
“be realistic”; any EU foreign policy, he in- 
sisted, must continue to be agreed upon by 
sovereign states. His was a fairly isolated 
voice but Britain thinks that at least France 
and Spain will concur. Importantly, Mr 
Giscard d’Estaing also seems “intergovern- 
mental” in foreign policy, meaning that 
governments should have the final say. 

With the creation of the euro currency, 
now used by 12 of the EU's 15 members, 
economic policy has also taken on a new 
urgency. Under their single European 
monetary policy, euro-zone countries 
have already agreed to limit their budget 
deficits and to respect broad guidelines in 
making economic policy. But what more is 
required? The working group considering 
these questions is asking itself whether 
the Eu needs further tax harmonisation 
and whether the commission should be 
given greater powers to force governments 
into line over their budgets. 

These debates over policy are insepara- 
ble from the turf wars between the Euro- 
pean institutions and between the various 
governments. Behind arid-sounding ques- 
tions about institutional architecture lurk 
huge ones about the balance of power be- 
tween individual countries and between 
the Eu and the countries that belong to it. 

Federalists favour what they call the 
“community method", which in fact 
would shift more power to the Brussels in- 
stitutions (in essence, the European Com- 
mission and the European Parliament) and 
make European countries decide more is- 
sues by majority vote. They argue that let- 
ting national governments retain their cur- 
rent powers, including a wide capacity for 
vetoing legislation they dislike, in an EU of 
25 countries is a recipe for paralysis. 


Love me, do 

They also claim that the answer to public 
disillusionment with the Union (the “dis- 
connect", in Brussels jargon) is to democra- 
tise it by giving it an elected president and 
handing more powers to the European Par- 
liament. This week Romano Prodi, the 
European Commission's head, said the EU 
should have a single president for both the 
commission and the Council of Ministers, 
which is where national governments 
now haggle over European legislation. He 
also suggested giving the European Parlia- 
ment tax-raising powers. 

The intergovernmentalists scoff at this 
notion that the European Parliament is an- 
swer to the Eu's perceived lack of legiti- 
macy. They point to the paltry turnout at 
European elections and suggest that aim- 
ing for a European democracy without the 
existence of a European *demos"-an elec- 
torate and a citizenry that feel loyal to the 
European Union-is asking for trouble. 
They reckon that involving national parlia- 


EU isthe way to address the disconnect. 

With that aim in mind, the British sug- 
gested a second chamber of the European 
Parliament made up of members of na- 
tional parliaments, but that idea has failed 
to fly. Mr Giscard's people are working on 
another idea: to give national parliaments 
the job of policing the powers of the Un- 
ion by ensuring that all proposed Eu legis- 
lation should be referred first to national 
parliaments, which might block the legis- 
lation at the outset if they could show that 
the EU was exceeding its powers. 


Davids and Goliaths 

Many of these arguments are breaking 
down into disputes between big and small 
states within the European Union. The 
small countries tend to be keener on inte- 
gration. They fear that a looser, more inter- 
governmental Eu would be run by the bigs 
and that their own voices would be ig- 
nored. The bigger countries, with the nota- 
ble exception of Germany, are suspicious 
of giving more power to the commission 
and the parliament. They dispute the no- 
tion that the Brussels institutions are al- 
ways impartial arbiters of Europe's com- 
mon interests, pointing out that they have 
their own interest in grabbing more power 
for themselves. The bigs also point out that 
of the Eu’s original six countries, three 
were big and three small; in an enlarged 
Union 19 will be small, six big (Germany, 
France, Britain, Italy, Poland and Spain); 
European voting procedures are weighted 
to give the smalls extra clout. 

And where does Mr Giscard d'Estaing 
stand on all this? He argues, reasonably 
enough, that the Union will always re- 
main a hybrid, partly run by the commu- 
nity method and partly in an intergovern- 
mental way. Indeed, he suggests that 
Article 1 of any new constitutional treaty 
will start with this point. 

But the federalists fear that the conven- 
tion's president, hailing as he does from 
France, is veering towards the constitu- 
tional model favoured by the bigs, with an 
emphasis on clarifying the current powers 
of the Union rather than on taking grand 
strides towards "ever closer union". 

Mr Giscard d'Estaing's people shy away 
from so blunt a characterisation of their in- 
tentions. But they say it will be pointless 
for the convention to present a dramatic 
constitutional blueprint if it cannot then 
command the unanimous approval of the 
EU's governments, as any new treaty must. 
If Mr Giscard d'Estaing's draft disappoints 
the convention's many federalists, he will 
have a big fight on his hands. The conven- 
tion may indeed break up in acrimony, 
perhaps without agreeing upon a single 
proposal. As a gentle warning, Mr Giscard 
d'Estaing points out that his tortoise mas- 
cot has a dragon's head and, if called upon, 
can breathe fire through its nostrils. m 


Lucky, canny 
Jacques 


TOULOUSE 
Does France's president, politically and 
literally, have a new lease of life? 


H: HAD quite a week. At the start Presi- 
dent Jacques Chirac survived an 
assassination attempt by a far-right ex- 
tremist; at the end he went off to Russia; in 
between he grappled with the Danish 
prime minister, the German challenger for 
the post of chancellor, the Saudi foreign 
minister, the Czech president, the gover- 
nor of the Bank of France and the secre- 
tary-general of the organisation dedicated 
to keeping the French language global. Not 
to mention a quick trip to Toulouse to inau- 
gurate an enormous assembly site for the 
Airbus A380, the world's biggest airliner. 
What does it all add up to? In a televi- 
sion age, the president's sangfroid after the 
amateurish attempt on his life was impres- 
sive enough; though the gunman in the 
middle of a crowd and with only a .22 rifle, 
had little chance of hitting Mr Chirac as he 
took part in the military parade marking 
Bastille Day. The list of appointments was 
serious enough too: Denmark has just as- 
sumed the European Union's presidency; 
Edmund Stoiber, if he becomes Ger- 
many's chancellor in September, might 
take a kinder view of France's addiction to 
the EU's farm subsidies; Saudi Arabia is a 
player in the Middle East, where France 
claims a role; and the Bank of France's 


Jean-Claude Trichet, assuming he escapes >> 





An assassin's target 








> his judicial embarrassment (see page 67), is 
still hoping to become the next boss of the 
European Central Bank. 

But the biggest fresh impression is of a 
man of action. Liberated, thanks to this 
spring’s elections, from five years of impo- 
tent “cohabitation” with the left-wing gov- 
ernment of Lionel Jospin, the centre-right 
Mr Chirac now has a five-year presidency 
with a government of his own choosing. 
His new message is that he wants to push 
that government, headed by Jean-Pierre 
Raffarin, to its limits. 

Hence Mr Chirac’s insistence, in his 
Bastille Day television interview, that low- 
ering France’s taxes and payroll charges “at 
least” to the EU average is a matter of econ- 
omic “survival”; that defence spending 
and military efficiency must go up (“for a 
while now, we have fallen behind Brit- 
ain”); that the handicapped must be better 
provided for; that cancer rates must be cut; 





Italy, its prime minister and the law 


He’s sitting pretty 


ROME 


and that France’s death rate on the roads 
(more than double Britain’s) must be re- 
duced too. 

The question is whether the govern- 
ment really is being asked to go beyond its 
limits—especially if, as seems likely, econ- 
omic growth fails to reach the assumed an- 
nual rate of 3%. Last week the finance min- 
ister, Francis Mer, disparaged a call by the 
social-affairs minister, Francois Fillon, for 
government intervention when firms de- 
clare redundancies—only to find that this 
week Mr Chirac was agreeing with Mr Fil- 
lon that there should be a "structure" to let 
government "intervene massively". Per- 
haps the president, knowing that a ro- 
bustly reformist approach helped fell the 
last conservative government, is cannily 
playing a populist card to bolster Mr Raffa- 
rin and his colleagues. The other view, of 
course, is that the president is already leav- 
ing the governmentin the lurch. a 





Silvio Berlusconi is now nearly beyond the reach of his country's courts 


HEN he became Italy’s prime minis- 

ter a year ago, Silvio Berlusconi faced 
four criminal trials. Now just one charge, 
that of bribing judges, remains. Mr Berlus- 
coni is very likely to be acquitted in three 
false-accounting cases against his compa- 
nies because new legislation brought in by 
his government has put most types of false 
accounting by private companies into the 
civil rather than criminal category of mis- 
demeanours (see our table). In any event, 
the cases would probably be set aside un- 
der a statute of limitation; other bills be- 





fore parliament are likely to ensure that the 
remaining case against Mr Berlusconi 
could drag on for years. And even if the 
verdict in that case eventually went 
against him, it is by no means certain that 
the public, apparently bored by the long- 
running saga of court cases involving their 
prime minister, would care. 

Moreover, Mr Berlusconi has happily 
avoided other legal entanglements that 
might have embarrassed him. It now looks 
unlikely that he will be questioned in 
court about his business past in two crimi- 






nal trials of close colleagues, one of whom © 
is accused of association with the Mafia. 
The judges, it seems, will accept that, as. 
foreign minister as well as head of the gov- 
ernment, he would quite simply be too. 
busy to attend. | 
That has particularly disappointed. 
prosecutors in Palermo, the capital of Sic- 
ily, who have waited patiently for Mr Ber-. 
lusconi to testify in the trial of a close 
friend of his, Marcello Dell'Utri, a senato 
who has been charged with aiding and 
abetting the Mafia. The judges had ruled 
that at a special hearing on July 11th M. 
Berlusconi was to have given detailed re 
sponses to questions that he had hitherto 
refused to answer at all fully. Among othe: 
things, he would have been asked why he 
had employed Vittorio Mangano, a known 
mafioso, on his country estate near Milan 
He would also have been asked where the 
22 holding companies that Mr Berlusconi 
set up in the 1970s and through which he 
owned his Fininvest group got their origi- 
nal funds. | 
Mr Berlusconi's spokesman explains 
that he could not, after all, attend last- 
week's hearing in Rome mainly because of : 
a visit to Italy by King Juan Carlos of Spain. _ 
A diplomat at the Spanish embassy says 
that the king, who was on a private visit, 
met Mr Berlusconi at 7.30pm on the day of- 
the hearing. Mr Berlusconi’s lawyer has: — 
suggested two dates when he could ap- 
pear at a new hearing in October. A 
This week the same thing happened. . 
Mr Berlusconi was due to testify on July. __ 
15th on behalf of Vittorio Metta in a trialin 
Milan over bribing judges. Mr Berlusconi's 
spokesman explained that he could not © 
after all be there as he had to lay the first 
stone for a high-speed train-bridge and... 
then meet the Bulgarian foreign minister. 
Mr Berlusconi is alleged to have bribed Mr > 
Metta, an appeal-court judge, to rule in his 
favour in a bitter takeover battle for Mon- 
dadori, a publishing group, in 1991. Th 
charges against Mr Berlusconi wer 
quashed on the eve of last year's gener; 
election under a statute of limitation. — 
Giving evidence on behalf of Mr Metta 
would have exposed Italy’s richest man to 
a testing cross-examination by prosecu 
tors. Mr Berlusconi, however, said that he 
would exercise his right to silence if sum- 
moned again. He has this right because he 
is himself a defendant in the related sm 
case in Milan, which is also to do with alle- 
gations of bribing a judge. 
Controversy has dogged this trial too. 
New legislation passed by Mr Berlusconi's 
government in October was used to chal- 
lenge the admissibility of the prosecu- 
tion’s evidence, but the judges were un-. 
moved. In January the justice ministe 
invoking procedural law, nearly styn 
the SME trial altogether. Members of 
government have continued to lambas 
the Milanese magistrates, whom Mr Ber- 
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> lusconi has persistently accused of left- sme trial should be started anew-and in 


wing bias against him. 

In March he made a new suggestion. He 
asked a court to move the SME trial to Bre- 
scia, east of Milan. If that happened, it 
would have to start again. Mr Berlusconi 
said he could not get a fair trial in Milan. 
Since the reform of Italy's penal code in 
1989, trials have been transferred very 
rarely to new jurisdictions, because the cir- 
cumstances in which that can happen are 
narrowly defined, partly to prevent defen- 
dants from shopping around for favour- 
able judges. 

But the final appeals court supported 
an argument put forward by Mr Berlus- 
coni's lawyers that there may be a con- 
stitutional flaw in the reformed penal 
code. It referred the matter to the constitu- 
tional court, which may yet decide, when 
it gives its opinion in the autumn, that the 


another place. Meanwhile, it has been 
rumbling along in Milan. But, in yet an- 
other legal twist, it could be stopped before 
the court makes its decision, if another bill 
recently brought in by a pro-Berlusconi MP 
is enacted. This bill says that a trial must be 
suspended until an application to move it 
to another place is decided. 

If the sme trial did ever run its course 
and the verdict went against Mr Berlusconi 
before a statute of limitation applied, there 
might be a final safety net for him. Yet an- 
other bill introduced by a senator in his co- 
alition would make judges take “extenuat- 
ing circumstances" into account when 
crimes are committed by anyone over 65 
or by anyone without a prior conviction. 
This means that a statute of limitation 
could apply earlier in the SME case. Mr Ber- 
lusconiis 65. 8 





Spain, Morocco and Gibraltar 


A row over rocks 


MADRID 


If you want Gibraltar, says Morocco to Spain, why can’t we have some rocks? 


Ll SEEMED, at first glance, to be the stuff 
of farce. Morocco lands some soldiers on 
a tiny, uninhabited island near Ceuta, one 
of Spain's two north African city-enclaves. 
Spain grabs it back. The Moroccans think 
the Spaniards are being hypocritical in 
wanting Britain to hand over Gibraltar 
while refusing to talk to them about the 
Spanish bits of land just across the water. 
Morocco's dramatic action has certainly 
put its complaint before the world forum. 





That's our clump of parsley over there 


Mindful of the rising importance of pro- 
western Muslim countries since last Sep- 
tember, the world has duly taken note. The 
United Nations may now get involved. 
While half-heartedly backing Spain, the 
EU has duly wrung its hands. 

It was on July 11th that a group of Mo- 
roccan gendarmes occupied the islet, 
empty bar a herd of goats that feed on the 
wild parsley from which it takes its Span- 
ish name, Perejil. Moroccan marines then 
took over from the gendarmes. Spain's 
prime minister, Jose Maria Aznar, refused 
to accept this, and sent five warships and a 
submarine, plus helicopters and other air- 
craft, to the area. The 7,000 men of Spain's 
Foreign Legion, who defend Spain's two 
north African enclaves, Ceuta and Melilla, 
were told to be ready to fight. At dawn on 
July 17th Spanish commandos recaptured 
the island and put a Foreign Legion unit 
ashore to hold it, without a shot fired. The 
captured Moroccans, unharmed, were set 
free at Ceuta's border with Morocco. 

But this is not the end of the story. The 
island's status is unclear. Ceuta and Meli- 
lla, as well as two other rocky outcrops 
and a few small islands, are mentioned in 
various treaties between Spain and Mo- 
rocco. Perejil (Leila to the Moroccans) is 
not. Spain insists that it does not intend to 
keep troops on Perejil, and its new foreign 
minister, Ana Palacio, says that dialogue is 
the way forward. But Morocco retorts that 
Spain scuppered an American-sponsored 
deal under which the Moroccans could 
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have left the tiny island “voluntarily”, and 
has asked the United Nations to force a 
Spanish withdrawal. Morocco's foreign 
minister, Mohammed Benaissa, says 
Spain has committed an act of aggression. 
Moroccan troops have been moved from 
the Sahara to areas near Ceuta and Melilla. 

How did it happen? Morocco’s landing 
coincided with the King Mohammed's 
wedding celebrations. Mere exuberance, 
however, can hardly be the answer. The 
Moroccan foreign minister curiously 
claims that the landing was part of the 
fight against illegal immigration and drug 
smuggling into Europe; Spain has accused 
Morocco of turning a blind eye to both. It 
had nothing, he said, to do with negotia- 
tions between Britain and Spain over the 
future of Gibraltar. 

But this, too, is a bit thin. The Moroc- 
cans, who think that Ceuta and Melilla 
ought to be theirs, naturally raise an eye- 
brow when Spain tries to prise Gibraltar 
away from Britain, whose foreign secre- 
tary, Jack Straw, said last week that negoti- 
ations about the Rock that lies opposite 
Ceuta would continue after the summer. 
And the Moroccans are understandably 
unimpressed by Spain’s objection that Me- 
lilla and Ceuta are in no way comparable 
with Gibraltar because the one became 
Spanish in 1497, the other in 1580, before 
Morocco was even a state, whereas Gibral- 
tar has been British for a mere 290 years. 

Morocco also sees a contradiction be- 
tween Spain's refusal to accept a referen- 
dum of Gibraltar's citizens about their fu- 
ture, while at the same time insisting on à 
referendum in the former Spanish Sahara. 
The people of that territory do not wish to 
become a self-governing region of Mo- 
rocco, any more than Gibraltarians want to 
become part of Spain. Ah, but we are dem- 
ocrats and can be trusted, say Spaniards 
sniffily; Moroccans aren't and can't. The 
UN's Security Council is discussing the 
matter later this month. 

Last October, Morocco withdrew its 
ambassador to Spain after rows about this, 
as well as over fishing rights and immigra- 
tion; now Spain has pulled its ambassador 
out of Morocco. Nobody wants the latest 
spat to get nastier. But when two prickly 
nationalisms are aroused, beware. @ 
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VIP BE off my head if I went back to that circus!”, Lothar 

== {Späth once declared with his usual bluntness when asked if 
-he might ever return to politics. Yet now, 11 years after resigning 
. as premier of Baden- Württemberg, one of federal Germany's 
richest states, he has been lured back with the promise of a new 
“superministry” to run the country's economic and employ- 
‘ment policy, with a special brief for reviving Germany's former 
communist east. That is, if the conservatives win September's 
-general election. Edmund Stoiber, the conservative challenger 

- for the chancellor's job, says Mr Späth is quite simply "the best”. 
He would “put the nail in the Social Democrats’ coffin”. 

Mr Spáth's agreement to join the conservatives' "team of ex- 
perts" on the campaign trail was certainly a coup for Mr Stoiber. 
-= His name is a byword for economic dynamism and entrepre- 

..meurial flair. He is famous for turning Jenoptik, a clapped-out 

_ East German optical-engineering company, into something very 
- fare: an eastern success. Mr Stoiber wants Germans to believe 
that his new economics guru can do for Germany what he did 
for Jenoptik. Last week, the pair proudly presented a grand plan 
‘to spend €10 billion ($10 billion) to create hundreds of thou- 
sands of jobs and get Germany growing again. "Offensive 2002", 
-as itis dubbed, is the conservatives’ answer to the bold labour- 

. market reforms recently proposed by a government appointed 

- commission chaired by Volkswagen's Peter Hartz. 

: . Small, bouncy, 64-year-old Mr Späth has immediately shot to 
-second place in the political popularity charts, ahead of both Mr 
` Stoiber and Chancellor Gerhard Schröder, and only just behind 

- the eternal favourite, Joschka Fischer, the Green foreign minister. 
“Mr Späth is not only regarded as a Macher, a man who gets 
things done, but also as a reformer fizzing with novel ideas. He 
has written or co-authored more than a dozen books with titles 
like “Can the Germans still be saved?" and "What must now be 
done". Until recently he hosted a lively talk-show on television. 
“Now he may have a chance to put his ideas into action. 

After leaving school at 15 with virtually no qualifications, this 
- working-class lad with a strong Swabian accent, which he still 
has, raced up the Christian Democrats' ladder. He became 
mayor of Bietigheim, a town of some 30,000 inhabitants, by the 
age of 30. At 40 he was Germany's youngest state premier. Over 
_ the next 13 years, he turned his sleepy southern state into one of 



































the wealthiest and most go-ahead high-tech economies in Ger- 
many. Autocratic and often abrasive, he was attacked by the 
then chancel 













lor, Helmut Kohl, a fellow Christian Democrat, for 
ning the state of 9m people as a one-man business. But in Ba- 
Württemberg, where his native peasant cunning earned 






| him the nickname das Cleverle, he was much admired and liked. 


_ Yet by the early 1990s, his career seemed in ruins. Involved in 








a failed effort to oust Mr Kohl in 1989, he was thrown off his 
party's national executive committee. Two years later he re- 
signed as state premier after being accused of accepting exotic 
foreign holidays and other favours from industrialists. He re- 
paired in disgrace to Jena, in the eastern state of Thuringia, 
where he took over the moribund Jenoptik from the Treuhand, 
the outfit charged with managing East Germany's state property. 


Maybe he did turn the firm round, his critics sourly admit, 


but only after taking a state hand-out worth nearly $2 billion 


and axing 16,000 jobs. Only 1,100 of Jenoptik's present 7,000 
employees are now even based in the east, the carpers point out; 
the rest live in western Germany or abroad, so the eastern state, 
it can be argued, barely benefited. Nor, they note, is the com- 
pany' success undiluted. Profits nearly tripled in 2000 but rose 
by only 2% last year and the firm made a loss in the first quarter 
of this one. Mr Spáth is unshaken. Others got equally big public 
hand-outs, he replies, but still failed dismally. Moreover, Jenop- 
tik's success has helped to create lots of other jobs by attracting a 
cluster of other high-tech firms to Jena and its vicinity. 

More troubling is the suspicion that a man with so big an ego 
may be loth to submit to cabinet discipline. He admits he is im- 
patient. “In business,” he used to say, “I can take decisions and 
really change things." In politics, matters are less simple. He has 
already caused a fair bit of confusion as Mr Stoiber's adviser by 
expressing views that flout the party line. While Mr Stoiber is 
blithely pledging ever more billions of euros to defence, child 
benefit, schools, small businesses, eastern Germany, hospital 
doctors and so on, Mr Spáth drily notes that the public deficit is 
already dangerously close to the Ev's 3% limit. While the Bavar- 
ian leader promises to cut taxes immediately, his economics 
guru suggests that some taxes might at first have to go up. Mr 
Spath points out that whatever the next government's hue it will 
have little room for manoeuvre. While Mr Stoiber casts oppro- 
brium on the Schróder government's tax-reform ideas, Jenop- 
tik's boss applauds them. While Mr Stoiber implies that radical 
change can take place overnight, Mr Spáth cautions that some of 
the conservatives' proposals could take years to implement. 
While Germany's possible next chancellor dismisses Mr Hartz's 
labour-market proposals as the "biggest bluff ever", his desig- 
nated employment minister welcomes them as "revolutionary". 


Is he sure he really wants it? 

Some think Mr Spáth is having second thoughts about his new 
job. He did not seem his usual perky self alongside Mr Stoiber 
when they launched Offensive 2002 last week. He probably 
knew it was just a rehash of previously announced ideas and 
would rely on cash not yet available. But there is little doubt that 
Mr Spáth has the energy and will to drive through the kind of re- 
forms Germany sorely needs. 

He also enjoys public trust. Indeed, if Mr Schróder squeaked 
back into power, he might conceivably ask him to join his team. 
Mr Spáth has already hinted he might not be against that idea. 
Many Germans, on left and right, might cheer. @ Rog 
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Transformed? 








Since September 11th, the world's interest in defence has revived for 
the first time since the end ofthe cold war. But the industry has to 
reinvent itself to suit changing needs, writes Iain Carson 


EFENCE is not like any other industry. 

Its output—the ability to deliver death 
and destruction, albeit mostly in the name 
of deterrence, peace and security—makes 
it unloved outside the communities where 
it provides jobs. With essentially one tax- 
funded customer per country—the govern- 
ment-that hardly matters. But the Septem- 
ber 11th terrorist attacks on America may 
have fundamentally changed people's 
perceptions of the industry. 

Byron Callan, a defence-industry ana- 
lyst at Merrill Lynch, an investment bank, 
has an office next to what used to be the 
World Trade Centre in New York. "When 
the second plane hit, we all started to leave 
our building," he recalls. “By the time the 
second tower fell, we looked up to see an 
F-15 fighter circling overhead. Everybody 
cheered and clapped. That's the difference: 
people are more defence-minded, and it's 
carte blanche for the defence budget." 

For the world's stockmarkets, Septem- 
ber 11th was a "buy" signal. Stocks of de- 
fence companies soared after more than a 
decade in the doldrums caused by the fall 
of the Berlin Wall. Vance Coffman, the boss 
of Lockheed Martin, the world's biggest 
defence company, thinks the aftermath of 
the terrorist attacks will translate into an- 
nual increases in American defence 
spending of 10% or more. He also expects it 
to lead to a transformation in military sys- 
tems, with a new emphasis on precision 
weapons and mobility, the better to fight 
enemies who may be difficultto pin down. 

Transformation is the military buzz- 


word for a change from heavy, slow-mov- 
ing forces to lighter, more agile units, em- 
ploying the latest information technology 
to wage computerised warfare. It is also 
known as RMA (revolution in military af- 
fairs). Andrew Krepinevich of the Centre 
for Strategy and Budgetary Assessment, a 
Washington think-tank, and a strong advo- 
cate of RMA, thinks that "9/11 is exhibit A 
for transformation." For Jim Thomson, 
who runs RAND, America's leading de- 
fence-analysis organisation, "It will give 
transformation more impetus." Jerry Dan- 
iels, boss of the defence business of Boe- 
ing, expects the consequences of that fate- 
ful day to include a new emphasis on 
defending the American homeland, 
greater interest in pilotless aircraft (known 
as unmanned air vehicles, or UAvs) and 
the realisation that winning a war now de- 
pends as much on superior information as 
on dominance of the skies. 

President George Bush has promised to 
raise the annual defence budget to more 
than $400 billion over the next five years, 
and within that total many observers ex- 
pect the procurement budget to climb back 
above $100 billion, after a slump to 
around $50 billion last year from its peak 
of $150 billion under President Reagan in 
the mid-1980s. 

Not everybody thinks the extra money 
will necessarily go on more weapons. Jay 
Korman of pri, a Washington defence 
think-tank, expects much of it to be spent 
on neglected maintenance, pay and other 
benefits rather than on more fighters, ships »» 





and missiles. And even in America, de- 
fence has not become everybody’s favour- 
ite business. But most analysts feel sure 
that the terrorist attacks will give a long- 
term lift to America’s defence industry. 


Cyberwars 


In fact, big changes in the industry were 
under way long before last autumn. They 
had their roots in the collapse of the Soviet 
Union; in the victory of the allied forces in 
the Gulf war; and in the technological pos- 
sibilities that emerged in the 1990s for new 
kinds of warfare, using spy satellites and 
smart missiles rather than boots on the 
ground. American operations in Afghani- 
stan already have more in common with 
computer games than with the trench war- 
fare of the first world war or the blitzkrieg 
of the second. But they are seen only as 
forerunners of the “network-centric” RMA 
warfare of the future, when everything 
from spy satellites to aircraft to ground sol- 
diers with laptops is wired together to en- 
. sure complete knowledge and the ability 
< torespond instantly. 

: To prepare itself for this brave new 
- world, the industry in America has been 


p. consolidating rapidly, leaving only five big 
_. prime contractors. Further changes are un- 


-` der way. For example, in the past couple of 
years Northrop Grumman, a maker of 
bombers, fighter jets and the fancy elec- 
tronic systems they carry on board, has 
also become the world's biggest naval 
shipbuilder, acquiring two naval ship- 
yards, Litton Industries and Newport 
News. Kent Kresa, Northrop's chairman, 
“sees warships as more than just platforms 
‘for launching aircraft or missiles: to him, 
they are “nodes” in the electronic wars that 
“will be waged far from traditional plat- 





forms turned into moving bases. A few 
years ago ships seemed to be going out of 
fashion, but now visionaries such as Mr 
Kresa see them as an essential part of 
RMA. However, Mr Kresa also envisages 
other nodes, hundreds of miles above the 
earth, as space becomes increasingly mili- 
tarised. On July 1st he bought TRW elec- 
tronics, an aerospace and car-parts com- 
pany, mainly for its satellite business. 

Fifty years ago, high spending on de- 
fence fuelled by the cold war produced 
many technical breakthroughs, from semi- 
conductors to nuclear power, which 
brought great benefits to the rest of the 
economy. Now, if anything, the flow 
seems to have been reversed, with the de- 
fence industry looking to rapidly advanc- 


ing technology in commercial industries 
such as electronics and computer software 
to keep weapons up to date. But barriers 
between defence and other industries re- 
main difficult to overcome. High hopes 
after the collapse of the Soviet Union that 
defence would reshape itself into a nor- 
mal global industry have been dashed. 
What has emerged instead is a business 
worth around $200 billion worldwide in 
which America dominates, Europe trails 
behind and the rest of the world is just a 
collection of mostly outdated industries or 
subcontractors to the Americans. There is a 
sense in the United States that the govern- 
ment is less open to dealing with foreign 
suppliers than it was before September 
11th, because of heightened fears about 
defence technology leaking to undesirable 
governments or organisations. 

For the past half-century, there has 
been a marked disparity in defence spend- 
ing between America and Europe, which 
survived the end of the cold war. On aver- 
age over the years, the Americans have 
been spending 50-100% more on defence 
than the Europeans, despite lower taxes. If 
necessary, they have choked off other do- 
mestic spending, such as social pro- 
grammes, to find the money. In America, 
in current circumstances no one is going to 
vote against defence increases. 

By contrast, in Europe government 
spending takes up a larger share of the 
economy and defence is always an easy 
target for cuts. This is particularly true in 
Germany. "Since the collapse of the Soviet 
empire, says one British diplomat in 
Washington, "the Germans simply think 
the enemy has gone away." Other than in 
Britain and France, defence budgets will re- 
main flat everywhere. # 





T" HE defence industry is peculiar in sev- 

eral ways. It is about the only large in- 
- dustrial sector that sells almost exclusively 
to governments, leaving aside the illicit 
-trade in small arms to drug smugglers and 
-terrorist groups. “Defence is driven by non- 
- economic forces," says Loren Thompson, 
- of the Lexington Institute, a Washington 
think-tank. That makes it unpredictable, 
especially in America, where procurement 
of weapons systems depends on a troika 


consisting of the Defence Department, the 
White House and Congress. Each year 
Congress votes on the amount of money 
that will flow to the Defence Department. 
That can lead to sudden cuts in the num- 
bers of, say, fighters or missiles ordered in 
a weapons programme. 

In the European countries that spend 
most on defence- Britain, France and Ger- 
many-the procurement process may be 
more straightforward, but programmes are 


just as liable to be challenged and changed 
when government money becomes tight. 
The current plan for a new European 
troop-carrying aircraft (known as the 
A400M), to be built by Airbus, was de- 
layed for years because some politicians in 
Germany’s Green Party blocked the 
money needed to buy the number speci- 
fied in the initial order. 

Because the defence industry spends 
taxpayers’ money, politicians feel justified »» 
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> ininterfering. This goes well beyond the le- 
gitimate role of trying to ensure that the in- 
dustry can deliver reliable weapons at a 
fair price, and often comes down to pork- 
barrel politicking. The combination of na- 
tional security concerns and government 
funding explains why defence enjoys 
some immunity from the usual pressures 
of international business. Even when it 
sells to other countries, the industry needs 
government approval to ensure that tech- 
nology does not get into the wrong hands. 
And often the importing country imposes 
stiff conditions, requiring the supplier to 
create jobs within its own borders. 


Siamese twins 

To complicate things further, defence and 
civil aerospace are joined at the hip. Aero- 
space products, from aircraft to missiles, 
form the biggest chunk (more than half) of 
defence procurement budgets. Although 
civil aerospace companies sell to around 
200 big airlines the world over, many of 
these are government-owned and run for 
reasons other than purely commercial 
ones. Both the civil and the military sides 
of aerospace involve highly capital-inten- 
sive products. This in turn affects the shape 
of the industry. 

Sir Richard Evans, chairman of BAE Sys- 
tems, Europe's largest defence aerospace 
company, says the high capital costs pro- 
pel companies to find partners for both 
military and civil projects. This has led to a 
web of relationships in which defence 
aerospace companies can be competitors 
on one product and collaborators on an- 
other. BAE, for instance, is part of the Lock- 
heed Martin team to build the Joint Strike 
Fighter (sF) for America and Britain, but 
has joined up with Boeing to build the 
new European Meteor guided missile. 

Defence aerospace is a bit like a cottage 
industry, says Sir Richard, in that the num- 
ber of customers is small, everybody 
knows everyone else and everything is 
connected. “If Vance (Coffman of Lock- 
heed Martin) or Phil (Condit, chairman of 
Boeing) is in London, I'd be upset if they 
didn't call round for a cup of tea," he says. 

If this degree of socialising went on in 
any other industry, competition authori- 
ties would kick up a fuss. But in defence, 
contracts are few but huge, and customers 
are few but powerful, so market forces do 
not work. "Defence is not normal," says 
Harvey Sapolsky, a defence expert at the 
Massachusetts Institute of Technology. 
"It's an allocated business. If you don't get 
a contract, you get a portion of it." 

Moreover, defence companies are often 





subsidised, whether directly or indirectly. 
Weapons procurement is often justified in 
terms of jobs, not just strategic benefits. 
And there are plenty of jobs involved: in 
America, for instance, the top seven de- 
fence firms employ about 1m workers. 

Export-credit subsidies and govern- 
ment aid often go hand in hand with arms 
export deals. Much diplomatic effort is ex- 
pended on trying to land such deals 
abroad. The British government even has a 
director of arms sales based in the Minis- 
try of Defence, whose job it is to promote 
sales of British weaponry abroad. The 
only other sector in most rich economies 
to be so coddled is farming. 

Because of its unusual status, the indus- 
try has traditionally been unpopular, and 
not just with left-wing peaceniks. To many 


| ao cm 
JSF stands for Jointly Spent Fortune 
people there is something spooky and se- 
cretive about the whole sector. In his va- 
ledictory speech in 1961, President Eisen- 
hower, hero of the Normandy landings, 
advised his fellow Americans to be wary 
of the military-industrial complex. Almost 
exactly 40 years later, another prominent 
Republican, Senator John McCain, was on 
his feet in the Senate denouncing Boeing 
over a $20 billion deal to lease refuelling 
tankers for only ten years. Mr McCain, 
who in the past year has delivered 18 blis- 
tering Senate speeches on sneaky addi- 
tions to defence spending, describes the 
Boeing deal as “obscene war profiteering”. 
The air force says itis a handy way of get- 
ting hold of much-needed new tankers in a 
hurry. Curiously, a similar proposal 
(though on a smaller scale), which in- 
volves Boeing and BAE Systems providing 
tankers and a whole refuelling service for 





Britain's Royal Air Force, has met no chal- 
lenge so far. 

Public opinion supports increases in 
defence spending only in the face of obvi- 
ous threats, such as the terrorist attacks on 
September 11th. But if the public is mostly 
unenthusiastic about defence spending, it 
is decidedly hostile to the international 
arms trade, despite its job-creation poten- 
tial. Exports of military hardware run at 
nearly $40 billion a year, according to the 
Stockholm International Peace Research 
Institute (SIPRI). Some observers say 
America's share of that is close to half, 
which sound about right, given that the 
world's only superpower accounts for 
about 40% of defence production world- 
wide. Britain, Russia and France are the 
other big military suppliers, although they — 
are much smaller than America. 

Defence trade began to rise in the 1960s, 
after the American government set up a 
body called the International Logistics Ne- 
gotiations (ILN) in 1961, designed to sell 
arms actively rather than wait for buyers 
to come along. The hard-up Labour gov- 
ernment of Harold Wilson in Britain soon 
followed suit, hiring a former car-industry 
boss, Sir Donald Stokes from British Ley- 
land, who used commercial sales tech- 
niques to improve Britain’s success rate. 

In principle, there is nothing wrong 
with selling arms abroad. It would be un- 
reasonable to bar the defence industry 
from making use of its comparative advan- 
tage and reaping the benefits of trade. The 
British defence ministry, for example, 
spends around 13% of its procurement 
budget on co-operative-equipment pro- 
grammes involving 19 nations, notably 
France, Germany and America. Likewise, 
without international trade Britain would 
have no modern nuclear missiles, and 
America no vertical take-off fighters. 


Dirty dealings 
The problem with arms exports is that 
they often go to unreliable governments in 
unstable parts of the world, with the deals 
smoothed by bribes. Defence companies 
rush to point out that they have codes of 
conduct against bribery and corruption, 
but they do hire local agents who labour 
under no such constraints. The American 
Department of Commerce reckons that 
half of all bribes paid in international 
business relate to arms deals, even though 
arms make up less than 1% of all trade. 
According to Laurence Cockcroft, chair- 
man of the British arm of Transparency In- 
ternational, a body devoted to fighting cor- 
ruption, there are several reasons why the »» 








defence industry is so susceptible to brib- 
ery and corruption. The details of arms 
deals are usually kept secret, on the 
grounds of export benefits and security 
concerns. In view of the slump in defence 
spending since the end of the cold war, ex- 
port deals are often portrayed as vital for 
the survival of a company and the pres- 
ervation of jobs. The deals are mostly large 
and involve high-value goods, making it 
easier to hide commission payments that 
finance bribes. And not everybody agrees 
that bribes are necessarily a bad thing: for 
example, in Britain they were not only le- 
gal but tax-deductible until last December. 

Another factor is the widespread use of 
offset deals, which are agreements to give 
the buying country some of the work re- 
sulting from the order. This provides an- 
other opportunity for bribery, Mr Cock- 
croft found in a recent study. In one recent 
case South Africa bought British jet fight- 
-: ers, not because they were cheaper but be- 
< cause BAE Systems offered better offset 
< terms. The deal was part of a large £3 bil- 
-lion defence contract which also involved 


^. German, Swedish and Italian suppliers. 


| The price of corruption 


-- Corruption in defence procurement hurts 
-the importing countries, where it wastes 
resources that would be better used for 
~ other purposes. It also undermines public 
- confidence in politicians and institutions, 
destabilising the countries concerned or 
‘even whole regions, as happened in India 
and Pakistan. In January British ministers 
were in Delhi trying to sell fighters; only 
weeks later they were back pleading with 
‘India notto start a war with Pakistan. Only 





when 1m soldiers were facing each other 
across the border in Kashmir did the Brit- 
ish government consider suspending arms 
sales. Britain’s international development 
ministry has calculated that of the 40 
poorest countries in the world, 24 are trou- 
bled by armed conflict or have just 
emerged from it. The weapons are rarely 
home-made. 

But corruption poisons the exporting 
countries too. Leaving aside moral and le- 
gal arguments, bribes distort the market, 
adding to the price without adding to the 
value of a product. A company that keeps 
securing deals through bribes may be- 
come less and less competitive. Bribes also 
undermine a company’s reputation. Lock- 
heed Martin, America’s biggest defence 
company (which Boeing dwarfs only 
when its civil business is added in), is par- 
ticularly anxious to be seen as squeaky 
clean after being involved in bribery scan- 
dals in the 1970s and 1990s. “Nobody 
wants a contract that is going to sacrifice 
the reputation of our company,” a Lock- 
heed manager told a recent conference on 
bribes and the arms trade. 

The French company Thomson-csF 
changed its name to Thales after being in- 
volved in a bribery scandal in Taiwan that 
ended up with the French foreign minister 
being convicted of corruption. Kickbacks 
persuaded the Taiwanese government to 
switch a contract for frigates from South 
Korea to France, doubling the price. The 
former German chancellor Helmut Kohl 
was another political victim, losing office 
after it transpired that an arms dealer had 
donated funds to the then ruling Christian 
Democrat Party after the government had 
approved the sale of tanks to Saudi Arabia. 

Another, much larger, Saudi deal be- 
tween the British and Saudi governments, 
known as the Al Yamamah contract, did 
much to keep BAE out of bankruptcy a de- 
cade ago. Under this deal BAE equips, 
trains and organises the Saudi air force in 
return for payment in oil (although the 
deal now seems to be winding down). An 
inquiry into the contract by the British Na- 
tional Audit Office in 1992 has never been 
published, contrary to usual practice, per- 
haps for fear of embarrassing the Saudis 
over the huge commissions involved. The 
British arms minister who had been lob- 
bying for the deal, Jonathan Aitken, was 
subsequently jailed for perjuring himself 
in a libel action he brought against the 
Guardian after it wrote about a meeting 
between him and a Saudi middleman. 

Two justifications are regularly trotted 
out for governments helping firms to ex- 





port arms. One is that it promotes national 
strategic interests, acting as an extension of 
foreign policy. The other is that it is strate- 
gically helpful because it maintains the 
economic health of domestic defence 
companies. Both are nonsense. As An- 
thony Sampson put it in his book, "The 
Arms Bazaarin the 90s", published in 1991: 
"The speed with which Saddam (Hussein) 
had first built up his arsenal, and then 
turned it against his suppliers, made non- 
sense of the diplomats' justification for 
selling arms; that they are an extension of 
foreign policy which could bring influence 
to bear on the recipients, and that they 
could bring stability to unstable regimes." 
The behaviour of India and Pakistan also 
supports Mr Sampson’s political point. 

The economic argumentis weak too. In 
a market economy, the whole concept of 
strategic industries is suspect. The Euro- 
pean textile industry used to argue that it 
was strategic because armies need uni- 
forms, but buying the kit from outside sup- 
pliers proves perfectly satisfactory. If de- 
fence companies went out of business, 
arms could be imported from allies. Over 
time, the net job losses would be negligi- 
ble, as they proved to be in the run-down 
of heavy industries such as coal and steel 
in Europe. To take Britain as an example, 
arms sales there are worth about £5 billion 
a year, less than half of 1% of GDP. Accord- 
ing to one academic assessment, govern- 
ment aid amounts to £400m a year. The in- 
dustry employs about 90,000 people, 
barely 0.3% of the labour force. It is hard to 
believe that these jobs justify massive 
market distortions. But then defence is an 
industry like no other. = 











EFENCE-INDUSTRY folk sometimes 

get nostalgic about the cold war. It is 
not only the huge military spending of the 
Reagan years that they miss, but also the 
sheer simplicity of life in those days. There 
was a clearly defined enemy. All that 
America had to do was keep its nuclear 
weapons in a State of readiness and main- 
tain a quarter of a million men under arms 
in West Germany to face any Russian ad- 
vance. Now America is down to fewer 
than 70,000 service personnel in Ger- 
many, the armed forces have been 
trimmed by one-third and the defence 
budget has shrunk by $100 billion. Europe 
has seen similar contractions. 

On both sides of the Atlantic, confusion 
about defence continues. Instead of a 
mighty visible enemy sitting on the far 
side of the German plains, there are terro- 
rist groups such as al-Qaeda, and danger- 
ous regimes such as Iraq or North Korea 
that might launch missile attacks or use 
chemical or biological weapons against 
America. September 11th showed America 
to be facing, in the words of one British 
diplomat, a "non-arrayed enemy”. 

The Gulf war demonstrated the huge 
lead held by America and its allies in con- 
ventional warfare. Operation Desert 
Storm was a stunning display of American 
might. It provided various lessons, for ex- 
ample the powerful effect of precision- 
guided weapons such as cruise missiles. 
But around that time, too, military strate- 
gists began thinking about the emergence 
of threats from non-conventional, or 
asymmetric, warfare, such as a terrorist 
group attacking a nuclear plant or a rogue 
state using a biological weapon. “We've 
been working on asymmetric threats for 
ten years," says Natalie Crawford, director 
of Project Air Force, a federally funded part 
of the RAND defence think-tank in Santa 
Monica. 

The changing nature of the threat has 
been one reason why many military strat- 
egists, from America’s commander-in- 
chief downwards, reckon that the world is 
currently in the middle of a "revolution in 
military affairs" (RMA). RAND defines an 
RMA as “a paradigm shift in the nature and 
conduct of military operations which ei- 

ther renders obsolete or irrelevant one or 





more core competencies in a dominant 
player, or creates one or more new core 
competencies in some dimension of war- 
fare, or both.” 

History has seen many such revolu- 
tions. One example is the English use of 
longbows, which ended the impregnabil- 
ity of mounted French knights in chain- 
mail armour. Others are the use of trains 
and telegraph by the Union army in the 
American civil war, and the deployment 
of machineguns by the British to mow 
down Zulu rebels at the Battle of Ulundi in 
1879. In modern times, General Heinz Gu- 
derian's blitzkrieg against Poland and then 
France qualified as an RMA: although all of 
its constituent parts—the battle tank, the 
bomber plane and the radio-had been 
used on their own before, the way they 
were deployed together amounted to a 
new strategy. 

The other force driving today's RMA is 
the huge scope for military applications 
arising from digital and space technology. 
George Bush summed it up well in a 
speech in 1999, before he became presi- 
dent, pointing out that the American 
armed forces faced new thinking and hard 
choices: "Power is defined not by size but 
by mobility and swiftness." The Afghani- 


Cancel that chain-mail order 


stan campaign, with its brilliant use of un- 


manned aircraft and precision-guided mu- 


nitions (PGMs), such as low-tech bombs _ 
with a satellite navigation system bolted | 
on to guide them to their target, has come _ 


to symbolise that change of emphasis. In. 
the Gulf war PGMs made up under 10% of. 





all munitions fired; in Afghanistan the fig- _ 
ure was 90%. E 

For the past 100 years the main empha- 
sis in military equipment has been on. 
"platforms", ie, the ships, aircraft or tanks. 
that carry weapons. Now the platform is. 
becoming less important than the net- 
Work-an electronic web tying all weap- - 
ons together to make the whole greater 
than the sum of its parts. Sir Timothy Gar- 


den, a defence consultant and a former as- 


sistant chief of Britain's defence staff, says 
that waging war in future will be similar to 
playing a video game. In the language of 
the Pentagon, “transformation” meansget- 
ting from traditional platform warfare to. 


this network-centric way of fighting. 


Donald Rumsfeld, America's defence 
secretary, defending his latest budget be- 


fore a Senate committee in May, explained 
why the American armed forces had to be 
transformed. On September 11th, he said, 


the nation “painfully learned" that its ad- > 


a 








> versaries are changing. "They're watching 
us; they're studying how we were success- 
fully attacked, how we responded. And 
they're looking for ways that we may be 
vulnerable in the future. And we stand still 
at our peril." 

In that spirit, Mr Rumsfeld cancelled 
the remaining $9 billion of a contract for 
the Crusader army artillery weapon, de- 
spite howls of protest from the army and 
from the manufacturers, United Defense 
International. Weighing in at over 40 
tonnes, too heavy for most bridges and all 
but the biggest military transport aircraft, it 
was a weapon designed for old-fashioned 
conventional warfare, such as repelling a 
Soviet invasion of Germany. But modern 
wars are more like expeditions, and armies 
have to be able to move swiftly. 

One reason why transformation is 
needed is that heavy casualties are unac- 
ceptable to American voters, as American 
politicians know. Another is that, to sus- 
tain a big war such as invading and occu- 
pying Iraq, America would run short of 
troops with its purely volunteer army, says 
Mr Sapolsky at MIT. It might need to re-in- 
troduce conscription, but under today's 
equal-opportunities regime that would in- 
clude women, adding a further twist to the 
fear of casualties. However, his is a minor- 
ity view. The official Pentagon line is that 
Iraq could be subdued, at a stretch. 

The defence industry is scrambling to 
deliver what the military establishment 
wants in this new world. The buzz-word is 
c4ist, which stands for command, con- 
trol, computers and communications, 
intelligence, surveillance and targeting— 
the heart of network-centric warfare. 


Battlefield of the future 
An example of the military future is on dis- 
play in Anaheim, southern California. 
Since last September, Boeing's Battlefield 
Integration Centre (BIC), a fortified build- 
ing on an industrial estate, has been vis- 
ited by scores of Pentagon officials and mil- 
itary officers. Its centrepiece is a room like a 
cinema, with three giant screens along one 
wall and three control consoles below 
them. One screen has a satellite image of 
Korea with moving squares and triangles 
representing fighter jets, bombers and spy 
planes. Another has close-up pictures of 
trucks on the move, and a third has an im- 
age fed from a camera in a soldier's helmet. 
This is a mock military operation, 
showing what warfare could soon be like. 
The screens display information fed digi- 
tally from sensors and cameras on aircraft, 
both manned and unmanned, from satel- 


Just like the movies 


lite cameras and from infrared cameras on 
the ground. All the pieces of equipment 
are linked together electronically. The offi- 
cer sitting at the control desk can home in 
on anything suspicious and put together a 
whole battle plan, lining up airborne and 
ground forces to attack the enemy. 

Boeing’s BIC gives a taste of the work- 
ings of an integrated command system 
that sucks up information from all avail- 
able sources, including intelligence, and 
feeds it into a single database. It can make 
sense of huge quantities of raw data, using 
sophisticated algorithms to identify targets 
in order of priority and to calculate what is 
needed to destroy them. Boeing has won a 
contract to put together a real working ver- 
sion, known as the future combat system, 
for the American army. Northrop Grum- 
man, a competitor, is expected to win à 
similar deal for the navy soon. The effect of 
such integration, says the CSBA's Andrew 
Krepinevich, is to apply concentrated fire- 
power from forces that are widely dis- 
persed and therefore less vulnerable than 
traditionally deployed forces. 

Some aspects of this information-age 
warfare are in place already. Whereas Gen- 
eral Norman Schwarzkopf ran Desert 
Storm from a hastily built complex in 
Saudi Arabia, the Afghan war is being run 
by General Tommy Franks from the head- 
quarters of Central Command in Florida. 
Video feeds from unmanned air vehicles 
(UAvs) have been relayed to President 
Bush in the White House. The idea is to 
have information about where everything 
isand where itis going, even to know how 
much your enemy knows, thus dispersing 
“the fog of war" and permitting rapid, effi- 
cient warfare. In Vietnam it took many 
bomber sorties to blow up one bridge; 
nowadays, a single missile is expected to 
do the job. Techno-centric warfare puts the 
emphasis not on armour but on informa- 
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tion, explains Jim Albaugh, who runs Boe- 
ing's space and communications division. 
“Operations effectiveness increases up to 
tenfold,” he says. 

The uAvs in Afghanistan point the 
way to the future. Northrop Grumman's 
Global Hawk, first used in Kosovo, proved 
its extraordinary range by flying from Cali- 
fornia to Australia before being used suc- 
cessfully on reconnaissance missions over 
Afghanistan. The Global Hawk is a “high- 
altitude long-endurance aircraft” (HALE), 
built on the scale of a medium-sized cor- 
porate jet, with a bulbous nose carrying its 
satellite antenna. It carries radar and two 
sets of sensors, electro-optical and infra- 
red. Unlike some other UAVS, it is not pi- 
loted from the ground but operates auton- 
omously. Its flight controls and navigation 
details are programmed in before take-off. 

It was developed by Teledyne Ryan in 
San Diego, the company that built the 
Spirit of St Louis for Charles Lindbergh, 
bought by Northrop Grumman in 1999. 
The Global Hawk is designed to loiter over 
an area for 24 hours at 65,000 feet, thou- 
sands of miles from its base. Its height al- 
lows its sensors to cover a wide area. It also 
keeps it out of the way of fighters and 
bombers, and out of range of many mis- 
siles. Another UAV, the Predator, made by 
General Atomics, has been adapted so that 
in addition to its low-level reconnaissance 
roleit can fire missiles. 

The pace of development of UAvs is 
picking up, with more than $1.5 billion 
spent each year. In May Boeing broke new 
ground with a successful test flight of the 
first purpose-built ucAv (unmanned 
combat air vehicle). The X45A, as it is 
known, is a prototype of an unmanned 
UCAV designed to fly (with missiles) on 
extremely hazardous missions deep in en- 
emy territory, to knock out air-defence in- 


stallations such as radar sites and surface- » 








> to-air missiles. Another prototype, the 
x47A by Northrop Grumman, is due to 
start being tested soon. 

Apart from dispensing with pilots, 
UAVS and UCAVs may cost only one-third 
as much as manned fighters to build, and 
their running costs might compare even 
more favourably. Enthusiasts such as John 
Warden, a former fighter pilot who helped 
plan the Gulf-war air campaign, reckon 
that by 2025 as many as 90% of all combat 
aircraft will be unmanned. The Pentagon 
dreams of whole ranges of such aircraft: si- 
lent fuel-cell-powered uAvs; hypersonic 
ones; super-smart ones that can identify 
an individual miles away; and enduring 
ones that can stay aloft for months. 

The technical hurdles to be overcome 
include problems with keeping a number 
of UAVs in the air close together, and the 
huge amounts of bandwidth needed to 
guide them. Military planners had as- 
sumed that there would be plenty of com- 
mercial satellites in space available for 
them to use, but things did not turn out 
that way. Still, Northrop Grumman's Kent 
Kresa points to solutions such as the use of 
higher frequencies, data compression and 
laser links to satellites. He also expects 
more UAVs to be designed to operate 
autonomously. 


Revolutions don't come cheap 

In preparing for the transformation, Mr 
Rumsfeld and his colleagues started by re- 
defining what America's armed forces 
were for. Last October's Quadrennial De- 
fence Review (QDR), for instance, over- 
turned the previous vague strategy of hav- 
ing forces capable of fighting two 
overlapping wars on the scale of Desert 
Storm by setting six objectives: protecting 
the homeland and forces overseas; project- 
ing and sustaining power in distant the- 
atres; denying enemies sanctuary (ie, mak- 
ing it hard for them to hide from bombs 
and missiles); protecting the American in- 
formation network from attack; using in- 
formation technology to link American 
forces so they can fight jointly; and main- 
taining unhindered access to space as well 
as protecting Amerian space capabilities 
from enemy attack. To meet these objec- 
tives, the review increased the emphasis 
on missile defence, on general research 
and development and on joint-service 
training. 

But the increase in the budget put for- 
ward in February, the first since the home- 
land terrorist attacks, did not match these 
^ grand ambitions. It provided for spending 

- in 2003 to rise by $48 billion, to $379 bil- 


lion. But much of the extra was earmarked 
for essentials such as military health care, 
pay rises and housing, with about $30 
lion set aside to meet the cost of th 
ghan war and the Pentagon's sha 
homeland-security measures. F 

ahead, the budget is proposed to ris 
rises, the budget in real terms will return to 
its peaks of the Reagan years and, ez 
of Vietnam. Butthe economy hasgrown s 


$470 billion. If Congress approves th se 
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- lot smaller than in those days. Moreover, 


says Michael O’Hanlon, a defence expert 
at the Brookings Institution in Washing- 
ton, the increase will go to maintain a mili- 
tary establishment that is still one-third 
smaller than during the cold war and that 
is not getting any important new weapons 





other than those already approved by the 


previous administration, apart from 
speeding up missile defence and accelerat- 
ing development and acquisition of UAVs. 

One reason for the rise is the adminis- 
tration’s admission that previous defence 
plans, laid out in the 1997 gpk, did not al- 
low sufficient funding for the programmes 
they contained. Another is that defence 
spending-be it on weapons, pensions, 
pay for iT specialists or dental care—tends 
to run ahead of general inflation. As Mr 
O'Hanlon spells out in a thoughtful cri- 
tique of the defence budget, running costs 
are rising as a consequence of the "pro- 
curement holiday" during the Clinton 
years, thanks to which America's fighting 
ships, aircraft and artillery are all ageing 
and need lots of repair and maintenance. 
And such new weapons as were ordered, 
like the Joint Strike Fighter, never had 
enough money set aside for them, so thata 
growing "bow wave" of under-funded 
spending will reach the Pentagon as these 










1 of 


weapons (mostly aircraft) start to be de- 
livered after 2009. 3 
Loren Thompson at the Lexington Ins 


-tute says the Clinton era was the only t 


since 1950 when the allocation for we 


r ons procurement fell below one-fifth 
. the defence budget. As a result, many be 
bers are 25 years old and the average tan 


plane is 37. He reckons that under-prox 


Sion for replacing ageing, worn-out equi; 


ment has caused a shortfall of 83% for a 
moured vehicles and of 86% for arm 
helicopters. The navy fleet, which has a 
ready halved to 300 vessels, should be 
placed at a rate of eight a year, butthec 
rent building rate is only five. E 

The Rumsfeld way out of this jam is to 
do things differently, taking advantage of 
RMA to transform the forces into light, ag- 
ile organisations—which September uth 
seemed to confirm as the right approach. 
Mr Thompson is unconvinced. To him, the 
talk of RMA that started in the Clinton _ 
years is about a “revolution in museumaf- __ 
fairs”. He sees it as a ruse to distract atten- a 
tion from the lack of procurement, and _ 
thinks weapons-buying should be in- . 
creased straight away. E 

Joel Johnson of the Aerospace Indus- 
tries Association has a fair idea how the 
circle will be squared. "They won't do the 
(planned) numbers of aircraft such as the 
F22, the JSF and the F18,” he predicts. There 
is a growing consensus that in order tofi- 
nance transformation without spending 
too much, the administration will make: 
cuts in existing programmes. “The num- 
bers always start high and then come 
down; it’s the way it goes," says Tassos Phi- 
lippakos, a defence analyst at Moody’s, a 
credit-rating agency. Candidates for trim 
ming include the 3,000 Jsrs, which coul: 
come down to 2,000, and the 339 F2 
which might be cut to 220. Projects such 
the tilt-rotor v22 Osprey and the Com: 
che helicopter might be dropped ; 
gether. | 

Mr Krepinevich thinks that before 
Department of Defence can transform 
armed forces it will have to transform 
way it procures weapons, a system i 
veloped to cope with the relative certai 
ties of the cold war. He reckons that t 
current "Wal-Mart approach”, in whicht 
Pentagon orders large quantities of a fair 
small range of new weapons systems to 
drive down unit costs, is unsuitable for to: 
day's uncertain times. His proposed rem 
edy is to concentrate on systems integr 
tion rather than hardware. Encouragin 
that is precisely what seems to be happ 
ing, both in America andin Europe. B . 








































HE 1990s were an eventful time for 

Å America’s defence industry. With the 
cold war at an end, the number of big 
American contractors came down from 15 
to five (Lockheed Martin, Boeing, Rayth- 
eon, Northrop Grumman and General Dy- 
namics) within a decade. That was a dra- 
matic consolidation, but as budgets 
shrank, it was not unexpected. 

The other, more surprising develop- 
ment was that the defence industry turned 
- into a kind of ghetto, despite considerable 
: efforts to make doing business with the 
- Pentagon easier and less bureaucratic. Bar- 
- tiers to entry were removed in the hope of 
“turning defence into something more like 
-anormal business, but instead of an influx 
of new blood, a mass exodus followed. 
IBM, General Motors, Ford, Chrysler, Gen- 
eral Electric (except engines) and Texas In- 
struments all sold or closed their defence 
companies. As Merrill Lynch's Byron Cal- 
. lan put it, “The defence industry became 
detached from the rest of the economy." 

The reasons are not hard to find: the 
federal government is a demanding cus- 
tomer; defence profit margins are often 
tighter than in the private sector; and strict 
rules on procurement have in the past 
caused some defence companies to lose 
money on fixed-price development con- 
tracts. Many companies decided the de- 
fence game was not worth the candle. 

With just a handful of big American 
companies and a trio of European ones, 
each of which dominates its home market 
and competes in places such as the Middle 
East and Asia, proper globalisation (in the 
-sense of a number of transnational com- 
panies competing worldwide) seems out 
of the question. But that does not mean 
that globalisation will have no part in the 
defence industry at all. Because electronics 
and computing software play an increas- 
ing role in defence systems, the core de- 
fence companies have to ensure they have 
access to a wider pool of technology. 

What remains to be seen over the next 
decade is whether the ghetto model will 
survive, or whether defence will eventu- 
ally move closer to commercial business. 
The more it does, the more global it could 
get at the level of the second- or third-tier 
suppliers, who make components or 


equipment for the prime contractors. Law- 
rence Freedman of King's College, London, 
who has written on the implications of 
RMA, sees the ghetto walls coming down 
as the civil sector develops more technical 
dynamism. The trend towards increased 
use of rr and systems integration in war- 
fare should accelerate this trend: 


The old defence sector was based on dedi- 
cated programmes with only a limited civil- 
ian spin-off. This now exists side by side 
with a more dynamic industry, which can 
pass through two generations of technology 
while the official defence-procurement ma- 
chinery is still working its way laboriousl 
through its bureaucratic mechanisms. Al- 
though the electronics and computing sec- 
tors originally took off on the back of 
military investment, they have now de- 
veloped their civilian markets to such an ex- 
tent that even the Us military is a minor 
player. 


Underlying this is a worry that the defence 
industry, having consolidated so much 
with a loss of competition on both sides of 
the Atlantic, might begin to lag in innova- 
tion, and might not be up to supporting the 
transformation of the armed forces it 
serves. Even though America’s military 
might and technology is streets ahead of 
anyone else’s, the country cannot afford to 
be complacent. A recent study by RAND's 
National Defence Research Institute 


looked at military revolutions throughout 


history and found that, by and large, new 
ways of waging war were usually de- 
veloped by a country or a group that was 
not dominant at the time. 

Indeed, it could be argued that the most 
revolutionary military development to 
happen in recent times was the hijacking 
last September of four kerosene-laden jet- 
liners to use as guided missiles in New 
York and Washington, pc. Modern elec- 
tronic technology in the form of e-mails 
and the Internet played a big part in the 
planning of this venture. 

By contrast, the traditional defence in- 
dustry grinds away slowly, with mighty 
systems immutably determined by de 
fence-department contracts. To take one 
example, the Joint Strike Fighter could well 
go into service with electronics systems 
that, although state-of-the-art in 2006, will 
be getting long in the tooth in 2012, unless 
something is done to update them. 

Jerry Daniels at Boeing, which lost the 
JSF contract, points to the dangers that en- 
gineering teams will scatter and expertise 
will be lost when Lockheed Martin even- 
tually becomes the only company making 
fighters. "Twenty years ago we had 50-odd 
defence contractors; today we have a 
handful Then there were many rapid 
opportunities to bid, there was always a 
new programme coming along." By con- 


trast, he explains, the trend now is towards >> 














> fighters that combine many functions and 
can be ordered in bulk. His (perhaps not 
entirely disinterested) suggestion is that it 
might be better to go for upgrades every 
five years and put the work out to competi- 
tive bids. To some extent, this is already be- 
ing done. Boeing has recently won a con- 
tract to rethink and upgrade the avionics 
on the C130 transport plane manufactured 
by its arch-rival, Lockheed Martin. 

One reason why the defence depart- 
ment encouraged the mergers of the early 
and mid-1990s (see chart 6) was that it was 
worried about the financial health of the 
industry as budgets shrank. But by 1997, 
when a weak Northrop Grumman 
thought its best hope was to become part 
of the much larger Lockheed Martin, the 
government had had enough and blocked 
the merger on competition grounds. Ac- 
cording to Pierre Chao of CSFB, an invest- 
ment bank, the defence department then 
got into a panic about the collapse of de- 
fence shares as consolidation ended. 

One concern in the Pentagon was that 
the defence contractors might have in- 
creasing trouble attracting capital and tal- 
ent for which other high-tech firms are also 
competing. Mr Callan points out that a 
high-tech company such as Intel has a 
market capitalisation of over $100 billion, 
whereas the top three defence groups to- 
gether add up to only half that. The con- 
cern is that top engineers will turn their 
back on defence companies and work for 
high-tech firms where they can make more 
money through stock options. 

The irony is that Silicon Valley itself 
evolved from defence contracts, and that 
civilian jet aircraft, from the Boeing 707 to 
the jumbo jet, owed a great deal to military 
programmes. The same was true of com- 
puters. The defence industry pioneered 
the management of complex systems that 
have now become routine in civilian 
applications, such as air-traffic control or 
telecommunications. It is no accident that 
the world’s leading (non-American) com- 
pany in air-traffic control is Thales, a Paris- 
based defence-electronics company that 
specialises in dual-use technologies which 
can be applied to the commercial market. 

According to Mr Krepinevich at the 
Centre for Strategy and Budgetary Assess- 
ment, the American government will have 
to improve its policy towards the defence 
industrial base if America is not to lose its 
technical lead. He thinks too much of what 
goes under the name of R&D is really de- 
voted to the engineering and manufactur- 
ing development of incoming products. 

-- That may provide a nice cash cushion for 





companies, but it means they do little in- 
novative research of the sort needed to de- 
velop entirely new products. He would 
like the Defence Department to take a hard 
look at future requirements to see which 
areas of technology could best meet them. 
Money for this could be found by chop- 
ping expenditure on mature technologies 
where extra R&D produces marginal gains. 


Two-way traffic 

Commercial input into the defence indus- 
try is not a one-way process. Leading de- 
fence companies such as Boeing, Lock- 
heed Martin and Northrop Grumman 
have been changing their profile too, turn- 
ing themselves into something more than 
makers of fighters, missiles and rockets. It 
is no longer simply technologies that 
spread from military to civil applications, 
as they did in the 1950s, when only the de- 
fence sector had big money to spend on 
R&D. Instead, the defence companies 
themselves are moving into the commer- 
cial field, using the expertise they have de- 
veloped in the military sector. 

An obvious example is Lockheed Mar- 
tin, a conglomerate that three years ago 
was losing money and staggering under a 
debt burden of $12 billion. Integrating the 
various businesses from Lockheed's take- 
overs of companies such as Martin Mari- 
etta was proving difficult. Nothing was go- 
ing right. The company's space rockets 
kept blowing up on the launch pad, the up- 
date of its C130j transport plane was hit- 
ting problem after problem, it lost a key sat- 
ellite surveillance contract to Boeing, and 
losses kept piling up. Now it is climbing 








back into profit and has slashed more than 
$4 billion from its debt by selling partsof | 
its business to BAE Systems, the British _ 
contractor which is becoming more Amer- 
ican by the day (of which more in the next. :. 
article. Lockheed's shares look good: 
largely because it beat Boeing for the se. 
(£35) contract, which will ensure an inflow E 
of billions of dollars even if the order is - e 
trimmed from 3,000 to 2,000. Its main 
partners in this deal are Northrop Grum- 
man and BAE. e 
But there is more to Lockheed than big 
defence deals. About 30% of its sales are 
now in the civil sector (although admit- 
tedly civil work for the government far 
outweighs its private work). Lockheed 
buys in components and software from 
the electronics industry, but it is itself a 
huge IT company, employing some 
20,000 systems and software engineers o 
top of its 50,000 mainstream scientists 
and engineers. The same "system of sys- 
tems" needed for digital battlefields has. 
commercial applications in organisations. 
such as America's postal service, the FBI; 
Medicare and the Social Security system. 
Boeing offers an even more striking in- 
stance of cross-fertilisation between the 
commercial and military sectors. It be- 
came big in defence when it bought Mc-. 
Donnell Douglas in 1996. McDonnell had 
put itself up for sale after it was excluded 
from the jsF competition in an earlier 
round, leaving Boeing and Lockheed in the. 
final shoot-out. But Boeing had also ac- 
quired North American Rockwell with its 
space business, and later gained satellite 
expertise by buying parts of Hughes's elec- | 





















'onics business. 

- Once Boeing’s boss, Phil Condit, and 

is then number two, Harry Stonecipher 
(who had been McDonnell’s last boss), 
had bedded down the mergers, they real- 
ised they were sitting on a collection of as- 
sets that could be used to sprout all sorts of 
businesses aside from jetliners, rockets 
and satellites. Using military technology, 
‘Boeing is developing so many new busi- 
nesses in the commercial market that the 
share of its civil jet sales will soon fall from 
60% of the group’s turnover to around 
half. For instance, the same technology 
that guides missiles can be repackaged to 
provide satellite-based air-traffic manage- 
ment systems. And a military radar an- 

enna is the key piece of kit in a system to 

ring broadband communications to pas- 
'sengers in commercial jets. 

The mergers have also made it easier 
„for Boeing to ride out the loss of the JSF 
contract. Its space and communications di- 
' vision, based in Seal Beach, California, is 
‘the lead contractor working on America's 
national missile-defence system, as well as 

.the provider of the future combat system 
that is part of the integrated battlespace 


: ‘system for the army. Like Lockheed, Boe- 


ing sees itself as an integrator of “systems 
of systems”. But these established giants 
face competition at the electronics-sys- 
- tems end of defence contracts. 
Meanwhile, Northrop Grumman is still 
remaking itself. Its boss, Mr Kresa, says 
that Northrop saw the rundown in bom- 
. ber production coming in the early 1990s 
- and started to shift its emphasis to technol- 





ogy and systems. By acquiring Grumman, 
it got into the big JointStars aerial surveil- 
lance plane contract. With its purchase of 
Logicon, it got into information warfare. 
Brushing off the collapse of its planned 
merger with Lockheed Martin, Mr Kresa 
continued to build up the group. With 
Westinghouse, it bought electronics and 
radar; with Ryan, Global Hawk. Since then 
it has bought Litton Industries and New- 
port News to become the world's largest 
naval shipbuilder. It has successfully bid 
for TRW, an aerospace and car-parts 
group, against several competitors, includ- 
ing BAE. If the deal is approved, Northrop 
will sell off the cars-parts division and 
hold on to the missile and space business, 
which brings satellite know-how with it. 
Other defence companies are still try- 
ing to clean up their acts. Raytheon, a mis- 
siles and radar group, is plugging on with 


reducing its huge debts by selling off some 
businesses, though its cashflow is still neg- 
ative and its civil business-jet subsidiary is 
suffering. General Dynamics, which is big 
in ships, was blocked by the defence de- 
partment in its bid for Newport News, 
which allowed Northrop Grumman to 
sweep up that firm. Northrop has also 
dealt General Dynamics a blow by win- 
ning a $2.9 billion contract to design the 
navy’s new DDx destroyer, which is ex- 
pected to be the basic platform for a range 
of ships that might produce contracts 
worth up to $60 billion. 

The one newcomer that has dared ven- 
ture into the defence ghetto is known as L-3 
Communications, a company founded 
only five years ago by Frank Lanza, the for- 
mer president of Loral, a defence outfit that 
merged into Lockheed Martin in 1996. Hav- 
ing supervised the integration, Mr Lanza 
persuaded Lockheed to sell him ten elec- 
tronics companies. L-3 puts together guid- 
ance and intelligence devices. It enjoys rev- 
enues of $2.3 billion and is forecast to grow 
at 30% a year. It has also moved smartly 
into the newly burgeoning field of home- 
land security, with baggage screening de- 
vices and systems. Such civil business ac- 
counts for a quarter of its sales. 

Despite some travails, Wall Street's 
glowing verdict on their shares gives a 
good indication of American defence com- 
panies’ financial prospects. European com- 
panies, by contrast, face flat budgets and, 
except for the Anglo-American BAE, can 
hope to get little more than crumbs from 
the world’s biggest defence market. @ 





UROPE'S defence industry seems in a 

bad way. It is working in 15 fragmented 
markets, and largely excluded from Amer- 
ica's huge and growing demand. Its cus- 
tomers are becoming less and less willing 
to spend. Its own research and develop- 
ment effort adds up to barely a fifth of 
what America invests. Seen from Wash- 
ington, Dc, the Europeans might as well 
give up and resign themselves to being 
subcontractors and junior partners to the 
powerful American companies, which 
need their help to sell in Europe. 

Seen from Paris, Munich and London, 
the picture looks somewhat different. BAE 


Systems (formerly British Aerospace) sells 
more to the Department of Defence in 
Washington, DC, than to the defence min- 
istry in London. By buying three American 
companies, BAE has made itself accept 
able in the Pentagon. It owns Tracor and 
two other defence companies sold by 
Lockheed to reduce its debts, and is a risk- 
sharing partner in the Joint Strike Fighter. It 
also tried to acquire the defence and space 
parts of TRW, which recently fell to Nor- 
throp Grumman. BAE would never have 
been allowed into America like this had 
the American government not been keen 
to introduce some competition into the 


heavily concentrated domestic industry, 
and had it not trusted the British owner to 
behave responsibly. 

“We didn't get to our position in Amer- 
ica overnight," says BAE's chairman, Sir 
Richard Evans. “We got there by being pre- 
pared to invest on the ground.” GEC's big- 
gest subsidiary in America, Tracor, had 
been bought by GEC-Marconi, another 
British defence firm, before that merged 
with British Aerospace to create BAE Sys- 
tems in January 1999. Ownership of Tracor 
was the main reason for BAE's decision to 
merge with the British defence company 
rather than with Germany's Dasa. 








^ — British defence companies (essentially, 
BAE, the engine maker Rolls-Royce and Ra- 
cal) do far better than other Europeans in 
America, for the simple reason that in mat- 
ters of defence the Americans trust the 
British more than they trust other foreign- 
ers. When he was assistant defence secre- 
tary in the Clinton administration, John 
Hamre,in an off-the-cuff but on-the-record 
speech, divided America's defence trading 
partners into three groups. The A group, as 
he called it, was made up of Britain and 
Norway; the 8 team took in France and 
Germany; and the c category contained 
Russia and China. According to Alex Ash- 
bourne, a London-based defence consul- 
tant, this was never official policy, but it ac- 
curately reflects Pentagon thinking. At 
some point in every conversation with de- 
fence experts in America a Briton will be 
told, off the record, that: “Of course, you 
Brits are different" The French are sus- 
pected of industrial espionage and lax ex- 
port controls which Americans fear might 
allow sensitive technology to get into the 
wrong hands. 


Special relationship 
Mark Lorell and Julia Lowell, two RAND 
analysts who have been studying the in- 
ternational defence industry, have found 
it to be far less global than, say, the com- 
puter industry, because it lacks trans- 
national companies. They have also found 
that such transatlantic trade and direct in- 
vestment flows as there are in the industry 
mostly begin or end in Britain. 
In recent years, America has relaxed ex- 
port controls and other rules somewhat to 


- make transatlantic joint ventures work 


more smoothly and to allow foreigners to 
own stakes in America's defence industry. 
But not a lot has changed. For example, 
BAE'S subsidiaries are all lumped into one 
BAE America holding company, with spe- 
cial boards that exclude non-Americans. 
"There is a lot that goes on in our compa- 
nies there on which information does not 
come to London," says a senior BAE offi- 
cial. But Sir Richard has no problem with 
that: "We are in America because that is 
the big market, and it's growing." 

The other European defence heavy- 
weights, European Aeronautics Defence 
and Space Company (raps) and Thales, 
an international radar and communica- 
tions company based in Paris, have little 
business in America, though EADs is to 
supply the us coastguard with helicopters. 
The European group has a few links with 
Lockheed Martin, and Thales has a joint 
venture with Raytheon and may embark 





on another with Northrop Grumman for a 


European version of its JointStars surveil- 


lance aircraft. Thales bought Britain's Ra- 
cal defence-electronics company two 


years ago partly because it had business in 


America, and has been pressing its case in 
Washington, DC, in recent months, argu- 
ing that it is no typical French company. 
"We have half our business outside 
France, and half our sales are in civil busi- 
ness," saysits chairman, Denis Ranque. 

The political case for transatlantic de- 
fence tie-ups was best summed up in a re- 
portafew years ago by Charles Grant, a de- 
fence expert and director of the Centre for 
European Reform, a London think-tank 
that manages to be both Atlanticist and 
Europhile. If the Americans and Europe- 
ans could collaborate rather than compete 
in defence technologies, Mr Grant wrote, it 
would be good for the Atlantic alliance 
and for world peace. 

Co-operation also helps militarily by 
making joint operations easier if the two 
sides share the same technology, he ar- 
gues. Rival transatlantic partnerships 
would replace protectionism with interna- 
tional competition, bringing the usual 
benefits of lower costs and better innova- 
tion. Transatlantic tie-ups would also help 
the Europeans upgrade their fighting abil- 
ity by getting access to RMA technology, 
which they lack because they do notspend 
enough on R&D. 


Transatlantic dreams 

The Americans had less lofty aims in mind 
in the last few years of the Clinton admin- 
istration. Mr Lorell at RAND says the start- 
ing point of the Clinton administration 
was Worry about a growing "Fortress Eu- 
rope" sentiment and the creation of a uni- 
fied European defence industry. That was 
when the administration started pushing 
the idea of a global defence industry based 





on transatlantic partnerships. E 
America feared that lower expor 
would increase the cost of its arms pu 
chases. Defence companies would see| : 
recover their lost export profits from the 
domestic sales, putting further strain o 
the shrunken defence budget. Europe buy 
about 20% of American arms export 
ahead of other big customers such as J; 
pan, South Korea, Taiwan and Saudi Ar 
bia, which America did not want as par 
ners. If the Europeans were to ente 
partnerships with American companies, 
the thinking went, their governments 
would be helping to pay for the heavy de- 
velopment costs of new aircraft and mi 
siles, such as an upgrade of the JointStars 
NATO ground target surveillance plane. .- 
Partnerships would also remove un- 
welcome competition in third-country 
markets, which can generate a lot of ilb 
feeling when governments get involved. A 
current example is South Korea's decision 
to buy American F15 fighters instead of 
French Rafale models. Dassault, the maker __ 
of the Rafale, is challenging this in court, _ 
saying that the contest was swayed by 
purely political considerations. Since Das- 
sault, through EADS, is part-owned by the __ 
French government, the scope for such - 
rancour is obvious. de 
At the EADS headquarters in Munich, __ 
BAE and its boss are warmly spoken of. __ 
That may seem surprising, given that only __ 
three years ago the Germans were furious __ 
with BAE for casting them aside and taking | 
over GEC-Marconi instead. Yet over half of . 
EADS's business is linked one way or an- 
other with BAE. Not least, on the civil side 
the British company owns 20% of Airbus, 
which accounts for over 60% of EADs's. 















sales and most of its profits. 3 

One explanation for the better climat 
may be that since BAE chose GEC-Marconi 
the continental Europeans have got them 
selves organised through EADS. American 
defence-industry bosses understand tha: 
EADS, born in 1999 of the merger of Dasa 
(the aerospace wing of Daimler-Benz, now 
DaimlerChrysler) with the French Aero 
spatiale Matra group, could become a 
powerful company. sh 

EADS has two big owners, each wit 
about 30%: DaimlerChrysler, and a French 
holding company jointly owned by tl 
government and the Lagardére conglomi 
ate (former owners of Matra, a missile cor 
pany). A further 30% is publicly traded on 
the Amsterdam stock exchange. In adc 
tion, a 5% stake is held by the Spanish go 
ernment, a leftover from the Spanish cAs 
aerospace company being folded into Ger- 




























* many’s Dasa before EADS was set up. 
At first sight it looks a cumbersome 
company, with two chairmen, two chief 
executives and two head offices, to satisfy 
German and French national sensibilities. 
But, helped by the outstanding success of 
Airbus, it is becoming increasingly credi- 
ble, despite rumours of internal bickering. 
Its profit margins and productivity in some 
sectors compare favourably with Boeing’s. 
Joel Johnson of the Aerospace Industry 
Association in Washington, DC, pays gen- 
erous tribute to his colleagues across the 
water. “Let’s face it, the Europeans have got 
50% of the civil aerospace market. They 
have 60% of the space-launcher market. 
They have 50% of the commercial satellite 
business.” Although EADS in its early days 
has been heavily dependent on the Airbus 
civil aircraft, this could change dramati- 
cally, helped by the €18 billion military 
transport programme known as the 
A400M. Despite endless wrangles in the 
German parliament over the number of 
aircraft the country's airforce would order, 
- the project may get its formal go-ahead 
- very soon, possibly even next week at the 
Farnborough International Air Show. 

Nick Fothergill, an aerospace analyst at 
Banc of America Securities in London, esti- 
mates that by 2004 defence will account 
for about 30% of EADS revenues and 40% 
of profit, up from 18% of both last year. He 
is not the only financial analyst to warm to 
EADS in recent months, despite the recent 
slump in orders for civil aircraft exacer- 
bated by last September's attacks. It is not 

that Airbus seems to be faring better than 
Boeing in the depressed civil market, but 
the potential of EADs is becoming clearer. 
For instance, the Eurofighter programme is 
at last moving into the production phase, 
which will translate into solid revenues for 
EADS and its partners on the programme. 

Americans are beginning to realise that 
the changes now in progress in Europe are 
not to their advantage. Europe may still be 
spending less on defence, and may still 
have a fragmented purchasing system. But 
now it also has joint programmes for mili- 

tary aircraft which make it less likely to 
buy American. The shadow of Airbus is 
beginning to fall over America's share of 
the European defence market, its biggest 
single export outlet. 
: When Europe was divided, the big 
American companies found it much easier 
to forge deals, product by product, with 
weak European manufacturers. These al- 
lowed for some local manufacture, which 
made it acceptable to buy American air- 
craft and missiles. But now that Europe has 

















































Will the A400M get off the ground? 


got EADS, the chances are that it will do in 
defence aerospace what it has already 
done in the commercial business with Air- 
bus. Plainly this does not mean that Euro- 
peans will grab half the international de- 
fence-equipment market; that could never 
happen given America’s geopolitical clout, 
and given the economies of scale the coun- 
try reaps in its domestic market. All the 
same, the Americans are finding that the 
rules have changed: if they want to do de- 
fence business with France or Germany, 
they now have to involve EADS, and if 
they seek to sell in Britain, they now need 
BAE aS a partner. 


Transport tussles 

For now, American anxiety is concen- 
trated on the A400M transport pro- 
gramme. Fighters may be the most exciting 
and technically challenging aircraft, but at 
the moment troop-carrying transport air- 
craft and in-flight refuelling tankers are hot 
items, almost as hot as UAVS. Recent re- 
gional conflicts from Kosovo to Afghani- 
stan have demonstrated the importance of 
rapid deployment to difficult places far 
from military bases. That calls for trans- 
port planes to move the men, equipment 
and tankers to refuel the combat aircraft. 
For the transformed, agile armed forces 
that Mr Bush and Mr Rumsfeld seek, rapid 
transport is critical. 

The existing fleet of such aircraft in 
both Europe and America is ancient, and 
the Americans even have incompatible re- 
fuelling systems for their air force and 
navy planes. RAF VC-10 tankers built in 
the 1960s had to be drafted in to help in Af- 
ghanistan because they use the same fuel- 
line docking system as the Us navy. 

For people such as Mr Johnson in 
Washington, DC, it makes no sense for Eu- 
rope to spend around €4 billion on de- 


veloping a new military transporter. In his 
view, it could do very well with the exist- 
ing American products, the venerable 
C130] (Hercules) from Lockheed and the 
big Boeing C17 for heavier loads such as 
tanks. If air-force bosses in Europe had a 
free choice, they would probably all opt for 
the two American offerings, not least be- 
cause they are available now, and be- 
tween them cover their needs, whereas 
the A400M will not appear for another 
five years. It has already been delayed so 
long that air forces have had to extend or 
renew leases on the American aircraft. 

But it is not that simple. Sir Richard at 
BAE Systems points out that the C130) is 
too narrow for what the Europeans need. 
“You have to take helicopters apart to fit 
them in," he says. Moreover, the various 
upgrades of this aircraft, designed 50 years 
ago, have run into problems, and itis more 
expensive than the new European 
A400M. Americans retort that Airbus has 
disguised the true cost of the A400M; they 
say itis much higher than the $85m per air- 
craft being touted. According to one indus- 
try source, by the time it has been adapted 
to have a roll-in-roll-out floor for quick- 
turnround missions, which Britain's Royal 
Air Force wants, the cost may be around 
$110m, only a bit less than the more capa- 
ble C130j. So why not carry on with a mix 
of c130Js and Boeing c17s (now being sold 
at a discount), which between them carry 
the heaviest equipment and which the 
forces are geared up to use? 

But the A400M's champions, such as 
Sir Richard at BAE Systems, see a huge po- 
tential export market for Airbus with this 
new aircraft. He thinks that economies of 
scale from producing it for most European 
air forces will make it an enticing product 
for export customers around the world. It 
is probably true that in this project military »* 





+ procurement is being used as an arm of in- 
dustrial policy. An €18 billion order will 
be handy for Airbus as it goes through a 
couple of lean years while the civil-airliner 
business recovers. Still, the Boeing tanker 
plane in America is being used in a similar 
way. At least in Europe the British are 
thinking about leasing Boeing’s tankers, 
converted from wide-bodied jetliners. 

Tom Enders, who runs the defence end 
of EADS, says the American objections to 
the A400M are exactly the same as those 
raised to the original Airbus civil aircraft 32 
years ago, and recalls that Boeing itself 
considered joining the project a few years 
ago. According to Mr Enders, Boeing 
wanted to muscle in on a market domin- 
ated by Lockheed’s c130j, and dropped 
out only when it became clear that Ameri- 
can demand for an alternative to the Lock- 
heed plane was a long way off. 

The A400M is another attempt by the 


Europeans to get their act together on de- 
fence procurement. There has been some 
progress, for instance, with the co-opera- 
tion that started in the 1970s and produced 
the Tornado fighter-bomber aircraft built 
by British Aerospace (as it then was) and 
Dasa in Germany, and sold to a number of 
European air forces. Its successor will be 
the Eurofighter, built by Eaps and BAE sys- 
tems, which is due for its first flight before 
the end of the year. But even these collabo- 
rative programmes are a long way short of 
total joint procurement by European 
NATO countries. For example, Europe still 
produces competing fighters—Gripen from 
Sweden and Rafale from France. 

Over time, collaboration in European 
procurement and consequently in the in- 
dustry will strengthen. Some senior man- 
agers at EADS think it would make sense 
for their company to acquire Thales, be- 
cause that would put a platform-maker to- 


gether with a defence-electronics com- = 
pany, in the same way that BAE became a ` 
fully rounded defence company with the- 
acquisition of GEC-Marconi. But the poli- 
tics of a Thales merger would be difficult. 
Mr Ranque seems strongly opposed to 
such a deal, and German managers at 
EADS are unenthusiastic about the French 
becoming the dominant partner. | 

Thales is making progress in America 
through its Racal arm, so acquiring it might 
help EADS overcome its biggest hurdle: its 
lack of political acceptability in the 
world’s biggest defence market. Another 
way of tackling that obstacle would be to 
merge with BAE Systems, with which it al- 
ready has a string of joint ventures cover- 
ing most of EADS's business activities, 
ranging from Airbus to missiles and satel- 
lites. Failing such an ambitious deal, one of 
the greatest threats to EADS may be BAE's 
and Thales'stransatlanticlinks. mi 




















THEE is a deeply gloomy view of the 
future that could lie ahead for America 
and its defence industry. It starts with the 
observation that RMA usually emerges 
from the underdog. It notes the 70% fall in 
procurement and the 25% fall in R&D since 
the peak of the cold war, and contrasts this 
with an explosion in R&D and technical 
advances in commercial industries such as 
electronics and rr. In the commercial sec- 
tor, innovation rolls out new products in 
months, whereas in the bureaucratic 
world of defence it takes up to 18 years for a 
new weapons system to become reality. 


Over time all states—not just the vs and its 
allies—will share access to much of the tech- 
nology underpinning the modern mili- 
tary...The strategic significance of global 
military-technology levelling cannot be 
overstated. It presents a great challenge to 
perhaps the fundamental, if subliminal, as- 
sumption underlying the modern~certainly 
post-cold-war-concept of us military supe- 
riority: that the Us enjoys disproportion- 
ately greater access to advanced technology 
than its potential adversaries. 


That view was put forward not by some 
obscure think-tank, but by the Defence Sci- 
ence Board in a report commissioned by 
the Pentagon in 1999. The board is a distin- 
guished group of leading scientists in- 





volved in defence matters. Despite the 
alarming excerpt, the report by and large 
suggests that globalisation could be a good 
thing for American defence so long as the 
nation and the industry wake up to the 
opportunities as well as the threats. 

Despite its distinguished credentials, 
the report is probably a bit over the top. It 
was commissioned, recalls Pierre Chao of 
CSFB, when the defence department was 
worried about the newly consolidated de- 
fence companies taking a battering; Lock- 
heed Martin and Raytheon, for instance, 
suffered dramatic falls in their share prices. 
The consolidation, it was feared in the Pen- 
tagon, might weaken competition and in- 
novation. 


That fear led to a little opening-up. BAE 
was allowed to take over two more Ameri- . 
can companies and become part of the... 
leading group of defence contractors .- 
alongside Lockheed Martin, Boeing ^. 
Raytheon, Northrop Grumman and Gen- 
eral Dynamics. But it always had to bea 
team member or supplier, rarely the prime 
contractor responsible for delivering a 
whole programme. 

One of the fears the DsB raised was of | 
"levelling down": the idea that since de- 
fence relies more and more on civilian 
technology, and since this is widely avail- 
able, all nations will have access to the 
same technical resources for warfare. But 
considering that Japan, which has domin- 
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I spy increased defence spending 


» ated world markets for consumer electron- 
ics and cars, is not capable of building a 
fighter plane without America’s help, this 
seems a little far-fetched. Certainly the evi- 
dence on the ground, from the Gulf war 
through Kosovo to Afghanistan, confirms 
the impression that America’s military ca- 
pability is streets ahead of even its allies in 
Europe. 


Semi-global 
But although the defence industry itself 
will never become globalised in the sense 
of having transnational corporations and 
a free market, globalisation will affect it in 
a number of ways. One is the commercial- 
isation of defence. As the Defence Science 
Board points out, there has been an explo- 
sion of R&D in commercial industries that 
sit alongside defence. For instance, micro- 
wave technology emerged from military 
applications, but is now commonplace in 
consumer appliances and telecoms equip- 
ment. Thales, which is a big developer of 
so-called dual-use technology, is a leader 
in battlefield radio communications as 
well as in-flight entertainment systems for 
jet airliners. These days, such entertain- 
ment systems sometimes feature more 
computer code than do fighter cockpits. 
Many of the companies engaged in 
these industries have little interest in 
working directly with defence ministries, 
which are famously bureaucratic and diffi- 
cult customers. The new leadership in the 
Pentagon, led by Donald Rumsfeld, has a 
strong business background, and is aware 
of the risks involved in the heavy consoli- 
dation in America's defence industry. 
They want to reform the Pentagon's acqui- 





sition process to speed up the adoption of 
new technology, and to encourage high- 
tech firms to get involved. 

The best hope for innovation in de- 
fence, according to a recent RAND report 
by Mark Lorell, Julia Lowell and others, is 
through *Commercial-Military Integra- 
tion" (CMD. The authors think that even 
without a deliberate Pentagon strategy, 
CMI will advance apace because of the 
sheer speed of technical advances in com- 
mercial sectors such as avionics and mi- 
crowave devices. There is increasing sym- 
pathy for the view of Jerry Daniels at 
Boeing that equipment should be up- 
graded every five years or so. Having an- 
other source, say the authors, will help to 
keep the technology up to date and main- 
tain some competition. 
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Globalisation is already affecting the 
defence industry in a number of ways. 
There has long been a tradition of partner- 
ship, as well as some local contracting to 
offset purchases from abroad. Mr Coffman 
points out that Lockheed deals with 300 
partners in 62 countries, over half of them 
in Western Europe. The c130J alone in- 
volves 30 British companies. Another ex- 
ample is the Jsr, where BAE is a risk-shar- 
ing partner in what looks like being the 
biggest defence programme ever. Never- 
theless, Europe is still trying to work out its 
place in this industry. Perhaps the JsF in- 
volvementis as good as it gets. 

America's superior spending on R&D 
and equipment will allow it to pull further 
ahead in the development of network- 
centric warfare, which involves hugely so- 
phisticated systems integration. Europe 
has pockets of excellence that it would be 
wise to exploit, but there is no doubt that 
America will continue to dominate the de- 
fence industry. The grim new mood after 
September 11th, and the loosening of 
purse-strings it has brought with it, will 
make sure of that. Moreover, America is 
less inclined to share defence secrets now 
than it was ten years ago. 

Those who say that defence spending 
in America will soon fall back, as it did 
after the Reagan peak, are wrong. Spend- 
ing had been on a cyclical dip even before 
the collapse of the Soviet Union in the 
early 1990s. This time round, says CSFB's 
Mr Chao, it was on the up even before the 
terrorist attacks. So the boost that will 
come from the political support for higher 
budgets is coming on top of a cyclical turn, 
taking it on to a higher level. Defence is 
back, asit were, with a vengeance. W 


Countries and regions 
Greece October 12th 
Iran November 9th 
France November 16th 
Germany December 7th 


Business, finance and economics —— 
Finance in Central Europe September 14th 
The world economy September 28th 
Digital security October 26th 








Spending review 


The £61 billion question 


Gordon Brown has opened the vaults. But that does not guarantee a golden future 


for Britain’s public services 


O SPEND or not to spend: that is the 

question facing any chancellor. Gor- 
don Brown confronted it when he moved 
into the Treasury in 1997. But that was 
then, and he has long since cast off his 
early role of Scrooge. This week, Mr Brown 
flung yet more money at the public ser- 
vices, increasing departmental budgets by 
Over 5% a year in real terms for the rest of 
this Parliament. Together with past in- 
creases since April 2000, the three-year 
plan which runs to spring 2006 will de- 
liver the biggest sustained boost to public 
spending for 30 years. 

In his April budget, the chancellor had 
already announced a five-year programme 
to raise spending on the National Health 
Service by 7.3% a year in real terms. He also 
set out his three-year plan for total public 
expenditure, which is set to increase from 
£418 billion (about $650 billion) this finan- 
cial year to £511 billion in 2005-06. That in- 
crease of £93 billion translates into an aver- 
age rise of 4.3% a year after inflation. 

What Mr Brown did in the spending re- 
view was to allocate this extra expenditure 
to individual ministries, other than health. 
His first decision was how much more to 
set aside for the part of the budget set ev- 
ery year—predominantly pensions, wel- 
fare payments and debt interest. His an- 
swer was an increase of £32 billion. This in 


turn left Whitehall's big spenders with £61 
billion extra in their departmental budgets 
over the next three years, an average an- 
nual increase of 5.2%. With £22 billion of 
this increase already allocated to the Nus, 
that still left £39 billion for other depart- 
ments. So everyone was a winner, though 
some ministers like Estelle Morris, the edu- 
cation secretary, clearly had more to cele- 
brate than others (see next article). 

Much of the increase is front-loaded 
(see chart). Next year, total spending will 
rise by 6%, and departmental expenditure 
by over 7% in education, the NHs and 
transport. An obvious question is whether 
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departmental spending growth will in 
practice decelerate so sharply after 2003- 
04. “The three-year expenditure plans are 
supposed to set fixed and firm limits, but 
so far they have been floors,” points out 
Andrew Dilnot, director of the Institute for 
Fiscal Studies (irs). Another doubt is 
whether annually-set expenditure, which 
includes state pensions, will grow as mod- 
estly as expected from 2004-05. As the 
election approaches, there will be political 
pressure to hand more money to Britain's 
11m pensioners, just as happened before 
last year's election. 

Even if Mr Brown can hold the line on 
these plans, his spending fiesta amounts to 
a double gamble. First, he is betting that 
these increases are affordable, in bad times 
as well as good. Second, he is hoping that 
the extra cash will deliver value for money. 

As the chancellor spoke, the FTSE 100 
index of leading shares was tumbling and 
closed below 4,000 for the first time since 
1996. The losses in the stockmarket were 
an uncomfortable reminder that Mr 
Brown may be able to set three-year 
spending plans, but their viability rests on 
the economy performing well. After stall- 
ing around the turn of the year, the econ- 
omy has appeared to be on the path to re- 
covery. With equity markets in retreat, that 
prospect looks less certain. But with net 
public debt currently only 30% of Gp», the 
lowest ratio in the Group of 7 leading econ- 
omies, the government is well placed to 
ride out a renewed economic reverse. 

Even so, Mr Brown is not in the same 
extraordinarily strong position that he was 
at the time of his last spending review two 
years ago. Then, the Treasury was awash in 
cash: in 2000-01, the government ran à sur- 
plus of £16 billion. Many of the ambitious »» 









































increases in public expenditure could 
therefore be paid for by running down the 
surplus. This year, in contrast, there will be 
a deficit. The Treasury forecast one of £11 
billion in the budget, but that was based 
on a more rapid upturn than now seems 
likely. Michael Saunders, an economist at 
Citigroup, thinks that public borrowing 
will be about £18 billion. 

Taxes are going up next year to pay for 
some of the extra spending announced 
this week. But the chancellor is also as- 
suming higher long-run economic growth 
in his economic forecasts than he used to. 
This has removed the comfort margin that 
he used to such effect in the run-up to the 
last election, as he gave away some of the 
proceeds from a buoyant economy with- 
out blowing a hole in the budget. And 
even if the economy does grow according 
-to plan, it may simply generate less tax rev- 
-enues than expected. "The good fortune 
the Treasury enjoyed on the public fi- 
nances in its first term is less likely in its sec- 
ond term," says Mr Dilnot. 





Hard labour 

But even if Mr Brown's plansturn outto be 
affordable for the rest of this parliament, 
he still has another big bet on the table. 
Will the extra resources deliver value for 
money? The chancellor must surely suffer 
a waking nightmare: that the cascade of 
extra cash ends up in higher pay or allows 
|. lower productivity rather than delivering 
^. improved public services. 

Some rises in publicsector pay are 
both inevitable and desirable. If the NHs is 
to recruit more staff, it has to raise its pay 
rates. But already there are warning signs 
that too much of the extra cash is simply 
stoking up public-sector pay inflation. In 
the financial year that ended this March, 
earnings grew by more than 5% in the pub- 
lic sector and outstripped those in the priv- 
ate sector for the first time in nine years. On 
July 17th, a million local-government 
workers held a one-day strike to support 
an inflation-busting pay demand. 

Mr Brown is aware of the risks to his 
strategy. He used his statement to the 
House of Commons on July 15th to warn 
unions that “a sustained commitment to 
better public services demands respon- 
sibility in setting public-sector pay.” His 
speech was peppered with talk about set- 
ting targets, regular reporting of perfor- 
mance against them, tough scrutiny and 
inspection and severe sanctions against 
failing public-sector institutions. 

The trouble with talking tough on pay 
is that the unions know that the money is 
there. As for targets, there is nothing new 
about them: the Treasury has been setting 
them since its first spending review in 
1998. However, there is no agreement on 
how successful the government has been 
in meeting them, still less on whether they 
really drive improved services. The record 








so far is hardly encouraging. The NHS has 
been subjected to a battery of targets and 
initiatives, but its productivity has been 
declining. 

Targets, backed by inspection, are es- 
sentially an attempt to command and con- 
trol the public services from the very cen- 
tre of government, the Treasury. Ministers 
now appear to recognise the need for 
greater local autonomy-they certainly 
pay lip service to it-but the overall system 
remains extraordinarily centralised. There 
is good reason to doubt whether such a 
command-and-control regime can work. 
“It creates a blame culture within the pub- 
lic services, which stifles local initiative," 


says Steve Robson, former second perma- 
nent secretary at the Treasury. Directives 
from the centre are no substitute for the 
empowerment of individual consumers 
which would create real incentives to pro- 
vide better services. 

It would be incredible if all the extra 
cash being ladled into the public services 
did not deliver some recognisable im- 
provement. But the way in which the cash 
is being pumped in militates against suc 
cess. The clear and present danger for the 
Labour government is that voters may 
conclude that their higher tax bills are not 
bringing them public services that are suf- 
ficiently better. B 
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The IRA says sorry (sort of) 


BELFAST 


TheIRA's apology won't make David Trimble's life any easier 


HE unprecedented and gut-churning 

apology from the rA on July 16th for 
the "non-combatant" deaths the terrorists 
caused over 30 years of a campaign that 
killed nearly 1,800 people elicited a pre- 
dictable response: a muted welcome from 
the British and Irish governments and bit- 
ter scorn from unionists. 

The sharpest words came from David 
Trimble, the leader of the Ulster Unionist 
Party and first minister, who warned Tony 
Blair not to use the IRA's statement as an 
excuse to refrain from taking tough mea- 
sures against the  paramilitaries for 
breaches of the ceasefire. Mr Trimble has 
given Mr Blair a deadline of July 24th to try 
and restore fast-ebbing unionist support 
for the Good Friday Agreement. Mr Trim- 
ble, who is under mounting political pres- 
sure, blames disillusionment with the 
peace process on what he describes as the 
insincerity and cynicism of the IRA. He 
noted that the apology made no reference 
to "the recent violence that the IRA has 
been involved in, nothing about what 
their future conduct is going to be." 

Mr Trimble was referring to the arrest in 
Colombia of three republicans who are 
due soon to stand trial on charges of assist- 
ing local guerrillas; the break-in at the Cas- 
tlereagh police headquarters; orchestrated 
rioting on the streets of Belfast; and recur- 
ring allegations from police sources that 
IRA surveillance of potential targets con- 
tinues. By the end of the month, Mr Trim- 
ble wants Mr Blair to declare the IRA cease- 
fire a sham and to expel its political wing, 
Sinn Fein, from the power-sharing de- 


volved administration in Stormont. 

The likelihood of that happening now 
appears extremely remote. Almost as the 
IRA issued its statement, Mr Blair was as- 
suring the House of Commons that, in his 
view, the IRA was now farther away than 
ever from a return to violence—choreogra- 
phy, sneered suspicious unionists. Later 
on, Downing Street described the IRA's ini- 
tiative as an attempt to draw a line under 
the past. And Mr Trimble's hopes had been 
fading anyway. After initial fury in both 
London and Washington, there now 
seems little appetite for playing up the Co- 
lombian affair, and some people think that 
Castlereagh may have been an inside job 
carried out by elements from within the 
intelligence services rather than the work 
of the IRA. 

The timing of the IRA's apology, com- 
ing just five days before the 30th anniver- 
sary of a particularly horrible atrocity in 
Belfast that became known as Bloody Fri- 
day, was either crass or poignant, depend- 
ing on your point of view. On that day in 
1972, after a series of inadequate and con- 
fusing warnings, nine people were killed 
and scores badly injured by 20 explosions 
that took place across the city inside 75 
minutes. Many people believe that Sinn 
Fein's president, Gerry Adams, in his pre- 
vious capacity as an IRA leader, helped to 
plan Bloody Friday. 

The IRA statement took Bloody Friday 
as its reference point: "While it was not our 
intention to injure or kill non-combatants, 
the reality is that on this and a number of 
other occasions, that was the consequence 
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of our actions. It is therefore appropriate 
on the anniversary of this tragic event that 
we address all of the deaths and injuries of 
non-combatants caused by us." 

The iRA's distinction between “com- 
batants" and “non-combatants” seemed to 
many of the bereaved families a typically 
sickening piece of hypocrisy. The terro- 
rists' softest targets were frequently the 
part-time soldier and farmer shot dead on 
his tractor or the policeman making a cup 
of coffee in his kitchen before going to bed. 
That said, loyalist paramilitaries were 
widely praised at the time of their ceasefire 
announcement eight years ago, when they 
singled out the death of "innocents" as a 
cause for "remorse". Many Catholics, 
killed at random, were conveniently de- 
scribed by their killers as zRA members. 

Just a few hours after the apology, a po- 
lice jeep in rural County Down was struck 
by an explosive device. Security-force 
sources suggested it was the work of dissi- 
dent republicans responding to the IRA's 
"sell-out". Many unionist politicians, how- 
ever, insist that such "dissidents" are sim- 
ply proxies for the IRA. 

Overall, however, tensions are easing 
with the passing of the peak of the Orange 
marching season, and the police believe 
that loyalist attacks against Catholic targets 
are outstripping violence by republicans. 
One senior officer even praised the IRA for 
helping to damp down riots in Belfast over 
the Twelfth of July weekend. 

Meanwhile, Mr Trimble's future is un- 
certain. Mr Blair is anxious to do whatever 
he can to bolster him. But whether he can 
do enough to get him to withdraw, or, fail- 
ing that, postpone, his veiled threat of res- 
ignation is not clear. And if Mr Trimble 
backs down, as he has in the past, there re- 
mains the distinct possibility that his 
increasingly fractious party will move 
against him. If the rRA's apology has 
helped to make Mr Trimble's life even 
trickier, it will no doubt feel that it has 
served at least one of its purposes. 








hot The wrong sort of bravery 












"REAT acts of recklessness are always impressive to behold. 
MJ We marvel at the kind of self-belief that insists, in spite of 
everything we suspect to the contrary, that all will be well. We 
tremble at the prospect of what awaits if itis not. Observing 
=< Gordon Brown this week, as he outlined his plans to increase 
.. public spending by £90 billion ($140 billion) within the next 

-three years—the equivalent of £10 a day for every household— 

- induced just such feelings of admiration combined with trepida- 
tion. Mr Brown told us that every eventuality had been fore- 
-. Seen, no detail left unattended. Nothing had been left to chance. 
Prudent was how he wanted us to see him, but brave—ridicu- 
lously, fecklessly, damn-your-eyes brave—is how we did. 

Let's be clear about the nature and the scale of the risk that 
^ Mr Brown (and Tony Blair, for in this, the friend-rivals are in 
-- lock-step) has decided to run. It is not that the government fears 
^. voter hostility to the increasing weight of taxation (at least, not 

-.. yet). So far, Mr Brown's tax rises have largely been borne by the 
- relatively well-off and, anyway, the argument that the core pub- 
- lic services have been chronically under-funded for years has 
- been painstakingly won. Nor should we doubt the chancellor's 
- confidence when he claims to be unworried about being blown 
- off course by financial-market volatility. Most of the money he 
intends to spend over the next three years is pretty much in the 
bag already, thanks to his tight-fistedness in earlier years. Even 
an economic dip in 2003 shouldn't place too much strain on the 
numbers as long as it is neither too deep nor too lasting. And if 
something really nasty is in store, the government calculates 
that it can blame events beyond even Mr Brown's control. 
< By far the greatest risk is that even the heroic sums of money 
that are now being thrown at public services won't make the 
hospitals and the schools discernibly better. But here's the funny 
thing. For all Mr Brown's bravura display, it's not just desperate 
Tories (whose future hopes rest squarely on government failure) 
and cynical hacks who think it will all end in tears. There are 
real doubts within the government itself. Speak to almost any 
group of senior civil servants in one of the big spending depart- 
ments, the people the government is counting on to make sure 
that the systems are in place for the money to be used effec- 
tively, and you quickly detect a palpable foreboding. They know 
what's being asked of them and they are acutely aware of how 
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much rests on their shoulders. To an extent, that's a tribute to the 
pressure that ministers are putting them under and some indica- 
tion of the impact that the new public-spending agreements are 
having, flawed and muddled though many are. But their tension 
is not just of the creative variety. 

Take just one area: the hopes being invested in the ability of 
new IT systems to transform the efficiency of the NHs. With a 
budget of more than £5 billion to be spent over the next three 
years, the civil servants involved say that "failure is not an op- 
tion.” But with serial government rT disasters to ponder and les- 
sons only partially learned, they know that not only is failure an 
option, it's the outcome many would bet on. 


Out of excuses 

Among ministers, the mood is slightly different. To be sure, 
there's excitement about the extra money flowing into their de- 
partments and talk of this being what they came into politics to 
do. But there's little triumphalism. Several are already doing 
their best to play down expectations about the wonders that Mr 
Brown's largesse will achieve. They are only too well aware that 
public-sector inflation is already running at 6.5%~—double the 
rate for the economy as a whole- because of capacity con- 
straints and increasingly generous pay settlements. The King's 
Fund, a pro-NHs health think-tank, says that it expects nearly 
half the money earmarked for better health care will go straight 
into the pockets of producers. Ministers are grimly determined 
to do their best to avoid such leakage and accept that there can 
be no excuses, but there's real fear that the levers they're holding 
may not be attached to anything. 

The more thoughtful Labour MPs, while applauding the gov- 
ernment’s intentions, are openly sceptical of its mantra of "in- 
vestment tied to reform". Old Labour types love this sort of 
thing, but others fret that not enough has been done to prepare 
the way for Mr Brown's gusher. Even the prime minister, during 
his otherwise impressive and marathon performance before the 
massed ranks of select committee chairmen on Tuesday, came 
close to expressing doubts. There was a conflict, he admitted, be- 
tween devolving effective responsibility to local managers and 
ensuring every tax pound was properly accounted for. He ap- 
peared to acknowledge that if there was a right answer, he had 
yet to find it. 

Seemingly, the chancellor stands magnificently alone in his 
certainty. However, the very things that he is most often criti- 
cised for-the obsessive monitoring; the ever-more detailed cen- 
trally determined targets; the setting of bureaucratically-derived 
standards; the relentless demands on managers to record and re- 
port everything they do—are themselves an outward expression, 
like his bitten-to-the-quick nails, of an intense and probably 
growing anxiety. One can only wonder at the extraordinary 
intellectual effort, ingenuity and cost that has been expended on 
creating these systems for forcing "delivery" from structures that 
Mr Brown has come to realise are inherently unresponsive ei- 
ther to large inputs of funding or to meeting the real needs of 
consumers. 

What is so difficult to understand is why, given what the 
chancellor knows, he has applied his formidable mind and unri- 
valled tenacity in this way rather than in grappling with those 
structures themselves. The mystery is not that the chancellor is 
willing to take a great political risk, but that he is prepared to 
stake so much on taking a risk of the wrong sort. & 
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Corporate reform 


Clambering back up 





Can Americans trust their business leaders to do the right thing? 


.FTER the race to the bottom, a race back 
up to the top. Claiming a desire to 
“help restore confidence in corporate 
America”, on July 14th Coca-Cola an- 
nounced thatit would begin recording em- 
ployee stock options as an expense on its 
income statement. A day later, the Wash- 
ington Post Company said that it too 
would make the change. AMB Property, a 
hitherto obscure real-estate investment 
firm, said that it had been expensing op- 
tions for a whole week already, throwing 
doubt on Coca-Cola's stated willingness to 
“take the lead on this issue”. More firms 
might follow these pioneers, including 
Heinz, a food group, and Delta Air Lines. 
Give Coca-Cola its due: its timing is 
spot on. Twice in two weeks, President 
George Bush has demanded that corporate 
America put its house in order. On July 
16th Alan Greenspan took his turn to wag 
his finger at America's bosses. Too many of 
them, said Mr Greenspan, had sought 
ways to "harvest" the booming stockmark- 
et of the late 1990s. The investments of or- 
dinary Americans, meanwhile, keep wilt- 
ing. Since the start of the year, the S&P 500 
index has fallen by over 20%. 
Coca-Cola's choice of reform is also 
-  dever. Although other initiatives are be- 
-. ginning to take shape in Congress, efforts 
"to make it comp ulsory to charge the cost of 


stock options as an expense have fallen 
foul of the high-tech business lobby. That 
has turned options-expensing into a press- 
ingissue among those Americans who feel 
their government is doing too little. 

The willingness of companies to em- 
brace this accounting change voluntarily, 
meanwhile, cheers free marketeers. They 
urge caution in new rule-making and 
claim that the system can, by and large, be 
relied upon to fix itself. 


Dice men 

On the evidence so far, who is right? One 
place to look for the answer is bosses' pay. 
The theory is that the huge amounts of 
stock options dished out to executives in 
the 1990s encouraged them to behave 
badly. Unlike stock itself, a stock option 
has no downside: the owner might gain a 
lot of money if his company's share price 
rises, but he loses only the cost of the op- 
tion if the share price falls (and nothing at 
allif the option is given to him). That might 
have encouraged excessive risk-taking at 
the top—a willingness, as Ira Kay of Wat- 
son Wyatt, a pay consultancy, puts it, to 
"roll the dice". 

Combined with the freedom to sell the 
company's stock once the option is exer- 
cised, stock options might also have en- 
couraged short-term business strategies, or 
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even fraud. By fiddling with their accounts, 
company bosses could hope to drive up: 
the share price, cash in their options, and. 
set sail in their yachts. E 
Stock options are indeed becomingless | . 
popular in the boardroom. Mr Kay sees a 
gradual switch from options to outright 
share-ownership plans. So does Peter 
Chingos of William Mercer, another con- 
sultancy. Mr Chingos says that efforts to. 
make bosses hold on to their companies! | - 
shares are also gaining ground. New share- | 
ownership plans, for instance, mighttypi- . 
cally prevent the boss from selling his - 
shares for five years. Sanford Weill, the. . 
boss of Citigroup, boasts of the "blood 
oath" that he and the company’s other ex- 
ecutives must take. As long as they run the . 
company, Citi's top dogs must keep three- 
quarters of any shares or options that they © 
receive. Between them, Citigroup’s board 
of directors and senior managers own 85m 
shares, worth a staggering $3.2 billion. 
There is a happy coincidence at work 
here. Because of the slumping stockmark- 
et, options were in any case becoming less 
popular. Chief executives already have 
their drawers full of worthless option: 
Increasingly, they prefer straight share: 
says Mr Chingos, because even if the mar 
ket falis, shares are still worth something. 
Stock-holding restrictions, meanwhile, 
typically lack bite. Few companies can 
match Mr Weill's blood oath. Much more 
typical are rules requiring chief executives 
to own company shares worth, say, six. 
times their annual salary. T 
Another test of reform is the way com- 
panies choose to present their account: 
Here, shareholders are demanding mor 
“honest” numbers, designed to illuminat 
rather than disguise, the profitability o 































-AMB and others to expense stock options 
: is the first big sign that companies are be- 
-ginning to take these calls seriously. 
Employee stock options are not a huge 
cost at Coca-Cola, however. By the com- 
pany's own calculation, expensing them 
«would have knocked just $200m off its 
-profits in 2001. West-coast technology 
: companies, such as Microsoft and Cisco, 
-will find it harder to follow suit. Cisco, for 
"instance, calculates that the options it 
-dished out to its employees last year had a 
. value of $1.7 billion. The Business Round- 
table, a trade organisation for chief execu- 
tives, remains opposed to options-expens- 
ing, on the dubious argument that there 
are so many ways to calculate their cost. 
Elsewhere, “pro forma" accounting-the 
selective (and usually flattering) removal 
of certain costs in calculating “core” pro- 
` fits- remains far too common. 


Ban the boss 
A final test of reform is change in the 
boardroom. One effort has been to 
strengthen outside directors as a counter- 
weight to over-mighty bosses. As part of 
-the proposed changes to its listing require- 
. ments, the New York Stock Exchange 
<. (NYSE) wants to make boardroom “execu- 
tive sessions" without the chief executive 
“compulsory, a change that corporate-gov- 
ernance activists think might help to re- 
store some balance to the board. 

It was thought that these executive ses- 

~ sions would arouse controversy. As it 
turns out, chief executives have put up lit- 
.. tle resistance, says Leon Panetta, a former 
White House chief of staff who sits on the 
NYSE's board. Given the news, he chuck- 
les, bosses are not in much of a position to 
. complain. David Nygren of Mercer Delta, a 
.. consultancy, thinks this change could help 
to entrench the role of a "lead" indepen- 
dent director, America's answer to the 
separation of the role of chairman and 
-chief executive that has already happened 
„in many British companies. 
Supporters of greater government in- 
tervention might argue that these achieve- 
ments are slender. But several points are 
worth bearing in mind. Itis still too early to 
tell how far companies are willing to go. 
Cynics will say they are playing the same 
waiting game as the politicians. The econ- 
omy could recover, the markets might 
bounce back and America might invade 
Iraq. All three events would lessen the im- 
petus for reform. But America's capricious 
shareholders, whom bosses serve, might 
also change their minds, and once again 
stop caring about greedy bosses. After all, a 
couple of years ago, none of this mattered 
to them. “We have sought leadership in 
corporate governance for years," says Ha- 
mid Moghadam, the boss of AmB. “No- 
.. body noticed until a month or two ago. All 
- of asudden, everybody cares." m 
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Newspapers | 


Street fight 


The Wall Street Journal and the 
Financial Times slug it out 


HEN the Wall Street Journal and the 
Financial Times, each facing a flat 
home market, stepped up the quest for 
new readers abroad, they were bound to 
collide. Within weeks of each other in Feb- 
ruary 2000, the Journal relaunched its Eu- 
rope edition, with colour splashed across 
its front page and a supplement dedicated 
to the "new economy", and the FT un- 
veiled Financial Times Deutschland, a new 
German-language title. Now that the mar- 
ket has turned sour, however, their contest 
is throwing up some harsh choices. 
While each paper chases the same Eng- 
lish-speaking international business 





reader, and each has thrown a lot of 
money at its online version, they have fol- 
lowed quite different print models. The 
Journal runs three different editions, each 
with its own editor, regional headquarters 
and name-the Wall Street Journal, the 
Wall Street Journal Europe and the Asian 
Wall Street Journal. Each paper closely tai- 
lors its content to the region. The FT, by 
contrast, which is owned by Pearson, part- 
owner of The Economist, is a global title, 
edited in London, with only about 15% of 
the content varying by region. In Europe its 
strategy has been to complement the FT 
with in-house local-language publica- 
tions: FT Deutschland in Germany, Les 
Echos in France, Expansion in Spain. 

Now, however, the severe advertising 
downturn is putting pressure on both strat- 
egies. In the first six months of this year, 
advertising revenues at the Journal’s inter- 
national editions were 36% down on the 
same period of 2001. Ad revenues at the FT 
fell by 25% in the first half of the year from 
the same period of 2001, according to an 
estimate by Merrill Lynch, after dropping 





by 20% in 2001 as a whole. 

The Journal maintains that it needs its 
vast army of journalists, but they are costly 
to support. It can call upon around 1,600 
reporters for its print and online editions 
worldwide, next to some 500 at the FT. In 
continental Europe the Journal's circula- 
tion growth has been healthy. Yet the Eu- 
rope edition has been profitable for only 
three of the past five years. Efforts are un- 
der way to streamline the overall structure. 
Earlier this month Dow Jones, the Jour- 
nal's parent, moved Karen Elliot House 
from her job as head of the non-American 
editions to publisher of all editions, in- 
cluding the American one. 

Ms House's move, coupled with the re- 
cent firing of a handful of reporters in Eu- 
rope, has created deep unease among the 
edition's journalists, who worry that they 
have lost their sponsor. (Ms House is mar- 
ried to Peter Kann, chairman and chief ex- 
ecutive of Dow Jones) Ms House dis- 
misses such fears as "ludicrous", and says 
that there is “not one iota of consideration" 
being given to closing the European edi- 
tion, nor to Handelsblatt, the German daily 
paper that jointly owns the Journal in Eu- 
rope, pulling out—a rumour that Handels- 
blatt also denies. 

Just as the Journal’s European troubles 
stem in part from its bid to trample on the 
FT's territory, so the FT's difficulties come 
partly from its effort to march into the Jour- 
nal's patch. The FT has more than quadru- 
pled its circulation in America since 1997, 
to 140,000. But it still only nibbles at the 
heels of the Journal, which has a North 
American circulation of 1.85m (see chart). 
The FT claims that it cannot meaningfully 
calculate whether its American edition is 
making any money. 

The trouble is that the FT has not yet se- 
cured enough circulation there to tempt 
many regional advertisers. Only about 
10% of its ad sales in America are for the 
domestic edition only, according to Olivier 
Fleurot, the paper's managing director. As 
one global media buyer puts it: “If you 
were targeting a campaign in the Us, you 
couldn't do it in the FT alone." 

Andrew Gowers, the FT's editor, refers 
to his newspaper's American drive as "our 
core mission: not an option we can switch 
on and off." Yet he too is under pressure to 
cut costs. Already, he has closed The Busi- 
ness, a weekend supplementin the FT, and 
put on hold a plan to launch an Asian edi- 
tion. Some even question whether FT 
Deutschland, the centrepiece of the FT's 
strategy in Europe, is vulnerable. While the 
title has built up a claimed circulation of 
82,500 amid fierce German competition, it 
has not yet made a cent. But just as ques- 
tions about the future of the Journal's in- 
ternational editions go to the heart of that 
paper's global strategy, so would any at- 
tempt to touch FT Deutschland undermine 
that of the FT. @ 











Pfizer and Pharmacia 
Mating and 
waiting 


The industry leader breaks away from 
the pack. But the price is steep 


IKE physics, the pharmaceutical busi- 
ness follows the laws of nature. To 
boost their profit growth, companies can 
either add mass or speed their sales of 
home-grown products ever upwards. This 
week Pfizer opted for mass, announcing 
that it would buy Pharmacia, a smaller ri- 
val, in an all-share deal worth $60 billion. 

The acquisition will make Pfizer the 
world’s largest pharmaceutical company 
by far, with combined sales of around $48 
billion, 30,000 sales reps worldwide and 
an annual research and development 
(R&D) budget of over $7 billion. It will also 
become the first company in recent history 
to hold more than 10% of the global market 
for drugs. 

Even before the merger, Pfizer was mas- 
sive, one of the industry’s big two, along 
with GlaxoSmithKline (Gsxk). So why buy 
Pharmacia? In a word: Celebrex, its best- 
selling drug for inflammation. Pfizer al- 
ready had a stake in the fortunes of Cele- 
brex, through a co-marketing deal with 
Monsanto-Searle, its original developer. 
That partnership continued when Phar- 
macia bought Monsanto in 2000. Last year 
Celebrex brought the two firms $3.1 billion 
in sales. By buying Pharmacia, Pfizer also 
takes control of a few other lucrative pro- 
ducts, such as Xalatan, a treatment for 
glaucoma, giving it a dozen drugs with an- 
nual sales of more than $1 billion. 

This is not the first time that Pfizer has 
proved to be the Victor Kayam of the in- 
dustry, liking a product enough to buy the 
company. When the company launched a 
successful hostile bid for Warner-Lambert, 
another American drug producer, in 2000, 





the prize it sought was Warner-Lambert's 
Lipitor, a blockbuster cholesterol-lowering 
drug. 

As the smaller partner in the merger, 
Pharmacia's employees are understand- 
ably nervous that most of the $2.5 billion 
in annual cost savings expected by 2005 
will come from their side. But Hank 
McKinnell, Pfizer’s chief executive, says he 
sees more in Pharmacia than just Cele- 
brex—for instance, interesting opportuni- 
ties in the firm's R&D pipeline of cancer 
drugs, and a salesforce that is well-trained 
in selling to specialists. (Pfizer's sales 
strengths lie mainly in marketing to gen- 
eral practitioners.) 





That alone does not explain why Pfizer 
is paying 44% over Pharmacia's share 
price-minus Monsanto, which will be 
spun off later this year—at a time when in- 
vestors are hyper-sceptical about mergers. 
Thomas Foster of Cambridge Pharma 
Consultancy argues that the deal buys 
Pfizer some breathing-space. On its own, 
the firm's late-stage drug pipeline was not 
enough to maintain the high double-digit 
profit growth that investors have come to 
expect. The addition of Pharmacia's pro- 
ducts and pipeline will help to keep up the 
profit momentum through an otherwise 
rough patch starting around 2005. 


This week's deal is expected to set off » i 








another round of mergers in the indüstry. 
` As Sir Richard Sykes, former chairman of 
. GSK, points out, almost all the big firms are 
caught in the same bind of stalled pro- 
ductivity, patent expiries and pricing pres- 
sure. Some smaller firms, such as Schering- 
Plough and Abbott, may have little choice 
-but to find a partner. Some of the bigger 
- ones, such as Novartis, are known to be 
- shopping around. 

- The biggest question of all is whether 
. GSK, burdened by patent worries, will try 
-to catch up with Pfizer. Jean-Pierre Garnier, 
. its chief executive, says his firm already 
. has everything it needs to be a great suc- 
.cess when new products start coming 
through the pipeline in a couple of years' 
time. Whether Gsx’s shareholders will 
prove as patient, or wander off to Pfizer, re- 
mains to be seen. @ 


- Airbus 


Bettering Boeing 


TOULOUSE 
Europe’s Airbus could outpace its 
American arch-rival next year 


HE big question at the Farnborough In- 

ternational Air Show, which opens on 
July 22nd, is: will Boeing announce one of 
the biggest-ever aircraft orders, worth $12 
billion at list prices, or will Airbus grab part 
of the deal? The buyer is easyJet, a fast-ex- 
panding low-cost carrier. EasyJet, which is 
taking over another low-cost airline, Go, is 
set to order 120 new aircraft, with options 
to buy a further 120. Although the deal is 
worth $12 billion on paper, in practice such 
plum orders come with big discounts. 

EasyJet’s board has met several times to 
discuss the order in recent days, suggesting 
that there is little to choose between Air- 


Nosing ahead 


be split between the two. Low-cost carriers 
such as easyJet and Ryanair will account 
for over half of the 400-450 jetliner orders 
expected this year, because they are the 
only airlines prospering in the current avi- 
ation slump. Boeing has had a strangle- 
hold on the low-cost market ever since its 
737s were first used by Southwest, the orig- 
inal American no-frills carrier. 

The rationale for easyJet splitting its or- 
der lies partly in its purchase of Go, which 
had already said that it was in exclusive ne- 
gotiations with Airbus, presumably on 
very favourable terms. Moreover, Stelios 
Haji-loannou, easyJet’s founder, is having 
second thoughts about relying solely on 
the 737; he has said that the economies of 
scale from a single model begin to fade as a 
fleet grows. EasyJet may just choose to use 
roomier Airbus A319s for business traffic, 
while keeping more fuel-efficient Boeings 
on its leisure routes. 

So far this year, Boeing is leading with a 
net 134 orders against Airbus's 104. How- 
ever, Airbus's chief executive, Noel 
Forgeard, reckons that his share by value is 
52%, because the Toulouse-based manu- 
facturer has sold more big jets. 

As Airbus crept up from a third of total 
orders ten years ago to match Boeing, the 
American company kept emphasising that 
what really counts is deliveries, not orders, 
because that is when cash is actually paid 
for aircraft. Until recently Boeing had two- 
thirds of the market by this measure. But 
that is about to change. Airbus, with over 
300 aircraft ordered for delivery in 2003, is 
likely to produce more than Boeing, which 
expects to make 275-300 (in aircraft manu- 
facturing, production and delivery figures 
are usually identical). 

The collapse in the market for civil jets 
has been more traumatic for Boeing, 
which has had to slash output and lay off 
30,000 workers. Airbus has only had to 
postpone plans to raise production by 50% 
and cut back on overtime. Privately, Boe- 
ing executives accuse Airbus of building 
planes that have not been ordered. Airbus 
denies this. 

Although orders from low-cost carriers 
will dominate the market this year, this 
may change once the market recovers. Air- 
bus reckons that, between 2006 and 2012, 
mainstream flag carriers will account for 
67% of the market, compared with only 
1396 for low-cost airlines. The real money, it 
reckons, is in bigger aircraft, such asits new 
superjumbo, the A380. Buoyed by the 
confirmation this week of Fedex's order 
for ten A380s, Mr Forgeard predicts that he 
will have two more Asian customers (in- 
cluding Japan Airlines, the biggest user of 
Boeing 747 jumbo jets) within the next 12 
months. Airbus, he says, is in the "dream 
position" of having, counting options, 80% 
of the 250 orders it needs to make money 
on the A380. Such confidence. & 
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Identity rules 


NEW YORK 
Internet standards can nolonger be 
written by technology firms alone 





HEN an industry group called Lib- 
erty Alliance announced specifica- 
tions for how to manage "digital identi- 


ties” on July 15th, it was hardly 
headline-grabbing stuff. Yet the event may 
prove important in the history of the com- 
puter industry, by marking the beginning 
not only of an 1p system for the digital 
world, but also of an era in which stan- 
dards are no longer set mainly by the com- 
panies that sell information technology. 

Knowing who a user is has tradition- 
ally been left to individual websites or 
software applications. Consumers and 
company employees tend to have many 
different identities in the form of pass- 
words and user names. But multiple iden- 
tities are becoming a serious drawback for 
e-commerce. Consumers forget their pass- 
words and spend their money offline. 
Firms fail to purge former employees from 
their directories, giving them the opportu- 
nity to wreak digital havoc. 

One basic way to unify digital identi- 
ties is known as single sign-on. These ser- 
vices let a user-whether a consumer or a 
company employee or supplier—-move 
seamlessly from one website to the next 
without having to retype a password. The 
holy grail, however, is technology that al- 
lows businesses to manage identities—and 
thus risk—in exactly the same way as they 
do offline, says Jamie Lewis, chief execu- 
tive of the Burton Group, a consultancy. 

Technology firms have lined up to get a 
piece of the identity pie. Seven of them— 
including Novell and Sun Microsystems— 
have announced products that comply 
with Liberty Alliance's specification. For 
its part, Microsoft, which is not a member 
of Liberty, had hoped that its single 
sign-on service, called Passport, and a re- 
lated set of offerings, called My Services, 


would become the main attraction of its p> 











.NET software platform for web services. 

Although the technology was innova- 
tive, Microsoft got the politics wrong. It 
had planned to build a centralised system 
in which it would hold identities on behalf 
of consumers. But airlines, banks and oth- 
ers began to worry that this would drive a 
wedge between them and their custom- 
ers—so Microsoft now also offers software 
that will allow clients to run their own 
identity services. 

This shift in strategy came too late to 
stop a counter-movement in the form of 
Liberty. The consortium was launched last 
September by Sun, Microsoft’s arch-rival. 
The idea was that instead of having a cen- 
tral identity provider, multiple accounts 
would be linked. For instance, a user could 
buy a plane ticket online and then book a 
hire car without having to sign on again 
and retype the destination. 

Liberty could have turned out to be just 
another cartel, cobbled together to neutral- 
ise the advantage of the market leader. But 
the group, which now has more than 60 
members, has turned out to be something 
different: a web-standards body driven by 
large users (rather than providers) of tech- 
nology. Its chairman is Eric Dean, chief in- 
formation officer of United Airlines. Firms 
such as United got involved mainly be- 
cause they did not want to get caught in an- 
other standards war that would force them 
to support competing technologies. An- 
thony Scott, General Motors' chief tech- 
nology officer, predicts that large compa- 
nies will increasingly insistthat rr vendors 
stick with common technical rules. 

But there is something more important 
at work, says William Guttman, an eco- 
nomics professor at Carnegie Mellon Uni- 
versity. Increasingly, he argues, standards 
are not there only to regulate rr; they must 
also take account of public-policy issues, 
such as privacy. Without the input of us- 
ers, government and academics, as well as 
technology firms and their corporate cli- 
ents, specifications risk being irrelevant. 

. Allowing for broad input, however, 
does not guarantee success. On the con- 
trary, reaching agreement is likely to be 
harder. The first version of Liberty's speci- 
fication deals only with single sign-on, not 
with the more controversial exchange of 
user information, such as payment details 
and buying preferences. What is more, Mi- 
crosoft and 18M, which has also decided to 
stay out of the consortium for now, may 
yet try to launch a competing standard. 

On top of this, consumers might not 
bite. So far, they are not very enthusiastic 
about identity services. Most register with 
websites only because they have to, and 
do not trust technology firms to prevent 
misuse of personal information. Promot- 
ers of identity services will probably have 
to face the fact that many, if not most, con- 
-  sumers will prefer to stay anonymous— 
—. justasthey can in the offline world. m 








Japanese corporate restructuring 


Uncut 


TOKYO 
Lots of layoff announcements, but not 
much action 


APAN'S slow progress with restructuring 

continues to frustrate investors. Al- 
though signs of a cyclical upturn have ap- 
peared, an economy that lurches forward 
only when exports sputter to life does not 
inspire confidence—especially since com- 
panies expect their domestic sales to grow 
by only 1% this year. Of course, businesses 
all over Europe and North America find 
ways to boost profitability without reve- 
nues soaring, by cutting costs and boosting 
the efficiency of their use of assets. That 
may be why foreign investors make decent 
money even in Japan’s stale economy (see 
chart). But despite a sharp rise last year in 
press articles mentioning risutora, few Jap- 
anese companies are yet restructuring in 
earnest. 

Start with the most obvious source of 
inefficiency: bloated workforces. The ex- 
citement of last autumn stemmed from a 
series of huge layoff announcements by 
Japanese firms. These included plans by 
electronics giants such as Fujitsu, Hitachi 
and Toshiba to unload tens of thousands 
of workers apiece. To gauge whether any 
of these cuts will prove real and lasting, 
Garry Evans, chief Japan strategist for 
HSBC, a British bank, went back and 
looked at the previous big risutora wave, in 
1998-99, when even bigger layoffs were an- 
nounced. These job cuts were usually 
pitched as two-to-three-year plans. Some— 
notably those pushed by Nissan after 
France's Renault bought the car maker— 
have followed through. Yet overall, fewer 
than half of the companies involved have 
come even close to their promises. 

Many fudged the cuts by hiding work- 












ers the way Enron hid debts. They created. 


new, unlisted subsidiaries and hived 
workers off the parent's books without. 
cutting the group's labour costs. Mr Evans: 
was able to keep track of this because of. 
changes in Japanese accounting rules, 
which now require firms to file consoli- 
dated reports for subsidiaries they control. 
But he worries that in the recent wave of. 
layoff announcements, companies have 
learned a new trick. By creating 50-50 joint: 
ventures, which neither side controls, they 
can play the same games all over again. 

The worst part, however, is that manag- 
ers refuse to restructure capital assets and. 
narrow their focus even more stubbornly 
than they resist job cuts. Robert Feldman, - 
chief economist at Morgan Stanley's Tokyo . 
office, points out that, by boosting profit 
margins a little, the half-hearted job cuts. 
announced in 1998 helped to nudge up re- 
turns on assets, from 2% to 2.6% over the - 
past three years. By contrast, Japanese _ 
firms have been unable to boost the reve- 
nues they earn from a fixed amount of as- 
sets, the other way to raise returns. E 

To do this, argues Mr Feldman, firms _ 
must carve up their sprawling businesses, ^. 
become more focused and learn to treat 
capital as a precious resource. One source — 
of trouble is the banks’ failure to force dud. 
firms out of business. In sectors such asre- — 
tailing, still overcrowded despite a series 
of bankruptcies, the zombies’ ability to. 
cling on prevents the kind of assetshuf- 
fling that could generate new industry ^. 
structures. Slowly, some competitive pres- 
sures are filtering through. Mr Feldman 
reckons that Nissan's cost cuts, for in- 
stance, put pressure on its suppliers, forc- 
ing some healthy consolidation on the 
steel industry. 

If capital markets fail to wake up the 
rest of Japan's companies, China's grow- 
ing clout, and the deflationary pressuresit — 
is sending across Asia, could eventually 
trigger the bigger changes they need. For : 
all the headlines devoted to investmentsin 
China, such as Honda's announcement 
last week that it will begin making cars 
there, too few Japanese firms have moved 
plants overseas to cut costs. 

Goldman Sachs reckons that pressure 
to do this could begin to build quite soon. It 
expects Japan's perennial current-account 
surplus—which rose to ¥1.04 trillion ($8.3 
billion) in May, according to figures pub- 
lished this week—to erode sharply before 
long, perhaps disappearing altogether 
within five years, forcing Japanese firms to 
respond more to global pressures. Both the 
United States in the 1980s and Germany in 
the 1990s (following unification) began to 
boost their returns on equity shortly after 
their current-account balances swung neg- 
ative. It takes a great deal of pain to get Jap- 
anese companies to change their ways; but 
more pain may be exactly what many of 
them are in for. & n 
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Deutsche Telekom may not do much better without Ron Sommer 
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EVER let it be said that Ron Sommer 

lacks drive. He got his first job after 
striking up a conversation with Heinz 
Nixdorf, a German computer entrepre- 
neur, on an aeroplane. So impressed was 
Mr Nixdorf that he hired the cocky 
youngster, who was running Nixdorf's 
French operation by the age of 27. Years 
later, when he was interviewed for the 
chief executive's job at Deutsche Tele- 
kom, he wowed the board by speaking 
fluently, without notes, about the future 
of telecoms-a business he had never 
worked in. He was, it was said, the only 
candidate the board took seriously. 

But although drive may get you places, 
it is not always enough to keep you there. 
This week, after seven years running 
Deutsche Telekom, Europe’s biggest tele- 
coms group and Germany's corporate 
flagship, Mr Sommer was ousted. He is 
the latest victim of the purges sweeping 
through the industry, which have already 
claimed the top men's scalps at World- 
Com, Qwest and BT (see pages 57-59). 

Mr Sommer's exit was no surprise. He 
had been under pressure to go for weeks, 
mainly from Telekom's largest share- 
holder, the German government, which 
has a 43% stake. With a tight election com- 
ing up in September, Chancellor Gerhard 
Schróder was worried that bad news at 
Telekom would hurt his chances. Its 
shares have fallen by 90*6 from their 
peak, and they are now below the level at 
which the government sold a first tranche 
in 1996 (see chart). Telekom posted a loss 
of €3.5 billion ($3.1 billion) last year. The 
government barely bothered to conceal 
its plan to oust Mr Sommer. In the end, he 
was as much a victim of politics as of the 
capital markets. 

One way to see Mr Sommer is as the 
German equivalent of Jean-Marie Mess- 
ier, who ran France's Vivendi until he was 
pushed out a fortnight ago. Both became 
corporate icons in their own countries, 
symbols of a new, more professional or- 





der in business. Mr Sommer became syn- 
onymous with Germany's new equity 
culture after Telekom's landmark flota- 
tion, and today 3m Germans own shares 
in the firm. Both men took stodgy utilities 
and sought to turn them into global 
"new-economy" powerhouses. But both 
overreached, and ran up big debts that ul- 
timately toppled them. 

The parallels do not end there. Neither 
Mr Sommer nor Mr Messier was greatly 
burdened by self-doubt. Mr Messier was 
happy with his moniker J6M, ending 
“master of the world". Mr Sommer, 
though less overtly arrogant, treated the 
media and analysts alike with disdain. 
Within Telekom he was autocratic: in one 
infamous incident, several top managers 
at T-Online, the Internet arm, including 
its boss, resigned after they had failed to 
persuade Mr Sommer to relax his grip on 
the subsidiary. Even right at the end, after 
it became clear that he had lost the 
board's confidence, he hung on, insisting 
that he had made no big mistakes. 


Not quite true. Like so many other tele- 


coms bosses, he got carried away in the 
boom. He spent more than €11 billion on 
36 mobile-phone licences in Germany 
alone, and €80 billion on a series of gen- 
erously priced acquisitions. Chief among 
these was the €33 billion purchase of 
VoiceStream, America's sixth-biggest mo- 
bile operator, at the height of the boom. 
To cap it all, Mr Sommer launched an ill- 
advised bid for Telecom Italia, Italy's in- 
cumbent, in an attempt to keep it out of 
Olivetti's clutches. Deutsche Telekom was 
beaten back after the Italian government 
sided with Olivetti. 


Marketing-minded 

There was, however, much that Mr 
Sommer got right. Tanned and suave, he 
understood the importance of marketing. 
Today, in contrast to when he took over, 
Telekom has a strong brand, and not just 
in Germany. He introduced a service cul- 
ture—no mean feat when over a third of 
your employees are civil servants and so 
unsackable. He was also good at playing 
both sides of an argument. He skilfully 
managed to lay off over 100,000 workers 
without losing the support of the unions; 
last week, 23,000 employees signed a pe- 
tition calling for him to stay. Nor is Tele- 
kom's debt pile of €67 billion entirely his 
fault. It would be much lower had Ger- 
man regulators not blocked divestments, 
such as the €5.5 billion sale of Telekom's 


German cable assets—and if Telekom had 
not been forced to carry the costs of re- 
wiring the former East Germany. 

Itis hard to see how booting out Mr 
Sommer leaves Telekom any better off, at 
least in the short term. The government's 
meddling has ensured that no high-pro- 
file business figure wants his job. It had 
hoped that the board would give the posi- 
tion to Gerd Tenzer, the colourless head 
of Telekom's networks division. Instead, 
the supervisory board picked Helmut Sih- 
ler, its 72-year-old former chairman, to be 
a caretaker chief executive for up to six 
months, with Mr Tenzer as his deputy. 
The financial markets reacted nervously. 

With good reason: the last thing Tele- 
kom needs now is more drift. It is perhaps 
in better shape than France Telecom, 
whose boss, Michel Bon, may soon go the 
same way as Mr Sommer. Nor can the 
German government let the company go 
bust. But the longer Telekom takes to deal 
with its debt problem, the further it will 
slip down the list of telecoms survivors. A 
rights issue may be unavoidable. 

The most pressing operational pro- 
blem is VoiceStream, which is bleeding 
cash. Possible buyers include AT&T Wire- 
less and Cingular. Although Mr Sihler has 
hinted that a quick sale may be in the off- 
ing, he will be lucky to get a third of what 
Mr Sommer paid for it. But as the cock- 
sure Mr Sommer would no doubt never 
have put it, beggars can't be choosers. 8 
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Too many debts; too few calls 


The telecoms industry is in a mess. What went wrong, and how can it be fixed? 


HE bigger they are, the harder they fall. 

And in recent times nothing has got 
much bigger, or fallen much harder, than 
the telecoms industry. WorldCom, a dis- 
graced industry giant embroiled in an ac- 
counting scandal, teeters on the verge of 
bankruptcy. Its collapse, were it to happen, 
would be the biggest in corporate history. 
But it would also be only the latest in a line 
of telecoms firms to have gone under. 

WorldCom is currently subject to a 
criminal investigation, as is Qwest, an- 
other American telecoms giant. But tele- 
coms firms untainted by scandal are also 
struggling to service their huge debts. 
Banks' global exposure to the industry is 
estimated at $1 trillion, according to Ovum, 
a consultancy. Some analysts reckon that 
as much as half of that may yet have to be 
written off. 

Telecoms share prices have plunged 
and chief executives are being steadily 
booted out. This week it was the turn of 
Ron Sommer, the boss of Deutsche Tele- 
kom, who was forced to resign on July 16th. 
But the job losses extend far beyond the 
boardroom. Telecoms operators and 
equipment vendors have laid off nearly 
500,000 people in America alone since 
the beginning of last year, according to fig- 


ures from Challenger, Gray & Christmas, a 
firm of headhunters. 

The dotcom crash, it turns out, was 
merely the warm-up. The telecoms crash is 
many times bigger. Michael Powell, chair- 
man of America's Federal Communica- 
tions Commission (FCC), surprised no- 
body when he declared this week that the 
industry is facing "utter crisis". The situa- 
tion is being likened to the Dark Ages. The 
old empires have fallen and a prolonged 
period of uncertainty looms. How did tele- 
coms companies get into such a hole, and 
how can they climb out of it? 


Fallacious foundations 

Now that the crash has happened, there is 
no shortage of theories to explain it. The 
simple one is that too many firms got 
caught up in Internet mania, assumed as- 
tronomic rates of traffic growth and, egged 
on by bullish investors, started building 
networks to carry that traffic. The trouble 
is, this construction boom was founded on 
a number of fallacies. 

The first, says Allan Tumolillo, an ana- 
lyst at Probe Research and a long-time tele- 
coms sceptic, was the old saw of “build it 
and they will come”. Alas, they did build 
it-but they did not come. Since 1997, In- 
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ternet traffic has roughly doubled every 
year. But much of the industry was betting 
on it doubling every 100 days (see box on 
next page). This mythical growth rate was 
then expected to apply to all forms of tele- 
coms traffic. And what better way to pre- 
pare for the coming deluge than to lay vast 
amounts of fibre-optic cable? 

This was a big mistake. Between 1998 
and 2001, says Andrew Odlyzko, a re- 
searcher at the University of Minnesota, 
the amount of fibre in the ground in- 
creased fivefold. Meanwhile, advances in 
the technology of feeding signals into fi- 
bres at one end and extracting them at the 
other increased the transmission capacity 
of each strand of fibre 100-fold. So total 
transmission capacity increased 500-fold. 
But over the same period, demand merely 
quadrupled. 

To be fair, when digging up the ground 
and laying fibre, it makes sense to lay far 
more than is currently needed. If you are 
laying 24 strands, you may as well lay 240. 
The problem was not that individual firms 
laid too much fibre, but that there were so 
many firms building almost identical net- 
works. In the United States, more than a 
dozen national fibre backbones were con- 
structed; a similar duplication happened 
in Western Europe. 

The second destructive fallacy, says Mr 
Tumolillo, was the almost ritual invoca- 
tion of Metcalfe's Law, a finding from com- 
puter science which states that the number 
of possible cross-connections (and hence 
the usefulness of a network) is propor- 
tional to the square of the number of 
nodes or users. This was used to justify the 
building of enormous pan-European or» 













» global networks, on the basis that bigger is 
exponentially better. But the real world is 
more complicated than computer science, 
notes Mr Tumolillo. When two American 
telecoms firms, spc and Ameritech, 
merged in 1999, the combined firms’ net- 
work became larger, but the value of the 
merged firm still fell. 

A third myth is the notion of “Internet 
time”, which Mr Odlyzko defines as “the 
perception that product development and 
consumer acceptance were now occurring 
in a fraction of the traditional time.” He 
does not dispute that the Internet is a sig- 
nificant advance in communications tech- 
nology, and he admits that 100% annual 
growth in traffic is not to be sniffed at. But, 
he says, new technologies take many years 
to diffuse, and the Internet is no exception. 
. Telecoms firms, however, were betting on 
- an overnight transformation that would 
translate into a sudden leap in demand. 

As upstart firms splurged on vast infra- 
structure investments, the incumbents fol- 
lowed suit. The former national monopo- 
lies in Europe, AT&T in America and NTT 
in Japan all tried to transform themselves 
into global operators. They built new net- 
works and bought stakes in foreign oper- 
ators. European companies gambled that 
the supposed surge in demand for fixed 
communications capacity would be fol- 
lowed by a similar leap in demand for mo- 
bile capacity, and they paid over €100 bil- 
lion ($90 billion) for licences to run 
“third-generation” (3G) mobile networks. 
In the process, they ran up huge debts. 

When it became clear that the industry 
had bet on an increase in demand that was 
not likely to materialise in the near future, 
ferocious competition and frantic price- 
cutting ensued. Equipment vendors’ sales 
dried up. And some firms resorted to fid- 
dling to conceal the lack of revenue. 


After the party 

The industry’s hangover has two compo- 
nents: overcapacity and debt. If it is to re- 
cover, it must tackle these two closely in- 
tertwined problems. When an operator 
goes bankrupt, its capacity does not go 
away. Instead, the new owner (or the origi- 
nal owner, operating under bankruptcy 
protection) can run the network far more 
cheaply, having been freed from much of 
the need to service the debts incurred in 
building it. The result is a domino effect: 
prices fall, driving other tottering oper- 
ators into bankruptcy. If WorldCom fails 
to reach agreement with its creditors over 
its $32 billion of debt and seeks the protec- 
tion of Chapter 11, it may well drag other 
firms with it. 

By contrast, former national monopo- 
lies (such as France Telecom and Deutsche 
Telekom) can be sure that their govern- 
ments will stand behind them. It is incon- 
ceivable that either would be allowed to 
fail. But they still have to do something 


















































about their debts: France Telecom owes 
€60 billion; Deutsche Telekom almost €70 
billion. Both will have to sell assets, re- 
trench in their home base, and raise new 
money from the capital markets. 

Of Europe’s former national monopo- 
lies, British Telecom has led the way in pur- 
suing this kind of debt-reduction strategy. 








By spinning off 02, its wireless arm, selling 
minority stakes in overseas operators and 
launching a rights issue, it has reduced its 
debts from around £30 billion ($47 billion) 
to less than £14 billion over the past 18 
months. It has also replaced its senior 
management team-a step that other tele- 
coms firms will want to take to restore in- 
vestor confidence. For thisis the industry's 
greatest challenge. Only when confidence 
has been restored, balance sheets are 
cleaned up and new management put in 
place can the next phase of the revival be- 
gin: a massive round of consolidation. 
Given the current fragile state of stock- 
markets, this is still some way off. 
Widespread consolidation seems likely 
to happen first in mobile telecoms. A 
shake-out in America's fragmented wire- 
less market is long overdue and will proba- 
bly centre around the sale of VoiceStream, 
the country's sixth-largest mobile oper- 
ator, which Deutsche Telekom bought last 
year for €33 billion. In Europe, Vodafone is 
expected to buy SFR, a French mobile oper- 


ator, from Vivendi, a struggling conglomer- >» 














> ate. (Vodafone paid for acquisitions during 
the boom with its own shares, so it is rela- 
tively low in debts.) And 02 looks like an 
acquisition target, with its most likely part- 
ners being Spain’s Telefonica Moviles or It- 
aly’s TIM. 

The bigger question is what will hap- 
pen to America’s struggling backbone op- 
erators, such as WorldCom, Qwest and 
Level 3. One of these might absorb its 
weaker rivals and emerge victorious. But 
how would it pay for such a consolida- 
tion? Last week, a group of investors in- 
cluding Warren Buffett of Berkshire Hatha- 
way, a long-time telecoms sceptic, 
invested $500m in Level 3, which will use 
the money to fund acquisitions. This was 
taken by some as a sign that the consolida- 
tion game had begun. But $100m will not 
buy much, even in today's markets. "This 
is not a sign of the market turning," says 
Morgan Stanley's Alok Sama. 


The lastleft standing 

Another possibility, which inched closer 
this week, is that one of America's Baby 
Bells— Verizon, spc and Bell South, which 
operate local-phone networks—might be 
allowed to buy WorldCom. The Fcc’s Mr 
Powell has signalled that he would con- 
sider allowing such a deal, even though 
antitrust barriers at present stop the Baby 
Bells from fully entering the long-distance 
market. He told the Wall Street Journal that 
the antitrust implications of relaxing this 
rule would have to be balanced against the 
potential disruption that would ensue if 
WorldCom were forced to shut down. 

Amid the turmoil, the local operators— 
the Baby Bells in America, and the former 
national monopolies in Europe—are now 
seen as relatively safe havens. They own 
the “last mile” of the network that runs 
into homes and offices, and this local mo- 
nopoly gives them a firm grip on their cus- 
tomers and solid revenues. sBC makes 
much of its stability: on its website the firm 
declares that it is “prepared to accommo- 
date new customers looking for dependa- 
ble, reliable voice and data services during 
the current uncertainty in the telecom- 
munications industry.” 

The local operators are certain to be 
among the last left standing. And even 
with assets selling at knock-down prices, 
they are currently the only buyers. If the 
upstarts are taken over by the local oper- 
ators (or just vanish), the telecoms indus- 
try could end up looking much as it did be- 
fore the liberalisation of the 1990s. 

In both Europe and America, the local 
operators have close ties with wireless 
firms, and are doing their best to establish 

new monopolies in broadband Internet 
access. Admittedly, they face competition 
in this area from cable companies. But it 
looks increasingly likely that, from the cur- 
rent turmoil, the local operators will 
emerge in the industry's driving seat. This 




























poses a challenge for regulators. The local 
operators will argue for a lighter regula- 
tory touch, given the industry's crisis. Buta 
concentration of power in the hands of 
fewer companies implies a need for stron- 
ger, not lighter, regulation. 

This month a consortium of European 
telecoms firms, all of which compete with 
former monopoly incumbents, com- 
plained to the Ev's competition commis- 
sion that the incumbents are engaged in 
"methodological anti-competitive behav- 
iour" by refusing to open up their local net- 
works to competitors. Mario Monti, the 
EU's competition commissioner, whois al- 
ready investigating France Telecom and 
Deutsche Telekom for discriminating 
against would-be competitors, said he 
might soon launch further investigations. 
It has long been clear that the incumbents' 
unspoken strategy is to be as obstructive as 
possible in opening up the local network 
to competitors, in the hope that these rivals 
all go bust before the incumbents are 
forced to let them in. 

What will pick the telecoms industry 
up off the floor? Eventually, the problem 
of overcapacity will be overcome and sup- 









ply and demand will be brought back into 
line. But only then will equipment sales - 
start to pick up. The few analysts prepared ~ 
to speculate about when this might hap- 
pen talk vaguely about 2004. 

There is no shortage of traffic growth. 
Internet traffic is (reliably) said to be dou- _ 
bling every year, and voice traffic on both 
fixed and mobile networks is rising. But as 
the industry has found to its cost, traffic 
growth does not translate into revenue 
growth. Moreover, in the rich world at 
least, markets are saturated. So new reve- 
nue cannot come from new subscribers ei- 
ther, which is what has recently fuelled the 
mobile-phone industry. Instead, it will 
have to come from new services for which 
customers are prepared to pay. 

What might such services be? On fixed .. 
networks, operators are betting on net- 
work-management services for large firms 
and broadband connections for consum- 
ers. Telecoms operators, says Henry El- 
kington of the Boston Consulting Group, 
find themselves in a similar position to 
America’s transcontinental railways in the 
19th century. Having built high-capacity 
networks, they need to find new ways to 
drum up valuable new forms of traffic. The 
railway firms sold land and transported 
immigrants in order to generate freight 
traffic. The incumbent telecoms operators 
are not renowned for their ability to de- 
liver innovative new services. "The chal- 
lenge is to move from a single-product util- 
ity to selling 100 different applications," 
says Mr Elkington. 

The mobile industry faces the same 
challenge. The idea behind 3G was that 
new data services, delivered to whizzy 
phones with colour screens, would pro- 
vide new revenue for operators, to com- 
pensate for falling revenue from voice 
calls. But nobody knows what kind of ser- 
vices consumers really want. The current 
best bet, based on the runaway popularity 
of text messaging (which now accounts for 
14% of European operators’ revenues) is 
that consumers will pay extra to zap 
photos between . camera-equipped 
phones, a service that is already popularin 
Japan. After that, the industry has high 
hopes that customers will fork out to play 
electronic games with each other while on 
the move. 

But the lesson of the past few years is 
that the industry is notoriously bad at. 
gauging demand for its services. The two 
most successful new telecommunications 
technologies of the past decade- Internet 
access on fixed networks, and text messag- 
ing on mobile networks—were both unex- 
pected breakthroughs that emerged in 
spite of, rather than because of, the indus- 
try's best efforts. So, once the smoke has 
cleared and the dust settled, expect the te- 
lecoms revival to come riding on the back 
of an unexpected technology that nobody 
in the industry has yet heard of. m i 














INVITATION FOR ee OF oe SCOREINVESTORIN E 





FEDERAL SUPERPHOSPE AT (TE FERTILIZER COMPANY LIMITED (PSEC): 


‘1. Further to the on-going privatisation programme, the Federal Super hohe F Feriliter 
.^ Company Limited 100% owned by the Federal Government of Nigeria is ndo lor sh io core 
. — investors who will turn it around. 


ge The Federal Government of Nigeria through the National Council on Privatisation (à hereby 
. invites prospective core investors to express interest in the acquisition of 51%: equity in this 
~ company, 


| EDERAL SUPERPHOSPHATE FERTILIZER COMPANY LTD (FSEC) 


PSEC. situated in Kaduna State the northern part of Nigeria was established in A973 to produce 
- 100,000 metric-tonnes of single superphosphate per annum. The company has built d M, 000 ton per 
. araum Aluminium Sulphate plant in 1990. The plant is currently operational. 


3. 1n order to be pre-qualified, prospective investors must possess verifiable evidence of 
Technical, Managerial and Financial capability including, but not limited to the nig: 


@ Record of successful investment and management in Fertilizer industry. - 


@ Ample financial resources to turn around and improve the plants thus enhancing thei | 


value to Nigerians. 


4. interested investors should indicate their interest in either or both of these companies by 
providing the following documentation and information: 


@ Full name of the company and the contact person, postal address, telephone number, fax 
number, and e-mail address; 
@ Ownership structure: 
W@ Name(s) of major shareholders; and 
WE Percentage shareholding. 
@ Audited Financial Statement for the last 3 years and most recent Management Accounts; 
@ Technical and Operational Capabilities. 
BE Number of years in the Fertilizer industry including local and international experience. 


— Corporate & Financial 


r] List ot hed il E yc EE (c 
e Composition and profile of Management. Team R fti vict years of experience 
in the fertilizer and related industry. ed 


e Bvidence of ample financial resources, 


Upon receipt of Expressions of Interest from: titeriied i investors, ‘the National Council on 
Privatisation (NCP) shall evaluate and pre-qualify applicants. Thereafter, pre-qualified 
applicants would be issued an Information Memorandum: on the company upon the 
‘payment of $15,000 in bank draft payable to the Bureau of Public Enterprises. Details. of 
the bidding procedure shall be contained i in the Information Memorandum. 


5. Allenquiries should be directed to: 
ATTENTION: MRS. IRENE N. CHIGBUE 


Director (industry: & Manufacturing) 

Bureau of Public Enterprises (BPE) 
1, Osun Crescent - 

Off Ibrahim Babangida Way, Maitama 
PMB. 442, Garki 

Abuja, Nigeria 


Tel: 234-09-6700068 
234-09-4134664 
Fax: 234-09-4134664 
Email: ichighue@bpeng.org 
Website: — htip:/Avww.bpeng.org 


All Expressions of interest must be submitted in a sealed envelope to the above address and marked 
"EOI FEDERAL SUPERPHOSPHATE FERTILIZER COMPANY" not later than 19th. August. 2002 by 
5:00pm at Room 124 of the Secretariat of the Bureau of Public Enterprises, 1, Osun Crescent, Off 
Ibrahim Babangida Way, Maitama, Abuja. Late submission will be automatically disqualified. 








FEDERAL REPUBLIC OF NIGERIA 
NATIONAL COUNCIL ON PRIVATISATION 
SELECTION OF PRIVATISATION ADVISERS FOR WEST AFRICAN REFINERY COMPANY LIMITED (SIERRA LEONE) 
RE-ADVERTISEMENT FOR FINANCIAL/LEAD ADVISERS 
REQUEST FOR EXPRESSION OF INTEREST 





The National Council on Privatisation (NCP) hereby requests Expressions of 
Interest (EOIs) from Financial/Lead Advisers already registered with the Bureau 
_of Public Enterprises (BPE) for the purpose of providing Advisory Services for 
- the privatisation of West African Refinery Company Limited (Sierra leone). This 
P adverti is seeking for Expression of Interest (EOIs) from Financial/Lead Advisers only. 


: The Advisers will assist the NCP/BPE in reviewing and executing strategic options 

with respect to the successful divestiture of the affected enterprise. They will also 

-.. ensure that all FGN policy requirements with respect to the divestiture and sale of 

‘the public enterprise are met. This will include provision of professional 

. financial analysis of the public enterprise, developing the structure and timing of 

-the bidding/sale procedure, defining potential buyer universe and establishing 
Es business valuation, amongst others. 


u - This. assignment is expected to be implemented between August and December 
Es 2002. 
. ROE REQUIREMENTS 
Interested firms must provide the following information: 
€ Profile of firms (local/foreign) including Ownership structure; 
€ Names and Curriculum Vitae of firms executives who would be assigned to the 
. . assignment, including qualification and individual experience in handling 
. .. similar assignments in Nigeria and abroad; 


| e Evidence of track record of the firm in a similar transaction in Nigeria or 
~~ elsewhere; - 


Corporate & Financial - 


Experience of team members/Track record (local); 
Experience of team members/Track record (international); 
Evidence of Technical competence; 

Audited accounts of the firm for the last five (5) vears; 
Evidence of registration with relevant authorities - SEC, etc; 


SUBMISSION OF EXPRESSIONS OF INTEREST (EOI) 


One (1) Original and Five (5) copies of the EOI must be submitted in a sealed 
envelope clearly marked "Expression of interest for privatisation of West African 
Refinery Company Limited" and delivered to the address below not later than 19th 
August 2002 by 5.00pm: 


The Director General 

Attn: Ms. Bolanle Onagoruwa 
Director, Oil and Gas 

Room 201 — 

Bureau of Public Enterprises (BPE) 
1, Osun Crescent, 

Off brahim Babangida Way, 
Maitama, 

Abuja, Nigeria 

Tel: 234-9-4130782-9 

Fax: 234-9-4134672 

E-mail: BolanleOnagoruwa@bpeng.org 


Only short listed applicants will be contacted. 
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Stockmarkets in America and Europe 


Stop this dream 


Might stockmarkets still have a lot further to fall? 


HEER up: a point will come when 

share-price falls on both sides of the 
Atlantic are no longer warranted by the 
calculation of future returns from those 
shares. And, all can agree, that pointisnow 
closer. For over a week until July 16th, 
American markets fell almost every day, 
and Europe followed or fell even more. 

America's s&P 500 index has now shed 
20% this year and 40% of its value since its 
peak in March 2000 (see chart). London's 
FTSE 100 index is also down by 40% from 
its peak in December 1999, retracing six 
years of gains. The FTSE Eurotop 300 index 
of continental European shares has fallen 
by 45%. Connoisseurs of manias, panics 
and crashes talk of a stage of capitulation 
in every bubble's bursting, when investors 
abandon hope that share prices will ever 
find a floor. With hairdressers and out-of- 
Work actors now losing sleep—and calling 
their brokers in the morning—has the mo- 
ment of capitulation come? 

Not yet. Put aside for now the effect on 
share prices of what the chairman of the 
Federal Reserve, Alan Greenspan, this 
week called the "infectious greed" of exec- 
utives and shareholders—a greed that has 
done much to knock confidence in the sys- 
tem of capitalism itself. Even without 
those doubts, share prices in America, 
though much less so in Europe, are still out 


of line with what the economy is likely to 
deliver in the coming years. 

How far out depends on your assump- 
tions about future economic growth and 
hence corporate profits, but even more on 
what method you choose for valuing 
shares. A growing band of analysts who 
think the market is bottoming out points to 
atried old method, called the Fed model. It 
looks at the gap between the earnings 
yield (earnings per share divided by the 
share price) of the s&P 500 and the yield 
on ten-year Treasury bonds. Buy, the 
model screams. Compared with bond 
yields, American shares are at their cheap- 
est since 1987, or since 1980 if forward- 
looking earnings are used. 

Not so fast. The Fed model may have 
been a good predictor of value during the 
bull market of the 1980s and 1990s, but to- 
day's environment is suddenly different. 
Powerful deflationary forces arise when 
stockmarket and high-technology bubbles 
burst, and when there are savage cuts in in- 
ventories and company investment. If 
bond yields are falling because a deflation- 
ary trend has taken hold, that is no longer 
good for equities. Just look at Japan since 
1990 and the rest of Asia after its financial 
crisis of 1997-98. 

Deflation helps to explain why, for the 
first time since the 19305, share prices have 
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not responded to aggressive easing by the 
Federal Reserve, even though interest rates 
are at a 40-year low. Bonds and equities, 
says Christopher Wood of CLSA, a securi- 
ties house, have decoupled. Bonds, not eq- 
uities, are the best asset class in times of 
deflation—notably euro bonds, if the cur- 
rency continues to rise above the parity it 
breached against the dollar this week. 
What are better measures of share valu- 
ation, then? In America, the price/earnings 
(p/e) ratio—share prices divided by earn- 
ings per share—still assumes implausibly 
high growth in company earnings. The 
post-war average p/e for the S&P 500 is 15; 
now it is 40, implying a drop in share 
prices of three-fifths to return to the histori- 
cal norm. Yes, but the ratio is high in part 
because earnings have been hit by all sorts 
of exceptional costs and write-offs. That is 
precisely the problem, retorts Martin Wolf 
in the Financíal Times. These write-offs re- 
flect earnings that companies exaggerated 
in the boom years. Who is to say that to- 
day's reported figures do not hide more » 


1 Bump 
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> nasty surprises, in the form of manipu- 
lated earnings, duff investments or out- 
right fraud? 
.  [nvestors, in other words, ought logi- 
` cally to demand a higher risk premium for 
.holding equities, implying lower share 
prices. Dresdner Kleinwort Wasserstein 
does a back-of-the-envelope estimate. 
- That firm supposes that investors now ex- 
pect a very modest 7% annual return from 
» American equities (four percentage points 
more-this is the equity-risk premium— 
than the return on Treasury bonds indexed 
against inflation). Such a risk premium im- 
plies that the s&P 500 may still need to fall 
by another 40-50%. 
Here’s another quaint notion, one that 
-© would have been laughed out of hand not 
long ago: judge shares by the dividend 
cheques companies write. If investors can 
no longer count on capital gains from their 
. equity holdings, a steady flow of income, 
namely dividends, might well prove wel- 
 €ome. Again, the idea bodes ill for current 
share prices in America. The dividend 
yield on American shares averages 1.7%, 
though add in share buybacks, which in- 
crease returns to shareholders, and the fig- 
ure rises to 2.3%. Assume a trend rate of 
growth for the American economy of, say, 
3%. Then, very roughly, the expected long- 
term return on equities should be the two 
figures added together—that is, 5.3%. Since 
the return from index-linked Treasuries is 
just 3%, this implies a very small premium 
for the risk of holding equities of just 2.3%. 
Lower share prices are the conclusion. 
There was a time when Europe could 
afford not to be particularly bothered by 
-what happened in American markets: no 
longer. Between 1976 and 1999, correla- 











Fannie Mae and Freddie Mac 


Mortgage myopia 


NEW YORK 


TEST for how well Congress can reor- 
der America's financial system is 
whether it tames its own wayward chil- 
dren. Fannie Mae, Freddie Mac, the Federal 
Home Loan Bank System and other finan- 
cial institutions were created by the gov- 
ernment years ago to provide liquidity in 
markets that have long since grown be- 
yond the need for government support. 
All of these government sponsored en- 
terprises operate under special laws that, 
to varying degrees, provide advantages 
over their private-sector competitors: 
lower tax obligations, lighter disclosure re- 
quirements, freedom from marking securi- 
ties they hold to market prices, an implicit 











tions between American and European 
markets were low, ranging from 0.24 for It- 
aly (0.0 represents no correlation and 1.0 
represents lock-step movement) to 0.5 for 
Britain. Since late 2000 correlations have 
been as high as 0.9. Some correlation is jus- 
tified by growing trade and investment 
linkages between America and Europe. 
Some, too, is explained by a similar trajec- 
tory in Europe of an asset-driven boom 
and bust. Still, it is hard to argue that Euro- 
pean excesses were greater than Amer- 
ica's, and certainly stockmarkets did not 
rise as high. Yet they have fallen by more. 

The outcome is that, by most measures 
of valuation, share values in Europe are 
more justifiable than they are in America. 
In Britain, for instance, the equity-risk pre- 
mium is reckoned to be at around its his- 
torical average. Certainly, p/e ratios there 
are back to their average; they are below 
average on the continent. In a look at im- 
plied volatility in the options market, Leh- 
man Brothers says that continental share 
valuations are showing signs of distress 
akin to the time of the Russian crisis of 
1998 and last September's attacks. It bets 
on a rally before long. 

If the new era of tightened correlation 
allows it. In this bear market, jittery inves- 
tors seem to have sold indiscriminately in 
favour of bonds with a castiron return. 
That leads to a final concern. Just as stock- 
markets overshot on the way up, so they 
will overshoot on the way down. No big 
deal, you might think-a chance, even, for 
bold investors to make a killing. The dan- 
ger comes when plunging stockmarkets 
swamp an emerging economic recovery. 
That has not happened yet. Yet the risks 
have risen over these turbulent weeks. m 





Scrutiny, at last, of Fannie Mae and Freddie Mac 


(though usually denied) government guar- 
antee for their debt—and, because of allthe 
above, a cost of funding below even the 
most creditworthy private firms. 

Their competitive advantage has al- 
lowed these organisations to become huge 
participants in some of the world’s biggest 
financial markets. In home finance, for in- 
stance, they have issued three-fifths of the 
$4 trillion in outstanding mortgage-backed 
securities in America. Their annual rate of 
growth in assets is over 15%, double the 
overall growth in mortgages. Understand- 
ably, many of the big banks and financial 
institutions are livid over their loss of mar- 
ket share. 
































In the past, says Bert Ely, whose consul- 
tancy follows financial policy, objections 
were met by heavy lobbying, the appoint- 
ment of people with political connections 
to managerial and board posts, and mar- 
keting campaigns to suggest that these en- 
tities furthered such American values as 
home ownership and farming. Now, op- 
position to their favoured status is mount- 
ing among the banks and financial institu- 
tions that compete for market share, and 
mounting even in the nation’s capital. On 
July 15th congressional hearings on these 
enterprises restarted, after a year’s hiatus. 
Three days earlier, Fannie Mae and Freddie 
Mac agreed to file the same quarterly and 
annual financial reports required of every 
other publicly traded company. 

It is a start, but only a start. After all, the 
agreement lets both Fannie Mae and Fred- 
die Mac remain exempt from the Securities 
Act of 1933, the bedrock legislation for 
America’s public markets that covers dis- 
closure for security offerings. Yet few com- 
panies are more active offerers, rebundling 
mortgages into issues of mortgage-backed 
bonds. 

Their continuing exemption breeds 
two suspicions on Wall Street, although 
they are admittedly contradictory. The first 
is that they retain the better mortgage- 
backed securities on their books, that is, 
the ones with less risk of being repaid 
early; they then flog off the rest. Over time, 
this would push up mortgage rates and un- 
dermine the rationale for Congress creat- 
ing these agencies in the first place. 

Of equal concern in other parts of the 
market is that Fannie Mae and Freddie Mac » 










> are in fact keeping the poorer quality of 
mortgages on their books, and so conceal- 
ing possible problems in their fast-growing 
balance sheets. Together, the two agencies 
hold well over $1 trillion in mortgage- 
backed securities. Fannie Mae and Freddie 
Mac began testing a more sophisticated 
measure of capital adequacy—running to 
600 pages of prescription—only last Sep- 
tember, after a ten-year delay. They met 
their targets for capital adequacy only 
through the heavy use of derivatives. How 
vulnerable does that leave them to the col- 
lapse of a big derivatives trader? 

Any crisis at Fannie Mae and Freddie 
Mac would have consequences for the fi- 
nancial system. Mutual funds are large 
holders of their debt. So, too, are banks 
and thrifts, because the debt of govern- 
ment agencies is exempt from normal 
rules limiting exposure to any one bor- 
rower. In the event of a crisis, it is hard to 
imagine any institution apart from the 
Treasury Department with the financial 
clout to arrange a rescue. 

Testifying to Congress this week, a Trea- 
sury under-secretary, Peter Fisher, said 
that the proposed changes to Fannie Mae 
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and Freddie Mac did not go far enough. For 
instance, they did not cover other similar 
bodies, including two farm-credit opera- 
tions and another providing student 
loans. "The government-sponsored enti- 
ties—and particularly the housing enti- 
ties—are no longer modest experiments on 
the fringes of our financial system," said 
Mr Fisher. "They needto be role models for 
our system of investor protection, not ex- 
ceptions toit.” m 


Boom, fizzle, silence 
NEW YORK 
Pulling the plug on a bank that served the high-tech world 
(yox 12th FleetBoston, New Eng- tern: years of respectable if modest 
land's biggest commercial bank, an- success, a bout of spectacular returns, ac- 
nounced the closure of Robertson quisition by a larger outfit-and then de- 
Stephens, a boutique investment bank cline or extinction. The three firms that 
in San Francisco that had served Silicon competed most directly with Robertson 
Valley's high-tech companies. The firm Stephens—Alex Brown, Hambrecht & 
was once escorted by high hopes. Quist and Montgomery Securities—were 
Its end was bitter and botched. When acquired by big banks and have since 
FleetBoston said that Robertson Ste- disappeared either in whole or in part. 
phens was for sale, not only did special- Robertson emerged from a firm 
ist technology investment bankers flee; founded in 1969, at the peak of a bull 
so did top bankers in health care, retail- ^ market. It survived the grinding bear 
ing and consumer goods. Possible bid- markets of the 1970s. But a huge 
ders found themselves appraising a in business in the 1990s led to balloon- 
rapidly shrinking firm. A last-ditch effort ing operations and a succession of own- 
to sell the bank to its staff engendered ers with ever-changing plans. In 1997 it 
more distrust. In the end, FleetBoston de- was sold to Bank of America, also of San 
cided on closure, and staff were abruptly Francisco. A year later Bank of America 
told to leave their offices. merged with NationsBank, from Char- 
Not that they had much work to do. lotte, North Carolina. NationsBank had 
Robertson Stephens took partin only six indigestion from acquiring Montgomery 
small offerings of secondary shares this ^ Securities, Robertson’s long-standing ri- 
year, and led none. Its last initial public val. So Robertson was sold once again, 
offering was in December, for Nassda,a this time to BankBoston, which then 
software company. It wasacomedown merged with Fleet Financial. 
for a firm that at its peak in 1999 had With all this deal-making, it is not 
been lead manager for the offerings of 45 clear that much thought was ever given 
companies-even if many of those, such to the investment bank's integration and 
as Critical Path, Value America and Elas- — to its running. The firm's founder, San- 
tic Networks, swiftly blew up. ford Robertson, described the union 
The end of Robertson Stephens fol- with BankBoston as “a great combina- 
lows what has become a familiar pat- tion", and promptly left. 





"d di ín "E 
Neither creditable 
nor co-operative 


BEIJING 
China's financial system in trouble in 
the country as well as in the cities 


F CHINA'S state-owned commercial 

banks seem perilously burdened by bad 
debts, consider the even more precarious 
condition of the country's rural financial 
sector. In the villages, the only formal 
banking institutions are what are known 
as rural credit co-operatives. These enjoy 
the distinction in China of having been of- 
ficially declared insolvent. 

The rural credit co-operatives are ill- 
named. They are often reluctant to provide 
credit and they are not run as co-oper- 
atives, for their customers have no say in 
their operations and do not share any pro- 
fits. Until 1996 they were offshoots of the 
big Agricultural Bank of China. Since then, 
they have been supervised by the central 
bank, the People's Bank of China, though 
they are pretty much run by county gov- 
ernments. Even the word "rural" is mis- 
leading. Most of their deposits are sucked 
up and put in the urban banking system. 
Farmers usually find it easier to borrow 
from friends or relatives, or from black- 
market moneylenders. 

Yet the co-operatives remain a big part 
of China's financial system. Last year they 
accounted for 12% of deposits and 11% of 
loans. In recent years, commercial banks 
(including the Agricultural Bank) have 
closed down branches in the countryside. 
Yet some 40,000 credit co-operatives re- 
main in place, with one in almost every 
township, as the larger villages or small ru- » 





Don't thank the co-ops for this nest egg 
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> ral towns are known. 

If, as the government claims, the credit 
co-operatives are beginning to turn a profit 
after six years of losses, it is not because 
they are any better run. In an effort to re- 
vitalise a stagnant rural economy, the cen- 
tral bank has pumped more than $9 billion 
into them, hoping that they will lend more 
to farmers. As a result, the volume of lend- 
ing to rural households has seen a modest 
increase—usually short-term lending for 
buying seed and fertiliser. The co-oper- 
atives may make a slight profit from this, 
but only thanks to the central bank’s cheap 
credit. The root causes of their problems— 
unclear ownership rights, government in- 
terference, bad management and a lack of 
competition, to name but a few—have yet 
to be dealt with. 

The co-operatives themselves are not 
entirely to blame. At the time of their sepa- 
ration, the Agricultural Bank of China kept 
many of the better borrowers, mostly prof- 
itable rural enterprises, on its own books 
and left the co-operatives with the rest. 
Three years ago, the government decided 
to close down another class of financial in- 
stitution in the countryside, the ill-regu- 
lated rural credit foundations. These had 
sprung up across China in the 1990s, at- 
tracting deposits by illegally setting higher 
interest rates than the co-operatives and 
banks. But reckless lending to rural enter- 
prises ruined them, prompting the govern- 
ment to step in to prevent a wider financial 
crisis. The co-operatives inherited the bad- 
loan portfolios of the credit institutions. 
Zhang Yuanhong of the Chinese Academy 
of Social Sciences says that about 30% of 
the co-operatives’ loans are non-perform- 
ing, and that is a conservative estimate. 

Over the past two years, the govern- 
ment has experimented with reforms in 
the coastal province of Jiangsu. With the 
help of interest-free loans from the central 
bank, the co-operatives have been turned 
into commercial banks, complete with 
shareholders. He Guangwen of China Ag- 
ricultural University estimates that to do 
this nationwide would take up to $25 bil- 
lion in central-bank funds. The govern- 
ment promised a reform plan for the 
whole country by the end of 2001, but it 
has yet to materialise. 

The difficulty is that what works for 
Jiangsu, a relatively prosperous province 
with many rural enterprises, may not nec- 
essarily work for poorer provinces.that are 
more heavily dependent on agriculture. 
The government has complicated the task 
by requiring the co-operatives to play a 
leading part in helping poor farmers get ac- 
cess to credit. Little money can to be made 
from small loans, with high overhead costs 
involved in administering them. 

The government is anxious to avoid 
any move that would cause farmers to 
rush to withdraw their savings. The clo- 
sure of the credit foundations triggered a 


eratives. Such incidents still occur from 
time to time. When they do, the central 
bank comes to the rescue. It helps to pre- 
vent a wider meltdown, but does little to 
encourage commercially sensible lending. 

The solution may have to involve a mix 
of approaches, from commercial banking 
in the wealthier areas near the eastern sea- 
board to genuinely co-operative institu- 
tions in poorer regions. It will also have to 
allow remittances between different parts 
of the country, for which there is at present 
no facility—the reason why many farmers 
prefer to deposit their money in rural post 
offices. "Until you can get a more competi- 
tive situation," says Andrew Watson, the 
Ford Foundation's representative in Beij- 
ing, “with either real co-operatives or va- 
rious forms of local private banks or what- 
ever, the whole system is going to be 
difficultto manage." m 


Bank of China 
One country, two 
banks 


HONG KONG 
For the first time at a big state bank, 
outside capital is invited—up to a point 


S THE Economist went to press this 
week, an initial public offering of 
shares in the Hong Kong subsidiary of the 
Bank of China, one of the mainland's four 
state-owned banks, seemed already to be 
oversubscribed. The first to express inter- 
est was Standard Chartered, a British bank 
with ambitions in mainland China. Then 
Hong Kong's property tycoons-all uner- 
ring friends of Beijing-piled in, led by Li 
Ka-shing, the city's richest magnate. Thus 
reassured, students and housewives be- 
gan queuing at bank branches for applica- 
tion forms. The only investors still sitting 
on the fence were global fund managers. 

The listing prospectus, published on 
July 15th, is probably the most honest doc- 
ument ever published by a Chinese state 
bank. “We believe,” it says, “that we are fi- 
nancially independent." Only believe? 
The precise degree of independence mat- 
ters. In Hong Kong, the Bank of China is, 
after HSBC, the city's second-largest de- 
posit-taker and lender, one of its three issu- 
ers of paper currency, and the owner of its 
most spectacular skyscraper. Among its 
peer group, on the other hand, it looks de- 
cidedly mediocre. Bad loans came to 1196 
of total loans last year, almost twice the 
Hong Kong average. 

For some investors, such as Standard 
Chartered, the big difference is that the 
bank is the only one in Hong Kong that is 
owned by a mainland parent. As a mem- 
ber of the World Trade Organisation, 


China has to open its banking system to 
foreigners. This will benefit those with ac- 
cess to a mainland distribution network. 

For most investors, however, the link 
represents risk. Under any proper account- 
ing, the parent bank would certainly be in- 
solvent-though less emphatically so than 
the other three big state banks. The inter- 
national arm needs to protest its indepen- 
dence in order to persuade world investors 
that foreign money will not be used to en- 
gineer a bail-out of its mainland parent. 

Even short of that, the affiliation could 
cause nightmares. One reason why the 
share offering was delayed, and its New 
York tranche scrapped entirely, was a se- 
ries of revelations earlier this year of fraud 
within the Bank of China. These ranged 
from nearly $480m of embezzlements at a 
southern bank branch on the mainland to 
irregularities by the bank's former chair- 
man, Wang Xuebing, who now faces pros- 
ecution in China. The prospectus warns 
that “other problems associated with past 
deficiencies may come to light." 

So how independent should investors 
believe the subsidiary to be? Only a quar- 
ter of the bank's equity is for sale in the 
public offering—for a bit less than $3 bil- 
lion. That leaves the parent with most of 
the voting rights and the power to appoint 
directors. On the other hand, minority in- 
vestors will have redress in Hong Kong's 
courts to sue if they feel ripped off, and the 
four independent directors will keep that 
in mind. As for the other directors-above 
all, Liu Mingkang, the bank's chairman 
both on the mainland and in Hong Kong- 
the incentives are also reassuring. Any per- 
ceived failure in the debut of China's bank- 
ing system on world capital markets 
would mean a loss of face at home, and 
probably political death. Fund managers, 
by contrast, have only money to lose. 8 





Where patriots lead, punters follow 
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GDP growth, 2001 estimates 
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Africa's economies 


A look on the 
brighter side 


JOHANNESBURG 


The UN releases a mildly more hopeful 
report on Africa 


JEANS were in good cheer 
this week. The World Bank's James 
Wolfensohn, touring parts of Africa where 
peace is breaking out, enthused over better 
economic management after visiting 
Rwanda and Congo. He wants Congo re- 
warded with hefty debt relief. On July 16th 
the United Nations Economic Commis- 
sion for Africa released an encouraging re- 
port on the continent's economies. They 
are doing better despite the global slow- 
down, it says. Last year Africa notched up 
average GDP growth of 4.3%, compared 
with 3.5% in 2000, says the UN. By contrast, 
all other developing regions did worse last 
year than in 2000. 

Reliable figures are notoriously hard to 
find in Africa, and any reckoning of overall 
performance hides wild extremes. GDP in 
tiny, oil-rich Equatorial Guinea grew by 
two-thirds, surely some kind of a record. 
But in troubled Zimbabwe it shrank fast in 
2001, and even faster this year. Yet the 
overall trend still looks pretty good. Of 53 
economies, 37 managed growth of more 
than 3% in 2001, a sharp increase on the 
previous year. The UN says that average in- 
come per head rose by nearly 2% last year. 

Africa's relative success owed a lot to 
lower oil prices, lower inflation (the me- 
dian rate is now down to 5%, says the Inter- 
national Monetary Fund), better farming 
and new exports to America under the Af- 
rica Growth and Opportunity Act. More 
African governments have adopted poli- 
cies that encourage economic growth and 
private business, through tax reform, pri- 


European Central Bank 
French farce 


PARIS 


Jean-Claude Trichet faces new obstacles in his quest to head the ECB 


Vno said central banking was 
dull? It seems that a tríal may now 
be on pitting Jean-Claude Trichet, gov- 
ernor of France's central bank, against 
Philippe Courroye, France's top magis- 
trate. Off, as a result, is Mr Trichet's once- 
sure appointment to the presidency of 
the European Central Bank (ECB) next 
summer. On July 15th Mr Courroye 
ruled that Mr Trichet and eight others 
must answer for their roles in the filing 
in 1991 and 1992 of misleading accounts 
by Crédit Lyonnais, a then state-con- 
trolled and fraud-ridden bank. 

If found guilty, Mr Trichet would face 
a two-year prison sentence and a fine. 
But even if not guilty, the slow timetable 
for justice in France makes it hard to 
maintain his lock on the ECB. A trial can- 
not start before next March, and it is un- 
likely to be a short affair. Yet Wim 
Duisenberg, the ECB's current head, has 
announced that he will step down in 
July 2003. Twitchy European govern- 
ments are likely to insist on a firm suc- 
cessor before Mr Trichet can clear his 
name. 

Mr Trichet's problem triggered much 
conjecture. Was it bad news for the euro, 
even though it simultaneously breached 
parity with the dollar? Might Mr Duisen- 
berg be asked to stay on longer? Would 
another French candidate be accept- 
able—for instance Christian Noyer, until 
recently an ECB vice-president, if he is el- 
igible (which some Eu lawyers say he 
may not be), Jean Lemierre, head of the 
European Bank for Reconstruction and 
Development, or Laurent Fabius, a for- 
mer finance minister? 

Such questions raise two more. One 
is whether it matters who heads the ECB. 


vatisation and reducing deficits. Stopping 
conflict clearly helped too: both Ethiopia 
and Eritrea saw their economies boom 
after ending a costly border war, and even 
wretched Sierra Leone mustered 5% 
growth after the end of its civil war. More 
good news could follow from peace in An- 
gola this year. What is more, the five coun- 


tries with biggish economies—South Af- 


rica, Morocco, Algeria, Tunisia and Egypt, 
which account for well over half the conti- 
nent's GDP—managed to attract over $9 
billion of foreign investment last year, 
nearly double the rate in 2000. 

Does all this mean Africa will outper- 
form other developing regions this year? 
Almost certainly not. Even though Africa's 
growth rate has risen from a small base, it 


The bank has done a competent econ- 
omic job despite the euro's weakness 
and a series of gaffes that has taught Mr 
Duisenberg that the best policy is silence 
or deliberate obscurity. Mr Trichet has 
great media savvy, but the lack of his 
presence will scarcely reduce the bank to 
impotence, let alone incompetence. 

But the biggest question is why the 
next ECB president has to be French. 
President Jacques Chirac bullied his fel- 
low Europeans in 1998 into agreeing that 
Mr Duisenberg would step down before 
his eight-year term was up in favour of a 
French Yet this agreement could 
surely be reopened in the interests of 
finding the best candidate. 

There is another element of farce. The 
reason why Mr Trichet is judicially com- 
promised is that Mr Chirac ordered an 
investigation into Crédit Lyonnais's ac- 
counts in 1996; the president was peeved 
by Mr Trichet's tight monetary policy, 
and wanted to embarrass him. Only a 
last-minute stage-effect might now give 
Mr Chirac a happy French finale. An am- 
nesty, perhaps? Don't rule it out. 
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Where am I going next year? 


still has not caught up with the rates in 
parts of Asia, such as India and China. And 
last year's good showing despite the global 
gloom reflects how much of Africa re- 
mains isolated from the world economy. 
So it will benefit less than other markets 
from any upturn. This year Africa is likely 
to attract a measly 2.3% share of foreign in- 
vestment worldwide, as the 1mr’s chief 
economist, Kenneth  Rogoff, recently 
pointed out. The continent will continue 
to depend greatly on good rains and har- 
vests. Southern Africa's drought and a 
food shortage, compounded by the col- 
lapse of Zimbabwe, bode ill for 2002. As 
last year's successes showed, until wars 
and bad governments are done away with, 
prosperity is deferred. m 


Economics focus Convergence, period 








| Is global inequality really getting worse? A new study says no 


OST people who have a view on the 

Vi matter—regardless of whether they 
are critics of globalisation or advocates— 
accept that global inequality is getting 
worse. Most official agencies either say or 
seem to suppose that global inequality is 
rising. In a new paper on the subject, Xa- 
. vier Sala-i-Martin of Columbia Univer- 
sity quotes the typical and widely cited 
United Nations’ Human Development Re- 
port. In 1999 this said: 


In 1960, the 20% of the world's people in the 
richest countries had 30 times the income of 
the poorest 20%. In 1997, 74 times as much. 
. This continues the trend of nearly two cen- 

: turies. Some have predicted convergence, 

. but the past decade has shown increasing 
concentration of income among people, 
corporations and countries. 


How does the UN know that global in- 
equality has grown much worse? First, its 
economists say, inequality has worsened 
within countries. Second, inequality has 
worsened across countries. From these 
two things, the UN reckons, it follows, 
third, that inequality among the people 
of the world is rising as well. 

Mr Sala-i-Martin agrees that inequality 
has probably increased, on average, with- 
in countries. The picture is not clear-cut, 
however. Inequality has gone up in some 
countries and down in others. (Rapid 
globalisation does not push all one way: 
emerging-market globalisers such as 
South Korea and Indonesia have seen in- 
equality fall.) On the whole, though, the 
author reckons that within-country in- 
equality has most likely gone up during 
recent decades. 

What about inequality across coun- 





tries? On this, the UN neglects an impor- 
tant point. If you measure incomes in 
terms of purchasing power rather than at 
market exchange rates, incomes are a lot 
more equal. (The reason is that the cost of 
living is lower in poor countries.) When 
the UN says that the incomes of the rich- 
est 20% were 30 times bigger than the in- 
comes of the poorest 20% in 1960, and 74 
times bigger in 1997, it is using market ex- 
change rates. In purchasing-power terms, 
the corresponding ratios were 11 and 15. 
Despite the fall after 1980 (when the ratio 
was 16) the trend for the period as a 
whole is nonetheless up. 

Yet another measure (the cross-coun- 
try variance of income per head) con- 
firms this. Over the past 30 years, rich 
countries have grown richer and most of 
the very poorest have stayed very poor. 
This is the pattern that Harvard’s Lant 
Pritchett referred to in the title of his well- 
known paper, “Divergence, Big Time”. 

But hang on. Given propositions one 
and two-rising within-country inequal- 
ity, and rising across-country inequal- 
ity—it does not follow, as you might 
suppose, that global inequality itself is 
rising. Why not? 

Mr Sala-i-Martin explains. Imagine 
that five-sixths of the world’s population 
live in poor and stagnant economies, and 
one-sixth in rich fast-growing ones. In 
across-country terms, this gives you “di- 
vergence, big time”. Now imagine that 
one poor but very populous economy 
starts to grow very quickly. At the same 
time, inequality within this country 
worsens somewhat. | 

Despite its size, this country is only 
one data-point in the across-country com- 


parisons: its rapid growth is not enough 
to make any difference to divergence. So 
you have rising within-country inequal- 
ity and rising across-country inequality. 
Yet one-sixth of the world's population, 
by assumption, is seeing its incomes rise 
rapidly towards those of the rich. Inequal- 
ity measured across all the people of the 
world, therefore, may very well be falling. 

A far-fetched case? No, Mr Sala-i-Mar- 
tin points out, this is exactly what has 
been happening. The big poor country 
growing very fast is China. (India has also 
been doing pretty well.) If you simply 
weight the across-country measures of di- 
vergence by population, you see not a ris- 
ing trend of inequality, but the opposite: 
as the author puts it, not "divergence, big 
time" but *convergence, period". 

Country variance weighted by popu- 
lation may be better than the unweighted 
sort, but still it ignores inequality within 
countries. Mr Sala-i-Martin therefore sets 
about combining both kinds of informa- 
tion, to see how income is distributed 
across the world's people. He finds that 
rising global inequality is *nowhere to be 
seen". This is true on seven different mea- 
sures: "the Gini coefficient, the variance 
of log income, two Atkinson's indexes, 
and three generalised entropy indexes". 
So there. 

For those more interested in relieving 
poverty than in narrowing the gaps be- 
tween rich and poor, the results from the 
estimated distribution are equally pleas- 
ing: the proportion of people living on 
less than a dollar a day fell from 20% in 
1970 to 5% in 1998; the proportion living 
on less than two dollars a day fell from 
44% to 8%. The headcount of poverty 
worldwide has fallen by some 400m. 

The only bad news is that, after the re- 
spite provided recently by surging global- 
isation, inequality may well resume its 
long-term historical trend and start rising 
again in due course. The reason is that 
China and India will no longer be poor- 
and if the world’s poorest countries, 
mainly in Africa, continue to stagnate, the 
global dispersion of incomes will widen. 
Whether the main problem here is Afri- 
can poverty or global inequality (caused 
by China and India leaving poverty be- 
hind) is one for the UN’s economists to 
think about. @ 
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References and a link to Mr Sala-i-Martin's paper can be 
found on the version of this article that appears on our 
website. 










Nuclear fusion 


It's impossible. And what's more, it’s 


improbable 


This month offers a chance for America's fusion researchers to stay inthe game 


Co say that a dollar spent on nuclear 
fusion is a dollar wasted. And many, 
many dollars have been spent on it, as 
physicists try to duplicate, in a controlled 
setting, the process by which the sun 
shines. Since 1951, America alone has de- 
voted more than $17 billion (see chart on 
next page) to working out how to fuse 
atomic nuclei so as to generate an inex- 
haustible supply of clean, safe power. 

The claim that this money is wholly 
wasted may not be entirely fair, though. 
Fusion science has made a big return on 
this investment in the form of a new uni- 
versal constant. This constant is the num- 
ber 30, a figure that has for the past half- 
century or so been cited almost religiously 
by researchers as the number of years that 
it will take before fusion power becomes a 
commercial reality. 

That this number has not fallen ex- 
plains why the budget for fusion research 
in America has. Fit a line to the decline, 
reckons Pete Politzer, a scientist at General 
Atomics, an atomicenergy company 
based in San Diego, and it looks as though 
fusion funding will disappear entirely by 
2007. So it is with a heightened sense of 
purpose that America's fusion physicists 
have gathered for a fortnight's conference 
in Snowmass, Colorado, to discuss the fu- 
ture of their country's fusion-research pro- 





gramme. If they act quickly and in concert 
with their colleagues around the world, 
they might save their jobs and their re- 
search budgets from a quiet and unla- 
mented death. 


Star-struck 

The physicists gathered at Snowmass must 
decide whether to recommend that their 
government rejoins a team from Europe, 
Japan, Russia and Canada, which is plan- 
ning to build a device known as the Inter- 
national Thermonuclear Experimental Re- 
actor (ITER). This will try to create a 
"burning" (ie, fusing) plasma of hot, ion- 
ised hydrogen gas. Japan, Canada, Spain 
and France have all offered to host this fa- 
cility, and they are keen to get the United 
States to join in and help meet the $5 bil- 
lion price tag. To rejoin the collaboration 
could cost America between $500m and $1 
billion, according to Ned Sauthoff, a physi- 
cist at Princeton University who is one of 
the chairmen of the conference. 

The prospect of America stumping up 
such a sum is not as remote as it might at 
first appear. The United States withdrew 
from ITER in 1999, citing budgetary con- 
straints. But since then, the remaining 
members have halved the project's bud- 
get. Meanwhile, the Bush administration 
has slightly increased its proposed funding 
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for fusion research, and has shown sup- — 
port for experiments at American plasma- 
physics laboratories. And, at a meeting of 
G8 energy ministers in Detroit this May, 
Spencer Abraham, America’s energy 
secretary, said that President Bush was . . 
keen on fusion and perhaps on rejoining | 
ITER as well. 

Fusion physicists say that, because of 
its scale and potential output, rrer could 
be the last experiment needed before con- 
struction of a working fusion power-plant 
can begin. (No prizes for guessing how 
many years off that will be.) The proposed 
device would use superconducting mag- 
nets to confine a burning plasma of deute- 
rium and tritium, two isotopes of hydro- 
gen,inadoughnutshapedreactorknown | . 
as a “tokamak”. The interior of the plasma _ 
would have to be maintained at around 
100m'C for the deuterium and tritium to. 
fuse, and energy to be produced. E 

If all goes as planned, ITER willgener- — 
ate about 400 megawatts of thermal __ 
power, from an energy input about one- — 
tenth of that. Depending on how you do 
the sums, ITER might thus be the first fu- 
sion reactor to produce significantly more 
energy than is putin to heat up the plasma. 
For safety reasons, however, the excess 
thermal energy produced will be released 
through cooling towers rather than har-. 
nessed and converted into electricity. — 

Proposals for smaller tokamaks are also 
being considered. One is the Fusion Igni- 
tion Research Experiment (FIRE), which» 


Correction: In "Pebble dashed?" (June 29th), we 
described the Chernobyl nuclear reactor that exploded: 
in 1986 as a pressurised-water reactor. Although it was 
water-cooled, it was actually graphite-moderated, . 
Reactors of the Chernobyl type are known as RBMKs. 
Sorry for the mistake. de 









- has been designed by an Am: 
Its planners estimate that the burning 
plasma in FIRE would produce between 
five and 20 times as much energy as is re- 
quired to heat it up. The experiment would 
cost about $1 billion that in all likelihood 
the Americans would have to find by 
themselves, and it would take about seven 
. yearsto build, whereas rrer would take 12. 
The goal of riRE would be to perform 
experiments on magnetically controlled 
burning plasmas. Its opponents say that its 
- smaller size means that FIRE could not give 
physicists enough information to guaran- 
tee that engineers would be able to build a 
fusion power-plant. At Snowmass, the 
physicists must sort out these claims, and 
decide whether it is worth asking for fund- 
ing for FIRE as well as for ITER, instead of 
ITER, or not at all. 
: A third proposal under discussion at 
. Snowmass is called 1GNITOR. This was 
designed some years ago by a team led by 
-. Bruno Coppi, a physicist at the Massachu- 
‘setts Institute of Technology. The project 
would be a collaboration with Italian sci- 
entists and is the smallest and cheapest of 
` the tokamak proposals. As with FIRE, 
- however, there are doubts about whether 
- building 1¢NrToR will advance the tech- 
nology of fusion power enough. The final 
option that will be considered at Snow- 
mass, to do nothing at all, is the cheapest 
and most modest alternative, but also the 
one least likely to be advanced. 


Economic downturn 

On July 19th, the organisers of the Snow- 
mass meeting are presenting a report on 
which option the attendees want America 
to support. Rallying physicists behind any 
choice will be a hard task. Rallying politi- 


Cancer treatment 


Radioing for help 


A diagnosis may not always be 
a death sentence, but cancers of va- 
rious sorts still kill more than 6m people a 
year, and few can be cured reliably. The 
odds might, however, be improved if a 
model put forward at this week's meeting 
of the American Association of Physicists 
in Medicine, held in Montreal, Canada, 
proves itself in clinical trials. 

Paul Keall, a medical physicist at Vir- 
. ginia Commonwealth University (vceu), 
.. jn Richmond, has calculated that the cure 
rate could be improved by at least 15% us- 
ing a novel combination of gene therapy 
and radiotherapy. x-rays have been killing 


signed by an American team. 



































cal support will be harder still. 

Some have suggested that fusion en- 
thusiasts should lobby for these projects 
on the grounds that they advance the un- 
derstanding of the “pure science” of burn- 
ing plasma. Particle physicists, they argue, 
get away with spending vast sums of pub- 
lic money studying the pure science of fun- 
damental particles. But this line of argu- 
ment is doomed. The only reason to 
understand burning plasmas is in order to 
build a commercial fusion power-plant. In 


contrast, understanding the physics of 


subatomic particles is interesting for the 
light it sheds on the fundamental nature of 
the universe. 

To push for a project, only to have its 
funding denied or cancelled again, would 
send yet another discouraging signal to a 
group of scientists who sorely need anew 
injection of talent and money if they are to 
continue. On the other hand, that might be 
exactly the right signal to send. Thirty 
years is along time for an ambitious young 
physicist to achieve nothing at all. s 





Gene therapy may make radiotherapy more effective 


cancers for donkeys’ years. Increasingly so- 
phisticated radiotherapy techniques have 
made the treatment more effective. But it is 
through the use of gene therapy to make 
cancer cells more susceptible to radiation 
that there lies an even better hope of a 
cure, according to Dr Keall. 

Radiation kills cells because it damages 
their DNA, creating errors in the genetic 
code and even breaking the double-helix. 
The accumulation of these faults eventu- 
ally causes the cell, or its daughters who in- 
herit the damage, to die. Both the rate and 
the way that a cell divides help to deter- 
mine how fast radiation destroys its family 





ne. So cancer cells, which multiply rap- 


idly in an abnormal manner, are more af- 


fected than slowly growing healthy cells. 

However, healthy cells—particularly 
those in tissues such as skin and hair-folli- 
cles that replicate a lot~are damaged to a 
certain extent by the radiation. The death 
of these cells causes nasty side-effects in 
the patient. Radiotherapists try to mini- 
mise such harm by aiming their X-rays 
carefully, but the best way to reduce side- 
effects is to lower the radiation dose. And 
this is where the gene therapy comes in. 

Some of Dr Keall's colleagues at VCU 
have shown in laboratory experiments 
that they can "radiosensitise" cancer cells 
by blocking the function of a protein called 
epidermal growth factor (cF). This sub- 
stance encourages cells to repair them- 
selves. When a cell is exposed to radiation, 
the number of EGF receptors in it soars in a 
protective response. 

The researchers found that they could 
disable this mechanism by causing cells to 
produce dysfunctional receptors. These 
bind to EGF and so prevent it reaching re- 
ceptors that work. To achieve this, a ver- 
sion of the EGr-receptor gene that pro- 
duces a dysfunctional receptor is inserted 
into "Trojan" viruses, and those viruses 
are then injected into the cancerous tissue. 
When a virus releases its DNA in order to 
infect a cell, it also releases the inserted 
DNA. The cell then uses this to manufac- 
ture dysfunctional receptor-molecules 
that in turn mop up EGF. 

Laboratory trials in animals have 
found that cells altered in this fashion are 
almost twice as sensitive to radiation as 
are unmodified cells. This is more than 
enough to make a difference, according to 
Dr Keall’s calculations. The other variable 
in his modelis the fraction of cells in the tu- 
mour that are infected by the Trojan virus. 
The best improvement in tumour control 
is, not surprisingly, seen when all the can- 
cerous cells are genetically modified. The 
actual efficiency of infection is hovering 
around 80%, but that should still be suffi- 
cient to weaken a tumour's response to ra- 
diation enough to kill it in some cases. 

It will be difficult to increase the level of 
infection unless the virus can be made to 
attack cancer cells specifically. For now, 
the researchers rely on skill with the hypo- 
dermic needle and a little bit of luck, inject- 
ing the virus into the centre of the tumour 
and hoping that it will distribute evenly 
throughout the cancer without spreading 
to the tissues outside. This requires the tu- 
mour to be accessible—as, for example 
head, neck and breast cancers are. 

The first human trials of the combined 
treatment should start within a year. Only 
when they are completed will Dr Keall 
know whether the predictions of the 
model are accurate. Has it raised false 
hopes or will genetic radiotherapy save 
reallives? @ 
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South Africa’s farming industry is 
threatened by a genetic curiosity 


HILE humanity agonises over the 

potential hazards of cloning, an- 
other species is facing its own bizarre clone 
wars. In South Africa, the African honey- 
bee is being devastated by invasions of 
self-replicating clones—all descendants of 
a single, long-deceased individual—from 
another honeybee subspecies. This odd 
case of social parasitism, ironically 
brought about by human intervention, is 
proving both a bane to South African agri- 
culture and a fascinating case for biologists 
to ponder. 

Societies of bees, ants and wasps, in 
which a fertile queen is attended by a 
multi-generational brood of barren work- 
ers, have to be vigilant against cheating by 
members who might manage to reproduce 
individually. Biologists have charted va- 
rious mechanisms by which such safe- 
guards evolve and are enforced. But some- 
times, as in the present case, the system 
fails spectacularly. 

In 1990 South African beekeepers im- 
ported Cape honeybees, a different sub- 
species, from their native habitat in the 
south of the country to work alongside 
hives of African honeybees in the north. 
The chaos this mingling unleashed, as a 
cloned version of the Cape bees started in- 
vading the African-honeybee hives, has 
been analysed, in a recent edition of Api- 
dologie, by Stephen Martin of the Univer- 
sity of Sheffield, in England. 

According to Dr Martin, the problems 
stemmed from a coincidence of two oddi- 
ties. First, worker-laid eggs that occur in 
other subspecies hatch into males. This is 


This pot is the earliest known vessel in 
which chocolate was prepared for 
consumption. It dates from 600BC, a 
millennium before the previous 
record-holder. It was collected from Colha, 
in Belize, and its contents were analysed 
by a team led by Jeffrey Hurst, a chemist 
who works for Hershey Foods, an American 
confectioner, and Terry Powis, an 
anthropologist at the University of Texas, 
Austin. The results, published in Nature, 
show the presence of a chocolate-specific 
molecule called theobromine. In the 
17th-century, at the time of the Spanish 
conquest, chocolate was prepared by the 
local Maya by pouring it from pot to pot to 
foam it up. The spouted shape of the Colha 
pot suggests this was an ancient practice. 


African honeybees huddle against the invader 


because they contain only one comple- 
ment of chromosomes, which is the signal 
in bees, ants and wasps that an embryo 
should develop into a male. In Cape bees, 
however, workers' eggs contain two com- 
plements of chromosomes, and thus turn 
into females. These females are, moreover, 
exact genetic copies of their mother-in 
other words, clones. 

The second oddity is that in 1990, or 
thereabouts, a single Cape bee hatched 
with a handful of mutations that made her 
eggs smell like those of African-honeybee 
queens. As a result, those eggs were not 
eaten, as "unauthorised" eggs normally 
are, by other workers in the hive. 

This original Cape bee then wandered 
into an African-honeybee hive and began 
working there. This happens frequently on 
bee farms, where hives are kept in unnatu- 
ral proximity and abundance, and are fre- 








quently transported together in trucks. Un- 
affected by the African-queen-bee's scent, 
which normally maintains her majesty's 
monopoly on reproduction, the interloper 
activated her ovaries. She laid eggs which 
hatched into clones of herself. Her daugh- 
ters did the same, and their descendants 
swept the hive in a few generations. 

Due to behavioural differences be- 
tween the Cape and African subspecies, 
the African queen would have died by the 
soth day and the hive crashed by the 
100th. The clones then dispersed to the 
winds. Some made their way into new 
hives, and the pattern has been repeating 
itself ever since. There are now billions of 
clones participating in the destruction of 
South Africa's apiaries. That, obviously, 
threatens the country's honey industry. 
But bees do more than make honey. They 
pollinate plants, including many crops. Ac- 
cording to Dr Martin, the effects of pollina- 
tion brought about by domesticated bees 
are worth about 20 billion rand ($2 billion) 
a year. Much of that is at risk. 

Something similar seems to have hap- 
pened in the region twice before, in 1928 
and 1977. But those episodes were rela- 
tively mild compared with the present 
one. This may be due in part to changes in 
beekeeping practices between then and 
now. The clone du jour may also be more 
virulent than her forerunners. Yet, despite 
their seeming success in the Darwinian 
game of outbreeding the competition, the 
Cape bee clones are apparently incapable 
of establishing self-sustaining hives of 
their own. The rapid and total destruction 
the clones inflict on their hosts suggests 
that the phenomenon should peter out as 
African-honeybee hives become scarcer. 
At least, beekeepers hope so. 8 
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ords fail me 


Wild or comic, coupling in animals is quite frighteningly varied, and makes human 
sex look tame. Is that why most sex writing is so dull? 


EX; what is it good for? Is it, for instance, 

good for being written about? No other 
subject has people reaching for their dic- 
tionaries in quite the same way. There is 
pornography, there is eroticism, but is 
there anything else? D.H. Lawrence did it, 
Jilly Cooper does it, and everyone literary 
from Julian Barnes to Anne Michaels to 
Chloe Hooper does it; but have they actu- 
ally written about it, or have they written 
about the stuff that surrounds it, the emo- 
tions, the personal politics, the sensuality, 
the awkwardness? Have they, in point of 
fact, in the main avoided the actitself? 

A clue to writers’ coyness might be con- 
tained in Olivia Judson’s funny and bliss- 
fully original new book, which purports to 
be sex advice offered to the animal king- 
dom by a universal agony aunt called Dr 
Tatiana, and amply demonstrates the 
sheer unyielding ruthlessness of the busi- 
ness of procreation. Dr Tatiana has all the 
bossy heartiness of Bertie Wooster’s Aunt 
Dahlia, but her science is first-rate. She re- 
sponds with gusto to pleading letters from 
the Dandy on the Cowpat, a yellow dung- 
fly who wants to make his sperm more at- 
tractive, or Anxious in Amboseli, an Afri- 
can elephant who is diagnosed as possess- 
ing SINBAD (Single Income, No Babe, 


Dr Tatiana’s Sex Advice to All Creation: 
The Definitive Guide to the Evolutionary 
Biology of Sex. By Olivia Judson. Metropol- 
itan Books; 224 pages; $24. Chatto & Win- 
dus; £15.99 


The Sexual Life of Catherine M. By Cather- 
ine Millet. Grove Press; 224 pages; $23. Ser- 
pent’s Tail; £12 


Who's Sorry Now? By Howard Jacobson. 
Jonathan Cape; 336 pages; £16.99 


Absolutely Desperate) I-Like--Em-Head- 
less-in-Lisbon is a praying mantis who 
asks Dr Tatiana if she also enjoys the thrill- 
ing mid-sex spasms of a partner who has 
just been decapitated; and we are intro- 
duced to a female midge who plunges her 
proboscis into her mates' heads and turns 
their innards to a soup “which she slurps 
up, drinking until she's sucked him 
dry...only his manhood, which breaks off 
inside her, betrays the fact that this was no 
ordinary meal." There are several kinds of 
spiders, we learn further, ^where there can 
be no doubting the females' intention to 
take head, not give it." 

By contrast, Catherine Millet's explicit 
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journal of unending sexual availability 
seems benign in the extreme. The book 
has been a bestseller in France and Ger- 
many, has received predictably prudish 
derision from British reviewers but is nev- 
ertheless prominent in the bookshops. Ms 
Millet herself is the editor of a French art 
journal, Art Press; apart from that, she has 
been enjoying orgies, open-air sex and in- 
deed most conceivable kinds of sex for 
many years, and she has now kindly con- 
sented to tell us about it. 

Her descriptions are laced with a la- 
conic frankness which veers between 
intelligent reflection and willed self-objec- 
tification; the effect, if not the intention, is 
certainly pornographic. Her cool apprais- 
als of looking for sex in the Bois de Bou- 
logne are the essence of male sexual fan- 
tasy: she gives generously, and asks for 
nothing, a paradigm utterly foreign to the 
natural world described by Ms Judson. Ms 
Millet's book revels in its own sexual lais- 
ser-faire; like Tracy Emin's bed, it turns self- 
revelation into artistic statement. It is the- 
atrical, but in the event limited to being a 
brilliant flourish. There are very few emo- 
tions other than frustration in the book, to- 
gether with a weary avowal that she 
wishes it wasn't always her who was the 
first to get going at orgies. 

Thank heaven, then, for Howard Jacob- 
son; often criticised by the politically cor- 
rect, he is able to milk the pain and hu- 
mour of human sexual relations in a way 
that is part Tom Lehrer, part Woody Allen, 
part Thomas Hardy. He is underrated at 
home; in France he might be as celebrated 
as Michel Houellebecq, his writing recog- 
nised as of a stature to compare with Philip »* 
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> Roth’s: dense, crafted and mature. 

There are few writers who match 
sophistication and provocation in such a 
way: his latest novel, “Who’s Sorry Now?”, 
describes how Marvin Kreitman, the feisty 
but sordid luggage baron of south London, 
swaps partners with his friend Charlie, 
who is into nice sex and bored with it. Un- 
like Ms Judson’s world of manic, ruthless 
and deadly copulation, or Ms Millet's one 
of vacuous self-abasement, Mr Jacobson’s 
mockery of the way in which men are en- 
slaved to their predilections is very funny, 
very painful and very human. In the end, 
the simplicity of the sexual clinch is a long 
way from the richness and absurdity of 
human desire. And not so interesting to 
write about. 8 
MICHAEL FISHWICK 


Olivia Judson formerly worked on the science pages of this 
newspaper, and her book grew out of a piece for our 
Christmas issue. Our policy isto identify reviewers of 
books by or about anyone closely linked to The Economist 


^sychiatry and drugs 


The other 
drug problem 


The Creation of Psychopharmacology. By 
David Healy. Harvard University Press; 469 
pages; $39.95 and £27.50 


SYCHIATRY, like most medicine, is 

slave to fashion. Definitions of mental 
illness and forms of treatment have shifted 
with broader changes in science and soci- 
ety. Some professionals use to think of 
schizophrenia, for example, as due to fam- 
ily dysfunction and treatable by psychoth- 
erapy; now it tends to be seen as a physical 
disorder to be managed by drugs. 





There isn't necessarily a pill for this 


"The Creation of Psychopharmacol- 
ogy" sets out to chart these shifts of this 
kind, with an emphasis on the origins of 
the magic-bullet pharmaceuticals of 
present-day psychiatry. Chlorpromazine, 
for example, was born in the 1950s out of a 
search for antihistamines and ended up as 
the mainstay of treatment for psychosis 
through an extraordinary sequence of 
clinical trial-and-error. 

This crazy-quilt pattern is entirely gen- 
eral, David Healy believes. There is noth- 
ing rational or predictable about drug de- 
sign in his view except the relentless drive 
of pharmaceutical companies to expand 
their market share. As a result, money dic- 
tates the course of modern psychiatry, and 
drugs triumph over therapies which lack 
corporate support. This view is not univer- 
sally popular, and Dr Healy is used to con- 
troversy. When the University of Toronto 
revoked the offer of a clinical appointment 
in 2000 after a public lecture by him laying 
into drug companies, he sued (the two 
sides recently settled). 


Dr Healy's book is full of peculiar char- 


acters, such as Henri Baruk who would 
stride about with a catatonic pigeon on his 
head, or John Henry Gaddum who used to 
trip out on LSD for the sake of science. And 
these are just the doctors. As for the pa- 
tients, the book movingly describes those 
rescued with drugs from mute immobility 
or raving psychosis only to be horribly 
shaken by side-effects. 

These are flashes of human interest in 
what is otherwise a numbingly thorough 
survey of the history of psychiatry, from 
the days of the asylum to our era of cos- 
metic pharmacology, when drugs are 
given out for distressing or distracting con- 
duct such as hyperactivity (ie, fidgeting), 
rather than for genuine disease. 

Although he deplores psychobabble— 
the loose talk and little knowledge which 


often mars popular debate about mental 
illness—Dr Healy himself is guilty of psy- 
choramble. His laudable attempts to set 
psychiatry in a broader social context, 
bringing in everything from enlighten- 
ment philosophy to the Vietnam war, are 
let down by a weak narrative which fails to 
link these parts together. Repeating anec- 
dotes, as Dr Healy does with the story of 
Rousseau's bout of indecent exposure, 
does not make them any more relevant. 

Be warned, though. Dr Healy's primary 
aim here is to persuade the expert, not the 
general reader. He tosses out the names of 
practitioners and disorders with little ex- 
planation, and only if you can already tell 
Bleuler from Kraepelin or hebephrenia 
from tardive dyskinesia, are you likely to 
struggle through this detailed and meticu- 
lous work. This is a pity. Hidden in a cloud 
of jargon and technical detail are arresting 
thoughts about modern medicine and the 
future of mental health. 
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What you can say 
in alove song 


Stardust Melodies: A Biography of Twelve of 
America's Most Popular Songs. By Will 
Friedwald. Pantheon Books; 432 pages; 
$27.50 


ANY readers would agree when Will 

Friedwald includes "Summertime" 
and *My Funny Valentine" in his top 12, 
but they might question why "Lush Life" 
and "Mack The Knife" (a 16-bar strain re- 
peated seven times) are in at the expense, 
say, of “Smoke Gets In Your Eyes" or “Ev- 
ery Time You Say Goodbye". It is the love 
songs which adhere so permanently in the 
collective subconscious. 

Some of the songs in the list owe their 
celebrity to a famous performance. Where 
would “Stormy Weather” have been with- 
out Ethel Waters? Sometimes a single note 
can ensure fame and fortune. When Paul 
Robeson gave the full treatment to “Ol 
Man River" it was sliding down to a low F 
on "Get a little drunk and you land in jay- 
erl" that enriched the lives of all who heard 
it. Frank Sinatra chose the same song to 
celebrate his particular virtuosity tum- 
bling from D on "jail"—the last note of the 
bridge—to G for “Ah”—the first word of the 
final chorus-on a single breath. Even more 
extraordinary is the tale that Ethel Mer- 
man, starring in *Girl Crazy", held a high C 
for 32 bars while the theatre orchestra 
played the entire chorus of “I Got Rhythm" 
under her note; modestly she was to claim 
a mere 16 bars, but you try it! According to 
Cole Porter, Merman could also flatten or 
sharpen a note merely for effect, another » 
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> trick not to be tried in front of the children. 
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"As Time Goes By" is a classic because 
"Casablanca", the film in which it featured, 
is a classic, but Arthur "Dooley" Wilson, in 
the role of Sam who plays it again, could 
not even play the piano and was dubbed. 
The song itself would probably have been 
replaced and a re-shoot was planned, but 
in the event Ingrid Bergman had already 
had her hair cropped for her next movie, 
"For Whom the Bell Tolls", and so "As 
Time Goes By" survived. 

Mr Friedwald is as obsessive as a train- 
spotter in his search for examples of the 
best and worst tracks of his 12 songs, and to 
tell us their complete biographies. He 
counted more than 100 Chet Baker ver- 
sions of "My Funny Valentine" before 
recommending the Lee Wiley version 
(“When she sings you can really hear the 
hurt". Wiley was a fine singer who de- 
serves to be singled out as are Johnny Hart- 
man and Mark Murphy, singers who also 
earn honourable mention more than once. 
As his outstanding example of “Summer- 
time", Mr Friedwald opts for the Miles Da- 
vis-Gil Evans version—a non-vocal choice 


Ex-Yugoslavia 
For the prosecution 
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Ethel Waters sang up a storm 


everyone who has heard it will agree with. 

Will songs such as these continue to be 
composed? No longer are musicals depen- 
dent on the plugging of their hits; the senti- 
mentality and decency of a pretty tune 
and a well-turned lyric are out of vogue. 


Four books which remind us why justice still needs to be done 


Milosevic and Markovic: A Lust for Power. 
By Slavoljub Djukic. McGill-Queen’s Univer- 
sity Press; 224 pages; $37.95 


LOBODAN MILOSEVIC, the Serbian 

ex-leader, is conducting an obstinate 
defence at his trial in The Hague for war 
crimes. Since he claims not to accept the 
court’s authority, he refuses to read the 
documents it gives him. Instead, he 
cites—selectively—from books on the Yu- 
goslav conflict. What, you wonder, will 
he make of this double biography by Sla- 
voljub Djukic of himself and his wife, 
Mira Markovic? 

Though published in English as a sin- 
gle volume, it is a condensation of three 
previous books by Mr Djukic about the 
ex-Yugoslav leader published in Serbian. 
Itis breezily written and spiced with an- 
ecdotes. Mr Milosevic, we learn, held 
Bosnian Serb leaders in low regard, once 
telling Radovan Karadzjic, their boss, to 
“go and lick a salt block”. 

But Mr Djukic adds little of substance 
about the war and its causes. He is a fair 
example of a Milosevic opponent who is 
nevertheless a Serb nationalist. Like Mr 
Milosevic, he holds that Yugoslavia's col- 
lapse served interests in the West, and 
he does not mention the massacre at Sre- 
brenica, in which Bosnian Serbs massa- 
cred over 7,000 Muslim men and boys. 





Slobodan Milosevic and the Destruction of 
Yugoslavia. By Louis Sell. Duke University 
Press; 432 pages; $34.95 and £25 


OUIS SELL'S study is a far more sub- 
stantial book, though hardly light 

reading. Mr Sell spent eight years in 
Yugoslavia as an American foreign-ser- 
vice officer and attended the Dayton 
peace conference which brought the 
Bosnian war formally to an end. His is 
the most comprehensive and up-to-date 
account of the war so far published in 
English. He is fair-minded and keeps his 
diplomatic cool until the end, when 
with justice he calls Mr Milosevic “an 
ugly killer" who even now denies the 
fact of horrendous crimes, and his own 
responsibility for them. 


Unholy Alliance: Greece and Milosevic's 
Serbia. By Takis Michas. Texas A&M Univer- 
sity Press; 200 pages; $29.95 and £24.95 


qom MICHAS, a courageous Greek 
journalist, has written a superb and 
devastating critique of his country’s sup- 
port of the Serb nationalists in their war 
for Greater Serbia. He describes Greece’s 
shameless sanctions-busting and the lies 
of its newspapers. These prevented 
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Singers there are in plenty to sing them but 
where are the songs? Bands dominate. Mr 
Friedwald does well to remind us of just 
what we are missing. 

Intriguing as his agenda may be and 
perceptive and scenic the route by which 
he gets us there, Mr Friedwald lets us down 
with not one, but three bumps. There is no 
index, no discography and no complete 
lyric or score of any of the songs. Whether 
this is for copyright reasons, or just plain 
mean, we are frustratingly denied the plea- 
sure of sitting at the piano and exploring 
the felicities of the chosen dozen which 
also include “Star Dust”, “The St Louis 
Blues”, and “Night and Day”. 

And felicitous they are, although we of- 
ten take them for granted, as did those who 
wrote them. Questioned on words and 
music as to what came first, one member 
of a famous songwriting duo shot back, 
“The telephone call.” And When Johnny 
Green was asked, à propos “Body And 
Soul", did he realise that his was to be the 
most recorded torch song of all time, he re- 
plied: “No. All I knew was that it had to be 
hnished by Wednesday." m 


Greek people from knowing the grim 
facts and lauded Greek volunteers who 
took part in the capture of Srebrenica as 
heroes. The shrillness of anti-Muslim, 
anti-Albanian and anti-western atti- 
tudes, which Mr Michas believes are 
widespread in his country, is both 
shocking and sad. He quotes Mikis The- 
odorakis, a composer, as saying: “I hate 
Americans and everything American. I 
hope that the youth will begin to hate 
everything American." 


Serbia: The History of an Idea. By Stevan 
K. Pavlowitch. New York University Press, 
240 pages; $29.95. Hurst; £14.95 


YOU want to step back and take a 

more historical view, Stevan Pavlo- 
witch's account of Serbian history from 
the Middle Ages until today is a good 
place to start. The author is a Belgrade- 
born academic who has lived mostly in 
the West. With so much ground to cover, 
he travels at a cracking pace, and his ac- 
count of the wars since 1991 is inevitably 
compressed. In compensation, he helps 
us understand the conflict in its histori- 
cal context. Few will disagree with his 
closing remark that Serbia after Mr Mil- 
osevic is like Jonah released from the 
belly of the whale, “free to face its pro- 
blems in stark daylight". 








Contemporary opera 


A sparkling trio 






Anew opera competition has produced a shortlist of striking works from more 


than 200 hopeful applicants 


OMPOSING is slow, thirsty work. Un- 

like writers, musicians often don't get 
paid an advance to live on while compos- 
ingtheir operas and symphonies. So when 
a new British philanthropic organisation, 
the Genesis Foundation, posted a web ad- 
vertisement at the end of 2000 announc- 
ing a competition for new chamber opera, 
it’s no surprise that more than 200 applica- 
tions arrived, some from as far afield as 
Ukraine and Argentina. 

The force behind the Genesis Founda- 
tion is John Studzinski, the American dep- 
uty chairman of Morgan Stanley Interna- 
tional and a banker who relishes getting 
things done. An energetic supporter of 
Tate Modern and the Royal Court theatre 
in London, Mr Studzinski is a particular fan 
of new opera. "I'm always surprised there 
isn't more of it about," he says. A Roman 
Catholic, he commissioned Roxana Panuf- 
nik to write "Westminster Mass" in cele- 
bration of the late Cardinal Basil Hume's 
75th birthday. But his commitment to the 
Genesis prize is his biggest so far. Its aim, 
he says, is to encourage young artists who 
might otherwise turn away from writing 
music and to identify “fresh young talent 
inthe area of composers and librettists and 
produce a new version of modern cham- 
ber opera that could have a broader audi- 
ence around the world." 

With the project at the halfway mark, 
the 200 were whittled down to a shortlist 
of nine composers and librettists, who 
were given a little money to develop their 
proposals and who met recently in Lon- 
don to present what they had done so far. 
The requirement was that each libretto 
had to be complete and enough music 
written to stage a 20-minute extract for as 
many as eight voices and a small chamber 
orchestra. The mini-performances, at the 
renowned Almeida theatre in London, 
were more polished than an ordinary re- 
hearsal yet allowed the audience a rare in- 
sightinto the process of how a work of mu- 
sic drama is actually created. 

Given the catchment, the pieces ranged 
widely in theme and content. Among 
them was "Sunset with Pink Pastoral", a 
road movie of an opera by an American 
husband-and-wife team, Christian As- 
plund and Lara Candland; "Cherry Sta- 
tion", a Japanese ecodrama with powerful 
music by Fumio Tamura that analysed the 
tensions within a small community when 
its local council decides to cut down two 
old cherry trees; and *Non Guardate al Do- 


mani", a political oratorio by Filippo del 
Corno and Angelo Miotto, a journalist, 
that explored the conflicting passions 
aroused by the kidnap-murder of an Ital- 
ian political leader, Aldo Moro, in 1978. 

The works were as varied musically as 
they were in narrative detail. Some were 
too ambitious; in others the music fought 
off an overpowering libretto or vice versa. 
One or two were too complicated to imag- 
ine staged. But what distinguished the 
three winning works was a brazen sense 
of confidence that their story could be told 
in no other way than through opera. 


Laughter, suicide and survival 

“Sirius on Earth" presented a dystopian, 
satirical vision of the future that could be 
taken as a heavy and derivative remake of 
George Orwell's “Nineteen Eighty-Four” 
were it not for the talent of the work's Ca- 
nadian composer, Paul Frehner, and his li- 
brettist (and sister-in-law), Angela Mur- 
phy. On paper, the piece seemed to rely too 
heavily on the words. But Mr Frehner, 
whom one of the judges described as “the 
most naturally gifted and fluent composer 
of the lot”, was well suited to Ms Murphy’s 
quick wit. Together they succeeded in car- 
rying off one of the hardest of theatrical 
forms, a fast-paced operatic comedy 
where the humour is all on stage and not 
just in the libretto. Proof that they had suc- 
ceeded was there in the performers' visible 
enjoyment of the piece. 

A raucous Australian work, "The Eter- 
nity Man", tells the story of a reformed al- 
coholic and religious ratbag who spent 
much of the1950s wandering the streets of 
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Sydney writing the word “Eternity” on - 
walls and bridges in a perfect copperplate 
hand as if it were a poem. Dorothy Porter, 
the librettist, and Jonathan Mills have bent 
the story of the Eternity man to create a 
vagabond opera that is not a million miles 
from “Peter Grimes”. That the hero was il- 
literate and that this was the only word he 
knew how to write serves only to prove 
how much his is a spiritual quest. Literally 
dragging himself out of the dirt, he throws 
himself off the Gap, a Sydney suicide spot, 
into the Pacific Ocean, his search for eter- 
nity over. 

The most arresting piece was “Thwaite” 
a Rabelaisian musical drama by an aspir- 
ing young playwright, Simon Doyle, and 
Jurgen Simpson, a prominent member of 
Dublin's underground music scene. Set in 
a bleak post-Holocaust landscape, the 
characters seem to arrive from nowhere 
and announce themselves, their needs 
and desires. Despite the darkness, the li- 
bretto is witty and joyful and never over- 
powers the collaboration between the two 
artists. Inspired by Mr Doyle’s fluidity of 
tongue, Mr Simpson has clearly under- 
stood that the characters are a gift for song. 
There is an overall logic to the piece—to the 
interaction of libretto, music and charac- 
ters—that leaps out to the audience, de- 
monstrating that although you may never 
have been there, the world that the two 
have created is completely persuasive. 


Something special 

The Genesis award is rare as prizes in the 
performing arts go, for it promises both 
payment while the works are being writ- 
ten and an undertaking to have them 
staged once they are completed. When it 
succeeds as an artistic form, opera is itself 
special, being neither a musical, nor a play 
set to music, but a dramatic idea in which 
notes and words seem to grow out of each 
other. All three of the new operas commis- 
sioned will be put on, again at the Al- 
meida, in July 2003. The stagings should be 
well worth waiting for. @ 


Obituary 


Yousuf Karsh 





Yousuf Karsh, photographer of the famous, died on July 13th, aged 93 


SS MUCH praise has been heaped upon 
Yousuf Karsh that it is tempting to be- 
lieve that he was the world’s greatest pho- 
tographer. But then you think of Henri 
Cartier-Bresson, Robert Capa, Ansel Ad- 
ams and a dozen others, all of whom pro- 
duced pictures that have an enduring qual- 
ity. Mr Karsh was, though, for half a 
century perhaps the greatest portrait pho- 
tographer in the monumental manner. 
Unlike Mr Cartier-Bresson, the master of 
the Leica, Mr Karsh preferred to use a cam- 
era that looked hardly different from the 
weighty apparatus of the Victorian pio- 
neers. It stood on a hefty tripod and the im- 
age was captured on a glass negative al- 
most the size of this page. 

Intimidated by this awesome instru- 
ment the sitter was expected to be patient 
as Mr Karsh composed the lighting, a hot 
light here, a softer one there. The camera is 
focused, and Mr Karsh emerges from un- 
der a dark cloth. The negative holder slides 
in. The sitter is expectant, and probably 
restless. It can't be long now. But Mr Karsh 
is not quite ready. He once said, “Look and 
think before opening the shutter. The heart 
and mind are the true lens of the camera. If 
itis a likeness alone, it's not a success." 

Mr Cartier-Bresson would no doubt 
concur. Whether the image is falling on 
35mm film or on a glass plate, the aim is to 


capture what Mr Karsh called the "brief 
moment" of truth. How is it done? No one 
is sure, not even the photographer. What- 
ever it is, great photographers have it. The 
many millions of happy snappers do not. 

Mr Karsh's portraits have been faulted, 
by those reckless enough to criticise him, 
for all looking the same: impressive, sol- 
emn, usually in black and white to 
heighten the feeling of drama. It is said he 
could make the woman next door look like 
Queen Elizabeth. His admirers retort that 
this was his style. It was like complaining 
that Rembrandt's paintings did not make 
you laugh. No one expressed surprise that 
Karsh and Rembrandt could be mentioned 
in the same breath. 


When fame came 

Yousuf Karsh was a Canadian by adop- 
tion: Karsh of Ottawa is how he signed his 
photographs. But he thought of himself as 
an Armenian. After hundreds of years as 
an independent state Armenia had been 
eventually divided between Turkey and 
Russia. Mr Karsh had the misfortune to be 
born in the part ruled by Turkey, whose 
policy toward Armenians was to extermi- 
nate them. In his teens he joined the flow 
of Armenians who found refuge in North 
America. An uncle in Canada who was do- 
ing well as a portrait photographer gave 
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young Yousuf a job and a cheap camera of 
the time called a Box Brownie (with which 
he won a prize). A few years later he was 
taken on by John Garo, a well-known Bos- 
ton portrait photographer of that era, who 
also happened to be an Armenian. 

In the 1930s Mr Karsh had his own busi- 
ness in Ottawa. His leisure time he spent 
with a local drama group, experimenting 
with lighting. What transformed him from 
a journeyman photographer into a star 
was a chance opportunity to photograph 
Winston Churchill, who in December 1941 
was on a brief visitto Ottawa. Mr Karsh set 
up his equipment in a room in the Cana- 
dian Parliament. Churchill was led in, 
grumbling. "Why was I not told of this?" 
He said Mr Karsh could have two minutes 
and no more to take his picture and lit a ci- 
gar. "Forgive me, sir," Yousuf Karsh said, re- 
moving the cigar from Churchill's lips, and 
releasing the shutter on his camera. 

Looking at the picture now, and know- 
ing the story behind it, you can imagine 
Churchill, slightly petulant, deprived of 
his dummy. But at the time the expression 
matched the widespread feeling about the 
British leader, pugnaciously leading a 
brave nation against an all-conquering foe. 
Life magazine bought the picture for $100. 
Mr Karsh did not haggle. He just wanted to 
see his work in print. Eventually it became 
the most reproduced portrait in the history 
of photography. 

Mr Karsh was never again looking for 
work. The work came looking for him. 
Over the years practically anyone who 
was anyone had their picture taken by 
Yousuf Karsh. “People of consequence", 
he called them, politicians, royalty, popes, 
writers, scientists, actors. To be “Karshed” 
proved that you had arrived. It was almost 
like buying immortality. There are Karsh 
portraits of a succession of 12 United States 
presidents. Mr Karsh loved the famous. 
"It's the minority that make the world go 
around," he said. 

He seemed to be aware that his gift 
could be misused. It was clever to make a 
politician look like a statesman, but was 
this artistically truthful? Mr Karsh con- 
fronted this tricky question in an essay in 
which he considered the difference be- 
tween photographing the merely famous 
and "the challenge of portraying true 
greatness adequately". 

He reckoned that he had met the chal- 
lenge with Albert Einstein, Ernest Heming- 
way and Pablo Casals, among others. As a 
preliminary to a "challenge" he would get 
to know as much about a subject as possi- 
ble; read biographies, speak to the sub- 
ject's friends. But any photographer could 
do that. Why did Mr Karsh quite often cap- 
ture, as he said, “the essential element that 
has made them great"? He did not know 
how the magic worked. “And I am not go- 
ing to make inquiries.” m 
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Wharton’s executive programs offer you the specific knowledge you need to 
address diverse challenges you face in your career and your organization 


SENIOR MANAGEMENT 


Wharton Fellows 

November 3-8, 2002 (Philadelphia); 

January 5-9, 2003 (San Francisco) 

Designed for selected senior executives interested 

in transformation leadership. This innovative program 
encompasses a decision support network, and 
proactively addresses the challenges of capitalizing on 
the opportunites offered by the turbulent business 
environment. 


Executive Development Program 

November 10-22, 2002; January 19-31, 2003 

Suited for functional managers assuming broader 
executive roles that require the integration of several 
different business units, functions, or regions. 


MANAGEMENT 


Emerging Business Models for the Biosciences 
November 3-8, 2002; June 1-6, 2003 

Explore strategies and organizational structures 
that offer viable models for commercializing 
bioscience discoveries. 


Analyzing Complex Decisions: 
A Workshop for Managers 
November 4-7, 2002 (San Francisco) 


Conquer data overload via modeling and decision- 
making techniques that have powerful applications 
across a spectrum of managerial problems. 






MARKETING 


Essentials of Marketing 

November 3-8, 2002; May 11-16, 2003 
Understand and apply the essential elements 
and strategic perspectives of marketing. 


Leading the Effective Sales Force 
December 1-5, 2002 (Philadelphia); 
March 2-6, 2003 (San Francisco) 

June 22-26, 2003 (Fontainebleau, France) 


For general managers with sales management 
responsibilities and sales managers who are moving 
up in the sales organization. Includes software 
application for allocating and deploying sales force 
resources. A Wharton/INSEAD alliance. 


Executive Education that Works™ 


To apply or learn more about programs in 
Philadelphia and San Francisco, visit our website 
or call: 


215.898.1776 or 800.255.3932 ext. 2991 phone 
215.898.2064 (attn: 2991) fax 
http://aresty-direct.wharton.upenn.edu/2991.cfm web 
execed@wharton.upenn.edu (subject 2991) e-mail 


Wharton 


Aresty Institute of 
Executive Education 

The Wharton School 
University of Pennsylvania 
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The Boards of major organisations across the globe, are finding their role 
changing more rapidly and profoundly than ever before. Greater competition for 
investment capital and increased social responsibility means a firm's “licence to 
operate’ is multi-dimensional, fragile and essential. Clearly Board members must 


clarify their thinking and explore practical ways of improving effectiveness. 


With the support of Heidrick & Struggles, INSEAD has created The International 
Directors' Forum as a unique opportunity to reflect with the pioneers of 
European Corporate Governance and hear from the leaders of global companies 


in a structured exchange among a select group of peers. 


The Global Learning Network 
Europe Campus, Asia Campus. INSEAD Wharton Alliance 


ARE YOU COPING WITH CHANGE OR LEADING IT? 


For more information visit www.execed.oxford.edu 
or contact Dorothy Cooke, Templeton College 
University of Oxford, Oxford, OXI 5NY, UK 

Tel +44 (0)1865 422776 

Fax *44 (0)1865 422501 


Email info@execed.oxford.edu Templeton College 



























: grants to be awarded for the 2003-2004 academic year. 


Sah ane ted Nite 


. of no more than 30 years of age on June 30, 2002. 


a second year only. 
















amounting to up to 5 thousand euros. 


leading Foreign 
: EUROPEAN AND US BUSINESS SCHOOLS - 
and must cover one of the following disciplines: — 


-| e) planning and control systems (accounting). 
Applications should be sent to: 
Fondazione IRI 


Via V. Veneto, 89 — 00187 Roma 
by September 30, 2002 


| The scholarships will be awarded by March 30, 2003. 
and may be used from January 2003. 


The regulations may be consulted at www.iri.it or a copy 


. X aso03 @iri.it. 





The Fondazione IRI aims to support the creation of a | 
"breeding ground, within the Italian educational system, for | 
skilled researchers specialising in managerial disciplines. In | 
Jorder to achieve this, the Fondazione invites applications | 
“for the following merit-based scholarships and research 





Hs to be granted to Italian citizens | 


Candidates must have graduated from university, with a | 
. grade of at least 110/110, in economics, corporate | 
. . economics or quantitative studies, and the awards will be | 
. granted to fund attendance of PhD programs in | 
= managerial disciplines. The scholarships are worth 30 | 
-thousand euros, in addition to payment of university | 
fees, and will have a duration of one year, renewable for | 


BE iS to be awarded to talian | Ge 
citizens who have completed a doctorate research | | 
program in Italy or abroad, or have completed. atleast the | | 
second year of such a program. The grants will have a | 
duration of six months (renewable for up to 18 months) | 
and will be used to fund study and research in the | 
positions of post-doctoral fellow, visiting scholar, | 
visiting student or equivalent. The grants are worth Í 
18 thousand euros per six-month period, in addition to | 
payment of enrolment fees and research Spangas l 


; ~The scholarships and grants are to be used for attendance at | 


| a) business organization and strategy; b) marketing; | 
| c) industrial organization; d) corporate finance; | 


. Segreteria del Concorso Borse per gli studi manageriali | 


| The research grants will be awarded by December 31, 2002 | 


| requested from the Segreteria del Concorso by writing to | 
| the above address, by calling +39-06-4727.2489/+39- : 
06-4727.2496, by fax on +39-06-4818.583, or by e-mail on | 


Amsterdam 
institute or Finance 










send Courses 2002 


taught by leading experts from the world's top business schools 
such as Columbia, INSEAD and Wharton 








Advanced Valuation (Aug. 28 - 30) 

(Oct. 7 - 9) 
Financial Restructuring and IPOs (Sept. 9 - 13) 
Financial innovation in Corporate Finance (Sept. 16 - 20) 

























(Sept. 25 - 27) 
(Sept. 30 - Oct. 1) 
(Oct 30 - Nov. 22) 


Mergers and Acquisitions (in Singapore) 


Credit Risk and Credit Derivatives 






Foundations of Finance 














Venture Capital Investments (Nov, 4 - 7) 
Acquisition Finance (Nov. 11 - 12) 
Managing Distressed Projects (Nov. 20-22) — 
Financial Modeling with Excel (Nov. 25 - 27) 
Asset and Liability Management (Dec. 2 - 6) 






^ _ For information, please visit our website or contact us directly. 


AIF - " O. Box 59536, 1040 LA Amsterdam, The Netherlands 
telephone: *31-20-5200160 - fax: *31-20-5200161 
e-mail: info@aif.nt - internet: www.aif.nl 


international 
— full-time, part-time, executive 
ii - personalised programme in English 
aaa nen: and new technologies 
_ in the heart of Paris, 
with an international network 
' and sister campuses worldwide 
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ENPC School of international — 
: Management 
.28, tue. des Saints- Pères. E 
75343 Paris cedex 07- France. A 
tél. 33144 582852 - 
fax 33 140 15 93 47. 
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MBA/DBA/PHD 


ME degrees by Distance Learning. You design your 
curriculum, You will not study material you siready 
know or do not need. No exams, you learn through: 
research & writing. No Bachelors or GMAT required. 
Faculty are successful business ieaders/authors. 
Faculty wanted. Rushmore University, 1-800-443. 
4302, info@rushmore.edu www.rushmore.edu. 























nternational Studies 















* LLM in International 
Law with International 
Relations 


NE NE the Graduate School of Politics and 
— OMM international Relations of the Liniversity 
«Be Re of Kent at Canterbury offers the 
o following programmes in Brussels: 

| $5 * MA in International 
E uw Relations 
Ba ° MA in International 
x 9 Conflict Analysis 

| v 
Ar 
BI Sw 
n t 


Admission in September and lanuary. 
Fuli-time and Part-time evening study, 


For a full brochure and informal 
enquires, contact: 

Brussels School of international Studies, 
Versalius College, Pleintaan 2 
B-1050 Brussels, Belgium 
Tet: (432-2) 641.1721 
Fax; (+32-2) 641-1729 
Email: BSISQPukc acd 









AT CANTERBURY 


in asbiociation wath Wg 
Calie of the és 
Universitest Brussel 
the Linweruné Libra * 
de Bresseliun 










“« Full time 







P 





SeMS 


the University of Burrer 








Totally Flexible! 








* Virtual learning 
[* Weekend learning 


MSc available in a variety of specialisms, including: 
Management, Financial Management and 
International Marketing Management. 


| ADULTS, EARN YOUR 
DEGREE AT HOME IN 
JUST ONE YEAR! 


WASHINGTON INT'L UNIVERSITY 
Degree programs in most fields since 1995. 
Credit for work experience - Internet library 
Your personal American Instructor will help 
with your studies - Students in 112 countries 
PO. Box 61707, K.O.P. - PA - 19406 - USA 
Fax: 610 205 0960 
e-mail: admissions@washint.edu 









; ` i 115. 28009 Madrid (Spain) 
12 839 | Fax: 434 914 315 084) 
, Email info Galiseda. com 
















Intensive 12-Month M.S. in 
COMPUTATIONAL 
FINANCE 


apply now for Fall 2002! 





http://compfin.cse.ogi.edu/ 












OG) SCHOOL OF SCIENCE & ENGINEERING 
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OREGON HEALTH & SCIENCE UNIVERSITY 











University 
of Surrey 


pe 
| 
| 








Freephone: 0800 052 3972 
SeMS, University of Surrey, 
Guildford, Surrey GU2 7XH 

Tel: +44 (0) 1483 689347 

Fax: +44 (0) 1483 689511 
Website: www.sems.surrey.ac.uk 
















INSTITUT DE FRANCAIS 






8: hrs a day with 2 meals. 8 levels : Beg. I to Adv. II 







06230 Villefranche/Mer EG20, France. Tel. +33 493 01 88 44 Fax «33 493 M 92 17 1 























Teaching French to adults for 32 years 










Overlooking the Riviera's most beautiful bay 
A UNIQUE "COMPLETE IMMERSION” PROGRAM 


ACCOMMODATION IN PRIVATE APARTMENTS 
Next 2-4 week course starts 5 5 Aug, 2 Sept. and all year 


www.institutdefrancais.com 
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RESERVE 
BANK 


Z E ALAND 


F N E W 


Adviser/Senior 
Adviser 


Banking System Department 

Applications are invited for the above position. The purpose 

of this role is to promote financial system soundness and 

efficiency in New Zealand, and to reduce the damage that 

could arise from bank failure or other financial system 

distress. Specifically you will be involved in: 

* developing and implementing policies to contribute to 
financial system stability and efficiency; 

* providing advice on banking supervision and payment 
system policy related matters and monitoring ; and 

* analysing and reporting on financial and prudential 
information related to registered banks. 





You will have a tertiary qualification in finance, financial 
economics or banking. You will also have broad 
experience in policy development in the public or private 
(financial) sector to a senior level. Familiarity with the legal 
and accounting environment within which banks operate 
would also be desirable. In addition you will have the 
ability to define problems and develop realistic and 
innovation solutions to those problems. Excellent oral and 
written communication skills are essential for this role, as 
is the ability to work well as part of a team. 












A copy of the position description is available on our 
website www.rbnz.govt.nz. 

Written applications including your CV, should be 
forwarded by 9 August 2002 to: 


Tammy Smith 
Reserve Bank of New Zealand 

: The Reserve Bank 
PO Box 2498 is committed to 
Wellington employment 


New Zeaiand 


Britain's leading 


independent think-tank a p. Ove rseas 
on international D | Development 
wu institute 


development and 
humanitarian issues 


Research Fellows (ref. RF72) 


` ODI is growing. These are exciting opportunities to combine research, 
^ policy advice and public affairs, in the following areas: 

Agricultural Policy and Trade 

Economics of Poverty and inequality 

Humanitarian Aid Politics, Policies and Principles 
international Finance 

Pro-poor Water Sector Reform 


For these challenging posts, we require a post-graduate degree, strong 


T : ‘research record, good international experience (3-5 years minimum), and 
COE. outstanding writing & communication skills. : 
-. Closing date: 6 September 2002 


Research Officer - Livestock 
Policy & Services (ref. LPS) 


An experienced Researcher is also required to support a large rural 
development programme in India, focusing initially on livestock services. 
Candidates should have a veterinary degree and 10 years' practical 
experience developing new approaches to livestock services in Asia. 


TYPSA, the leading civil and environmental Spanish... 


engineering consultancy firm, is seeking highly-skilled 
professionals in the following areas: 


Transport Infrastructure 
Solid & Hazardous Waste Management 


Water and Wastewater Treatment Plants 
and Networks 


Environment and Natural Resources 
Agriculture and Irrigation 
Industrial & Power Engineering 


Project Management & Finance 
(BOTs, privatisation, etc) 


Architecture & Building 
Rural Development, Social Issues & Health 


Institutional Strengthening (Training, Capacity 
Building, etc) 


Spang Aate TG AUgust L00% : All applicants must have proven working experience 
Salaries: University Research scales, inclusive of London Weighting. E in international projects. To speed-up the selection 
Research Fellows: Range IA-Ill (£19,760-43,866) - process please follow the quick instructions given at 
Research Officer: Range IA (£19,760-28,625) | | : : www.typsa.es (under job opportunities). Other means 
Further details and an application form can be obtained from: i 


Personnel Officer, Overseas Development Institute TpLA ees € $ ; : 
111 pbi nater Bridge Raid 1 ONIGR SET 7 1D ? The firm is additionally seeking to hire two Business Development 


Fax: +44 (0)20 7922 0399 E-Mail: recruitment@odi.org.uk D Managers to be in charge of Anglophone and Francophone African 
Website: www.odi.org.uk PNE countries. ONLY the CVs for these positions (based in Seville) must 


ODI is an equal opportunities employer Charity Reg. No. 228248 be sent to andalucia@typsa.es 





Imagine affecting the lives of the entire country - for 
the better. Our economic advisers are crucial in informing 
government policy - from international finance to justice, 
education and the environment. The full scope of your responsibility 
will be not only influential, but also incredibly far-reaching. 





You could make a difference in a number of areas - we currently have positions in 
the Department of Work & Pensions (based in London and Sheffield), the National 
Assembly of Wales (based in Cardiff) and the Home Office, Customs & Excise, 
Department for Environment, Food and Rural Affairs, Health and Safety Executive, 
. Strategic Rail Authority and the Office of Gas and Electricity Markets, all based in 
London. There may be possible openings in other government departments 
including HM Treasury and the Department for Culture, Media and Sport. 
As well as a 2:1 or an MSc in economics, you'll need at least three years' recent 
professional economic analysis experience together with strong analytical and 
critical capabilities. Highly developed people skills, flexibility plus the ability to 
identify and distil important issues rapidly are also essential. - | 
Recognising your commitments outside work, we offer a family-friendly. 
environment that includes flexible working plus an attractive pension scheme. 
The posts offered are on a permanent basis but fixed term appointments for up 
to three years, with the possibility of permanency later, will also be considered. 


For more information and an application form (closing date 16 August), 

write to Anne Bateman or Harjinder Chana, EGMU, HM Treasury, Parliament St, 
London SW1P 3AG or call 020 7270 5073/4835 or 

email anne.bateman@hm-treasury.gov.uk 


Government Economic Advisers The Civil Service is an Equal Opportunities employer. 
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fe OB HUNTING INTERN; 
. Executive $75K-500K+. Career searching 
Asia / Europe / M.East / U.S.? Contact for 





Fax: Email: 
USA/Canada +1202 4781698  cpamerica&ücareerpath.co.uk 
Europe +44 20 75048280  cpeuropeizicareerpath.co.uk 





+66 2 2674688 cpasia@bkk loxinfo.co.th 








At DFID, our central focus is on an international commitment to halving 
the number of people in extreme poverty by 2015 - through sustainable 
development, education, and better management of natural and physical 
environments. So we're looking for individuals who can bring skills, 
understanding and patience to even the most complex development activities. 


In the Horn of Africa and the Great Lakes, continuing political turrnoil, 
bad government and war have critically undermined the establishment 
of development partnerships and poverty reduction. Ongoing armed 
conflict has had a devastating effect upon the lives of millions of Africans - 
with some populations living in the worst socio-economic conditions 
in the world, In the face of this, and of our commitment to poverty reduction, 
we're strengthening our focus on assisting the ordinary civilians caught 
up in conflict and poverty as much as possible - from supporting 
demobilisation programmes to restoring basic service provision and 
economic support to destitute civilians. Work on conflict has also been 
given new emphasis through the G8 Action Plan for Africa. 


Senior Conflict Adviser 
£43,955 — £59,105 UK 


You will head our Africa Conflict Team, lending your significant experience 
of African conflict and related humanitarian emergencies to policy, programme 
and funding issues - supporting conflict resolution and post-conflict 
regeneration activities. This means you'll maintain a watching brief and 
prepare analysis and advice on conflicts - visiting the area as necessary - 
and focusing specifically, but not exclusively, on Angola, Democratic Republic 
of Congo, Burundi, Sudan, Somalia, Rwanda and Sierra Leone. It's also 
about successful interagency and intra-agency liaison - making sure the best 
results come from your relationships with Whitehall and the DFID team. 
Policy development is also within your remit - and you'll look at peace- 
building, demobilisation and reintegration, small arms and security sector 
reform, conflict assessments, peace-keeping and post-conflict reconstruction, 
leading both your team and a cross-DFID network, 


Field experience will be invaluable - and your awareness of policy and 
practice must be extensive, You'll also understand the complexities of the 
international system of conflict prevention and crisis response, including 
the workings of the UN and the EU. You'll offer a strong network of contacts 
in Africa and internationally, 


Conflict Adviser 
£36,411- £48,783 UK 


You'll work towards a more co-ordinated approach to conflict resolution - 
and offer advice on this, peace-keeping and post-conflict reconstruction 
to the cross-departmental Africa Conflict Prevention Pool. 


This co-ordination will encompass preparing policy briefs, updating the 
Secretary of State and other officials, and keeping an overview of funding 
issues - as well as helping integrate conflict prevention and peace-building 
into country programmes through strategy documents and written briefs, 
Of course, day-to-day management and support for the Africa Conflict 
Team will also be your responsibility - and your skills in relationship-building 
will facilitate liaison with Whitehall, DFID colleagues, and non- 
governmental bodies. 


Peace-keeping and building, mediation, demobilisation and reintegration, 
and post-conflict resolution will all be areas within your expertise - and 
you'll combine these with a sound appreciation of the workings of DFID 





INVESTOR IN PEOPLE 













seeks 


SENIOR RESEARCH FELLOW 





EU-Asia relations and regionalism in Asia. 





w.vandergeest&eias.org by 26 August. Particulars on www eas Org. 





and our international role. You will also offer field experience of African 

conflict and development issues - as well as knowledge of the international 
system of conflict prevention and crisis response, including the UN and 
the EU. 


Humanitarian Adviser 
£36,411 — £48,783 
UK (and extensive travel to Africa) 


Historically, we have been a major provider of humanitarian assistance 
in the Horn of Africa and the Great Lakes - spending over £500 million 
in the last ten years. Through this, we've offered, and continue to offer, 
emergency and rehabilitation assistance, a wide range of professional 
expertise, and develop and implement related support strategies. You'll take 
a lead on our policies and strategies - additionally contributing, as required, 
to the West and North Africa Department - assessing conflicts and advising 
on our position and response. Simply, you'll make sure the most urgent 
humanitarian needs are met. You'll also monitor humanitarian activities 
to identify their quality and impact, making sure relations with other 
agencies are constructive, and keep us at the forefront of humanitarian 
thinking and strategising. 


Knowledge and experience of African relief and rehabilitation programme 
development and management will naturally underpin all your activities. 
And you'll have held high-level responsibility for such activities in the past. 

Longer-term knowledge of Africa is also important - specifically of the 

humanitarian and political contexts in the Horn of Africa and Great Lakes 
area. You may also have a background working with donors - or of planning 
and implementing emergency and rehabilitation activities. 


Whichever role you take on, your personal skills will enhance your 
professional understanding. And as a reflection of the complexity and 
sensitivity of these activities, you'll offer strong communication and 
relationship-building skills, and strengths in analysis. Further, you'll not only 
lead people successfully but you'll perform well as part of a team too - 
while retaining the abilities needed to work independently. Finally, you'll 
offer an understanding of multilateral institutions and recognise the need 
continually to find innovative solutions to multifaceted and unusual problems. 
You should possess a good relevant post-graduate degree or equivalent 
professional qualification. 


In all cases, you may be entitled to a relocation grant of £5000. New entrants 
would be expected to start at the minimum of the quoted salary scale. 


DFID is an equal opportunities employer. Applications are welcomed from 
all parts of the community. Selection is on merit. To work for us, you must 
be a national of a member state of the European Economic Area, a citizen 
of the British Commonwealth with the established right to live and work 
in the UK, or have been granted refugee status (as defined by the 1951 

UN Convention on Refugees) by the UK authorities. 


For more information on this vacancy, DFID in general, and an electronic 
application form, visit our website. Alternatively, call 0207 023 0079 

or e-mail f-bush@dfid.gov.uk to request an application pack - quoting 
Ref: EOP 0103 453308 001A. 


Closing date - 9 August 2002. 


CIVILSERVICGE 


Department for 
international 


DFID iz 
www.dfid.gov.uk at 


European Institute for Asian Studies, Brussels 
A leading policy and research think tank on EU-Asia relations 


with PhD in Pol Sc, Int, Rel. or IPE to conduct and manage research on 


CV and sample publication to Director Dr Willem van der Geest 












































WTO Accession Advisor 
Resident position in Belgrade 
Berenschot international Solutions is seeking a full-time WTO Accession Adviser 
for its EU-funded Policy and Legal Advice Centre in Belgrade. Candidates must 
know how the WTO works and have practical experience with WTO accession, No 


‘sector specialists. Start: August/September; duration: 1 year. Further enquiries: 
: Mrs, B.B. ten Doeschate, phone: +31 30 2 916 916 or email: bise berenschot.com 


Berenschot International Solutions 
Europalaan 40, NL-3526 KS Utrecht. www.bisgroup.nt 















THE CREME ALWAYS RISES TO THE TOP, | 
SO WHY SHOULDN'T YOU? 


: Looking for the way to achieve that higher level of income? If you're 
^an international senior executive, over 40, and currently earning 
-< $100K« per year, we can assist you in attaining your goals. Resume 
. Broadcast International, will manage your career search with the 
_ personal contact necessary for success. Our committment is not 
| just 40 hours per week, but 24 hours a day, 365 days a year. Don't 
. wait another minute, 
| contact us and open the doors to opportunity today. 


Resume 
brogdcest t 
International 

















Resume Broadcast international 

P.O. Box 6930, San Diego, Califomia 92166, USA. 
Tal: 619 224 9257, Fax: 619 224 9268 

Email: 102224.3306 @ compuserve.com 









The European Commission is deconcentrating responsibility for the management of 
its development programmes to a number of its Delegations, including in Albania. 
The Delegation in Tirana is recruiting for the following positions. 


CONTRACTS OFFICERS 


A number of Contracts Officers are required to manage the tendering of works, 
“supplies and services for Commission-funded projects in Albania, and their 
eventual contracting. 















‘Experience 
With experience of development programmes - and preferably of EC procedures - 
successful candidates will have at least five years experience in contractual 
management. Experience of such work with an international or bilateral assistance 
programme would also be desirable. Languages: English necessary. 


FINANCIAL MANAGERS/AUDITORS 


CM One Finance Officer and a financial assistant are required to ensure the financial 
-— management of activities funded by the European Commission in Albania. 





























Experience 
| With experience of development programmes — and preferably of EC procedures ~ 
||. the Finance Officer will have at least five years experience, the assistant three 

years, in financial management. Experience of such work with an international or 
bilateral assistance programme would also be desirable. Languages: English 


necessary. 
TASK MANAGERS 


"dl. Three Task Managers are required to manage the implementation of programmes 
in the area of justice and home affairs, and of administrative capacity-building. 






| Experience 
^7 Successful candidates will have at least five years experience in the design and/or 
| management of development projects in the fields concerned, Experience of such 
TL work with an international or bilateral assistance programme would also be 
{f desirable. (Experience of EC procedures would also be helpful) Languages: 
English necessary; Albanian would be an asset. 


H Terms 
Successful applicants must be citizens of one of the Member States of the EU, with 
. a permanent residence in the EU. The contract is for one year, renewable twice for 
} a further year depending on operational requirements. Training will be provided, 
|. There is an initial three month trial/probationary period. 


Submission of applications 
Applications must include cover letter and curriculum vitae, and should be 
submitted to Mr Luigi Scagliola, Delegation of the European Commission, Rruga 
Donika Kastrioti Villa No. 42, Tirana (fax: +355 42 30752). Deadline: 30 August 
2002, There are likely to be interviews for shortlisted candidates. 
















—Readers are recommended | 
^y make appropriate enquiries and take Y 
appropriate. advice before sending money f- 
incurring ahy expense or entering into a binding- J 
commitniant in relation to an advertisement. The - 
Economist. Newspaper Limited shall not be. f 
liable to any person for loss or damage incurred 
or suffered às a result of his / her accepting or. 
offering to accept an invitation contained in any 
advertisement published in The Economist. 
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TOP Positions, Salaries & Benefits 

























The Levy Economics Institute is seeking an economist to lead and 
oversee its research programs. Strong record of research and - 
publications in macroeconomics and/or distribution of income. Salary 
commensurate with experience. 











Details at: http://www.levy.org/whatsnew/jobs.html Send CV and cover 
letter to: Director of Research Search, The Levy Economics Institute, 
P.O. Box 5000, Annandale-on-Hudson, NY 12504. E-mail: info? levy.org 
AA/EOE 










N International Water and Sanitation Centre 


IRC is an independent non-profit-organisation, working as an international 
knowledge centre in the field of drinking water supply, sanitation and related 
environmental issues in developing countries. 


The focus of IRC ts on: 

1) providing improved access to, and promoting the use of, knowledge among sector 
institutions and stakeholders 

2) the building of capacity of Resource Centres for the Water and Environmental 
Sanitation (W&ES) sector in developing countries and countries in transition. 


IRC's ambitions are to become: 

«A leading knowledge broker in the W&ES sector, with an accessible client 
responsive multi-lingual data base; 

* A leading low cost publishing and dissemination house for the W&ES sector; 

* A leading facilitator of Resource Centres in developing nations. 


IRC is a professional organisation with some 40 dedicated staff and a network of 
partners in (mainly) developing countries. IRC is presently finalising an internal 
reorganisation process and is investigating the — possibilities for 


cooperation/integration with the proposed UNESCO-IHE institute in Delft, a move 
which would allow IRC to reach out to a much wider user group. To guide IRC's 
activities related to information and to realise its ambitions, IRC is currently seeking 
an inspiring and innovative 





Requirements: 

* Education at masters degree or comparable level in a relevant discipline 

e Relevant professional experience of more than 10 years preferably with 

experience in developing countries 

* Fluency in English and preferably command of one more language (French, 
.. Portuguese, Spanish) 

¢ Willingness to work and travel overseas regularly 

* Preferably in possession of an EU working permit 


IRC's offer: 

You will e offered a working week of 36 hours, good employee benefits, including 
iraining opportunities and a monthly gross salary of maximum €4,866 (BBRA scale 
13) depending on qualifications and experience. 


Interested. candidates are kindly requested to respond with a letter and curriculum  : 
vitae before 5 August to: IRC, Attn. Mr. Michel van Dongen, Controller, PO Box... 
2869, 2601 CW Delft, The Netherlands. You can also send your letter and CV by e- 
. .màil to dongen@ire.nl. For additional information please visit our website at 
“ob Bitpiwwware;nl or contact Mr. Jan Teun Visscher (Director), tel, ++3 115-2192939. 


E The Econom € 








TING HEALTH SYSTEMS 
. . AN KOSOVO 


TENDER FOR THE SUPPLY OF MEDICAL RECORDS 


; — Bernard Brunhes International, with headquarters in 89 Rue du Faubourg St Antoine, 75011 Paris, France, acting on T 
behalf of the European Agency for Reconstruction in Kosovo intends to award the following contract for: = 
* Supply of Medical Records KOS/AHS/020717/SU/IOT/012 (maximum 800,000.00 Euro) 
The individual tender dossier is available from Bernard Brunhes International — Activating Health Systems, Procurement © 
Team; Street KOPAONIKU 9 - Prishtina - KOSOVO. Contact persons: Besim Krasniqi and Arsim Aziri, Tel -381(0) 38- - 
.]|  948-694/695; E-mails: Besim.K sniqiGmedkos.org and Arsim.Aziri@medkos.org 
| Interested parties should indicate the title, identification number and maximum indicative value of the tender for which — 
they apply. AE MM S * 
The deadline for submission of the offers is 60 calendar days (16.00 h local time) after the date of publication of this - 
advertisement. The application should be submitted to the following address: 














Bernard Brunhes International 
Procurement Team 
To the attention of Besim Krasniqi and Arsim Aziri 
Street Kopaoniku No 9 
Prishtina, KOSOVO 





ire " MRE, BERNARD BRUNHES INTERNATIONAL 
Activating Health Systems in Kosovo ` "E | N l Kopaoniku N 9, Prishtina, Kosovo; tatkosovaihotmailcom ` 
An EU-funded project managed by the European Agency for Reconstruction phone + 381 38 548 694/ 695; fax + 381 38 548 697 








as UR ss Republic " Cyprus | | | 


~ Ministry of Communications and Works 










Concession Contract for the Re-Development of Larnaka Port 
The Ministry of Communication and Works (the “Ministry”), on behalf of the Government of the Republic of Cyprus (“the Government"), and advised by — 
PricewaterhouseCoopers, is initiating a tender process for the award of a concession contract to a suitable bidder (or consortium) for the re-development of -< 
Larnaka Port under a long term Design-Build-Finance-Operate style contract. 
Project scope | 


The Government's intention is to re-develop the existing port of Larnaka, transforming it into a major cruise passenger destination. This re-development will bec. 
undertaken as a public private partnership. GS 







. The re-development is likely to include the reconfiguration of the existing port infrastructure (to include a larger vessel turning circle and the realignment of i: 
. quays) and the development of the extensive land that is within the port boundaries. The concessionaire will be required to undertake the port and real estate... 
development, to manage the real estate, and to undertake the passenger and commercial port operations. The form of the real estate development will have to be. 
sistent with, and complementary to, the development of the port as a major cruise passenger destination. The Government is aiming to attract bidders with : 
.[ innovative re-development concepts and approaches, which will enable the Republic of Cyprus to maximise the project henefits and provide value for money. — 
| | Invitation to Pre-Qualify | | 
s]. The Ministry invites prospective parties, with port and real estate management experience, to apply to pre-qualify for the tender by completing an Invitation to 
p Submit Outline Proposal (ISOP questionnaire, available from the address given below. The ISOP is accompanied by a Preliminary Information Memorandum — 
spo CPIM”), which provides more information on the proposed project, the transaction structure and the procurement process. Completed ISOPs, must be received. . 
>F nolaterthan 09:00 AM on 29 November 2002. at the following address: e 
ioc Torsi 02075 $1905. President of the main Tender Board 
Treasury of the Republic 
| CY-1441 Nicosia, Cyprus 
Tel: +357 22 401010, Facsimile: +357 22 675580 
"E. Please reply to: 
The Permanent Secretary, Ministry of Communications and Works, 
28 Acheon Street, CY- 1424 Nicosia, Cyprus; 
Tel. Number: +357 22 800253, Fax Number: 4357 22 776272 


PRICEWATERHOUSE(COPERS 


o PricewaterhouseCoopers refers to the UK firm of PricewaterhouseCoopers and to the worldwide PricewaterhouseCoopers organisation, 
K firm of PricewaterhouseCoopers is authorised by the Institute of Chartered Accountants in England and Wales to carry on investment business. 
























VOLTA RIVER AUTHORITY 
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TRANSFORMER REINFORCEMENT PROJECT - 2002 


SUPPLY OF POWER TRANSFORMERS 
INVITATION TO BID 


.The Volta River Authority intends to procure power 


transformers from its own resource for the generation and 
transmission systems operations 


.The Volta River Authority now invites sealed bids from 


eligible bidders for the supply of power transformers 
including erection supervision of the following packages: 


Package 1: 161/14.4kV, 200MVA, OFAF Transformer -1 No. 

Package 2: 161/34.5kV, 50/66MVA, ONAN/ONAF 
Transformer - 3 Nos. 
69/34.95kV, 15/20MVA, ONAN/ONAF 
Transformer - 1 No. 


Bidders may bid for either one or both packages and each. 


package shall be considered independently. 


.Interested eligible bidders may inspect and obtain further 


information and copies of the bidding documents at the 
offices of: 


The Director, 

Engineering, Design & Construction (Akuse), 

Volta River Authority, 

P.O. Box MB 77, 

Accra, 

Ghana 

between the hours of 0900 hours to 1700 hours each working 
day from August 1st to September 6th, 2002. 


No bidding documents will be sold after 1700 hours on 
September 6th, 2002 


.A complete bidding document may be purchased by 


interested bidders upon payment of a non-refundable fee of 
US$1000.00 (or its equivalent amount in Ghanaian Cedis) or 
US$1050.00 including courier charges (or its equivalent 
amount in Ghanaian Cedis) 


. Bids must be delivered to: 


The Cafeteria Building, 
Volta River Authority, 


. 28th February Road, 


cw 


ME 





P.O. Box MB 77, 
Accra, Ghana 
on September 20th, 2002. 


No bids will be received after 1300 hours on September 
20th, 2002. 


„AH bids must be accompanied by a Bid Security in the 


amount of US$150,000 or the equivalent in a freely 
convertible currency for each package and shall be valid for 
180 days. In case the Bidder wishes to quote for both 


.. packages, only one bid security may be provided in the sum 
~ of US$300,000. 

.7.Bids will 
. representatives who choose to attend immediately after 
. closure of bidding at 1300 hours at: 

The Cafeteria Building 


be opened in the presence of bidders' 


Volta River Authority, 

28th February Road, 

P.O. Box MB 77, 

Accra, Ghana 

at 1300 hours on September 20th, 2002. 
CHIEF EXECUTIVE 








Offshore Corporations 


Banks, Trusts, Foundations | 


Bank A/Cs, Credit Cards 
SAL-MONEY. com 


olob yH-mones 
Fax: +3120- 5341. 40 )7 


www OLOB 


"COD! 


- “We Can Help” 


30 Years Experience in Immigration Matters 
The law firm of Somjen & Peterson 
_ http /Avww.somjen.com 
E mall: somfen(@somjen.com 
Suite 810, 1240 Bay Street, 
Toronto, Ontario, Canada, MSR 2A7 
Tel «6922 8083 Fax (416)922 4234 
000 MWe Can Help" 


3 pem Tee — 


all your offshore 
banking needs? 


IMMIGRATE TO CANADA 

































| At Citibank international 


Personal Bank, we have the 
services and the expertise to tailor 
individual solutions to meet your 


offshore banking needs. 
Talk to us. 


For more information, 
Visit us: 
www.ipb.citibank.com 


Call us: (65) 6328-8168 
Fax us: (65) 6328-8178 


Amemoerof mugo cítiba nk 


Require par ner wi 


Incorporated with Limiter Uabhity in the LLBA 


for joint venture/investment (portfolio 


building/trading) in London and South 
East property. 


To take advantage of current and future 
opportunities. 


Please contact Tel: +44 207 6026467 
Fax: 44 207 6026340 


Investments - 
Capital Appreciation! 


+3 exquisite purpose built 
apartments (2-3 Bed and 
penthouse 4 Bed) in very exclusive 
area in North west England where 
prices are spiralling. 
Formally valued at in excess 
£925000. 


PACKAGE SALE £830000 the lot! 


details 0771 584 2684. 


B Y CPA IN LONDON 


US/UK. tax return service and US/UK: dax. | : 


advice + full accounting services. Tor- us fo 


citizens and US 
living/working abroad. 
Serving individuals and corporations. 
L N. MOKHTAR FCA CPA 
Telephone (01273) 561195 


"green-card" holders. 6 


UNITED STATES 
PERMANENT RESIDENCY . 
120-180 days 
* EBS Investors Visa 
* Turn Key Operation 
WWW. EBSVISA. COM 


Offshore 
Free Book with Consultation 
Acquisitions 


Professional Standards 
& Excellence for more than 10 years 


1-310-376-3480 or 


Offshore Answers.com 





Lake Geneva & Alps 
Attractive. properties, overlooking views, 1 to f 
5 bedrooms, from SFr 250000. e to Non- 
Swiss citizens authorized. Leading company 
established in 1975. Experience. Discretion 

REVAC S.A. | 
52, Montbrillant, CH-1211 GENEVA 2 
Tel. ++41 22/734 15.40, Fax 734 12.20 
WWW. revac, net | 


| BUSINESS PROPERTY 
FOR SALE 


. Asuperb fourteen room estate with offices _ 


and parking facilities for up to twenty cars, — 
on 1,5 acres. of land in the Eastern regional | 
capital of Ghana, West Africa. 
Property currently accommodates exclusive 

award winning hotel, but suitable for use as 
an office complex, embassy residences, - 
hospital or educational setting. 


SALE PRICE: $850,000 
Expressions of interest to be directed to: 
Michael (London) 
Tel: (00 44) 7958. 478522 
Email: Michael & aidsalert.org.uk 
Web address: www. gh- -hotsale. net 
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The SCF Group, est. in 1989 provides full ranges of offshore services at what we believe are the 
most competitive rates currently available by a licensed professional firm. 






EST. 1 989 


BÉ onanan amii nnee 


LICENSED CO. 
] & TRUST MANAGEMENT 


DELAWARE (USA) 
CORPORATIONS z 
Spoin stg up Deleware Corpasations. General, Aiao, 
rrr Gare Coll or write for our FREE KIT! 


OFFSHORE COMPANIES 
* Ready made companies 
* Full corporate administration 
* Trade services (UC, shipping) 
* Banking/Accounting services 
* China business development services 
Contact Stella Ho for immediate services 

& company brochure 


NACS LTD 


Room 1108, Albion Plaza, 
2-6 Granville Road, T.S.T., 
Kowloon, Hong Kong 
E-mail: nacsinacs.com.hk 
Website: www. nacs.com Nk | 
Tel: (852) 2726 1223 Fax: (852) 2722 4373 


FINANCE 


48 hour approvals 
Minimum USS5 million 

























London WIR SAG, United Ki ngdom 
Tel: +44 (0) 20 76269678 
Fax: + 76369817 
e-mail: ec oOM-exp.com 


T AX-F REE 


Companies world-wide 








Formation and administration of 
companies, opening of bank accounts 
tel/faxémail forwarding service 





















80% LTV UNITED KINGDOM LONDON 
From 5% LAVECO Ltd. 
World-wide Tel.: +44-207-556-0900 











Fax: +44-207-5456-0910 
E-mail: london @laveco. com 


€ M——H— 


HUNGARY 
Tel: 436-1-217.96-81 
Fax: 436-1-217-44-14 
E-mail: hungary @laveco.com 


Keal estate lender 
Established 1960 
Hong Kong, Nassau, Sydney 
Fax or e-mail inquiries to 




























+1415 358 4774 Te. AANA aag 
+44 207 900 2808 Fax: +40-1-313-7177 





E-mail: romania@laveco.com 


guteretdee enn ashara tabelaro ANA AAAA AANEREN AA a D 


+61 2 9475 4424 
information(@euroasian.com 

| investors with a minimum 
Of USS100.000 can earn 

30% = annum 








«Xf US 

Tel: +357-4-636-919 
Fax: 4357-4-636-920 
E-mail: kn @laveco.com 








| Website: www Javeco. com 


oy 


ie 3m for iÁ 
someone else's jackpot? 


Protect your ‘wealth pane — 
Tty our online risk assessment calculator! 


| www, securesolutions. biz 
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90-100 Sydney St, Chelsea, 
London SWS GNJ. 
Tet: -- 44 (9) 20 7352 2274 
Fax: +44 a 20 7795 0016 








RON RB AY PIT rra P Na AN mre Sa LAY AARNE AH HURL ACE AAA 


LONDON: For immediate, friendly advice, please contact: 


Helen Harper LL. B (Hons), Dip. Law, AO! — Janson Lotery B.Sc (Hons) 
E-mail: helena?scigroup.com E-mail: janson@scigroup. com 
Charles Baker M.A. (Hons) 
E-mail: charles@scigroup.com 


Banking Specialists 
Offshore Company Formation 
Private Bank Acquisitions 
Bank Introductions 
Credit Enhancement 
2nd Citizenship Programs 
Diplomatic Introductions 

Tel: +44 (0)20 7958 9014 
Fax: +44 (0)20 7958 9383 pu 
Email: Info globalcapital.cc ga es 


| OFFSHORE COMPANIES 


PROTECTING ASSETS « SAFEGUARDING WEALTH i 


PURCHASE ON-LINE - 


offshore4business.com 


+44 it 75V 4 9902 


fi major e 








PUBLISH YOUR BOOK 
ALL SUBJECTS INVITED 
Write or send your manuscript to 


ATHENA PRESS 


QUEEN'S HOUSE, 2 HOLLY ROAD, 
TWICKENHAM TW1 4EG. UK. 
E-mail: reba dec aateie saa com 


OFFSHORE 
COMPANIES 


WEALTH PROTECTION 
AND TAX MANAGEMENT 


With over 25 years experience in 
facilitating offshore and international 
business, we deliver workable and cost 
effective solutions. 


Solutions for Expatriates 


* Trading or Ces nd internationally 





d Protecting your wealth 


e Setting upa y business « overseas 





Contact David Stevenson for an 
exploratory discussion or a copy of 
our FREE 110 page brochure 


T: +44 (1624) 818899 
F: +44 (1624) 811011 
E: business@ocra. com 


W: www. ocra. com 


ISO 9002 94 Certified « Credit cards accepted 


























financial indicators _ 


Overview 


America’s top central banker cheered fraz- 
zled investors. Alan Greenspan's testimony 
this week to both houses of Congress may 
have briefly halted the slide in equity prices. 
But even as he lamented the "infectious 


greed" behind America's corporate scandals, 


infectious fear continued to weigh on most 
big stockmarkets. America's Dow Jones In- 
dustrial Average fell by 3.1% over the week. 
European markets suffered even more: the 
FTSE Eurotop index of top 300 companies 
dropped by 5.6%. Britain's FTSE 100 index 
declined to its lowest level since 1996. 


Mr Greenspan declared that America’s recov- 


ery is on track. Indeed he raised the Federal 
Reserve's forecast of growth this year from 
2.5-3.0% to 3.5-3.75%. His remarks sug- 
gested that the Fed will continue to stay its 
hand on interest rates, which are at their 
lowest for 40 years. The latest figures on in- 
dustrial production appearto confirm Mr 
Greenspan's confidence about the recovery. 
Output rose for a sixth consecutive month, 
expanding by 0.2% in the year to June. The 
much-reviled high-tech sector grew by 
10.4% over the same period. 


The euro breached parity against the dollar 
forthe first time since February 2000. The 
dollar's trade-weighted value declined by 
0.9% over the week. 


Industrial production in the euro area fell by 
1.2% in the year to May, contracting by 2%in 


the Netherlands and by 1.596 in Italy. There 
are growing concerns in Europe that the 
strengthening euro may hit exports and 
weaken the economic recovery. 


The yen's recent strength againstthe dollar 
appears notto be hurting Japan's exporters 
yet. Japan's trade surplus rose to $76.3 bil- 
lion in the 12 months to May and its year-on- 
year current-account surplus increased for 
the eighth consecutive month, reaching 
$101.3 billion in the same period. 


In Britain, consumer-price inflation in June 
fell to just 1%. Excluding mortgage-interest 


payments, the inflation rate fell to 1.5%, the 


lowest on record. If it falls below this level, 
Sir Edward George, governor ofthe Bank of 
England, will have to write a letter to the 
Treasury explaining howthe Bank plans to 
bring inflation back to the target of 2.5% a 
year. Growth of average earnings rose from 
3.3% in the year to Aprilto 3.8% in the year 
to May. The number of people claiming un- 
employment benefit rosea little in June, but 
still remains below a million. 





Data on more countries are available to 
subscribers on www.economist.com 
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Output, demand and jobs 














% change on year ago 

The Economist poll Industrial Retail sales Unemployment 
GDP GDP forecasts production (volume) % rate 

igtr®  1year  . 2002 — 2003 ^ — 1 latest  — latest —  — latest — year ago 
Australia — — «36 +42 G1 +40 +39 +43 Q — «50 à — 65Jm $69. 
Austria —. £0.33 -06 Q1. +12 * 2.6 *35 Ap /— | * 0.2 Mar — 4.1 May 35. 
Belgium — — — £20 -03 m +14  *31 -25 My +18 Apr — 104 Junt 9.9. 
Britain —  — — £07 1101 417  *30 -19 My +54 May — 52 Mayt 4.9 
Canada — —— «60 4231.0 +32 +36 — —0- * 13 Ap — -*5.1 Ap — 7.5 Jun — 70 
Denmark — -— +14 +11 Q +16 +24 +25 My —w7: *15 Ap — 5.1 May 5-2 
France —— — +14 403 Q +14 +29 —  *0. May — *2.3 May — 9.1May 86. 
Germany +07 -12 0 +09 26  .-39 My — - 4.6 May — 9.8 Jund 9.3. 
Hay — /—-— *06 +01 01 +12 +28 4 -15 My —-12 Ap 9.0 Apr 9.5 
Japan — —  *57 -16 Q1 -0.4 +12 - 2.0 May — - 2.2 May — 54May 49. 
Netherlands +04 +03 Q1. +12 +28 &— —- 2.0 May — * 33 Ap à 2.5 Jun" 2.0 
Spain —— ^ *21 +20 Q +22 +33  —B—/-179My &^.)mna à 11.4 Mayff 10.6 
Sweden — .— * 11 +11 Q1 +17 +29 ^ U4^ -03 Am — * 49 May — 3.4 Ma! 3.5 
Switzerland +07 +02 0 +11  *23 ^ ^ -88 U  -24 My 2.5 dunt 16 
United States +61 «17 Q1 +28 +35 U^ * 0.2 Jun — — * 4.9 May — | 5.9 Jun — 4.6 
Euroarea — *09 +03 0 +12 +28 -12 My +01 Apr 83 Matt BO- 


*% change at an annual rate. ÍNot seasonally adjusted. tMar-May; claimant count rate 3.2% in May. SEU harmonised rate 8.3%, **Apr- 
Jun. 1 Revised series. 





Prices and wages 
% change on year ago 
The Economist poll 














Consumer prices consumer prices forecast Producer prices Wages/earnings 
ee ee, latest yearago — 2002  — 2003 . latest | year ago latest yearago 
Australia — «29 Qi +60 +27 +26 +05 m +52 +43 Q +56, 
Austria —  — * 17 An *28 +18  *17 -17 Jm +29  *24 May + 2.7 
Belgium — — *£0.9 Jun +29 — *19 . * 1.6 +24 Jun +09 +26 Q2 +26 
Britain — — — - *10 Jun +19 +21 +25 nil Ju +04  *38 May +45 
Canada —— + 10 May +39 +17 +22 -26 May +28  *28 Ap +15 
Denmark — — — £22 Xn +23 —*23  *21  -12 Jm +32 +40 Q1 *38 
France — +14 hn +21 +18 +15 -15 My +28 +39 M *43 
Germany +08 Jun +314 +15 +14 z145 Jun +31 +21 Ap *15 
Haly +22 Jn +30 +23 +20 -09 May +29 +23 Ap +26. 
Japan = -09 May -07 — -10 -04 -10 Jun +08 -0.5 May -01 
Netherlands — — *34 Jm +45 +36  *25  -07 Ap +62  *32 My *49 


195 of whom are women | 
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, 
Money and interest rates The Economist commodity price index 
































1995=100 
Money supply* Interest rates % p.a. (Jul 17th 2002) % change on 
% change on year ago 3-mth money market 2-year 10-year gov't bonds. corporate A a i E one 
ore Lee narrow broad — — latest — yearago — gov'tbonds ^ latest ^ yearago - bonds Bolarindex ^ ^ ^^^ YER 
Australia + 37 — 414.9 May ^ — 4.99 ^ 5.05 5.24 5.05 — 603  7,92$ Cua index 
Bibi —. «dl 1505 29 ^ 11 uo 496 — 509 60, Atem  — 725 732 736 +56 «46 
Canada — «136 555 May — 284 — 112 — aso 538 — s74 109 Food 739 745 761 «104 € 67 
Denmark — «74 «83 My 366 493 435 508 — 523 — gusta 
Japan — +32.1. 3.4 Jun 0.03 0.01 — 002 126 — 195 — 134 M: (M D LUIS TE cop s Dh 
Sweden — «25 (73 Aap 420 430 143758 . (5.28 5.5 531 „Nfa! ^ 725 730 706  -26 «33 
< Switzerland «85 443 Jun 11 ^ 323 128 ^ 301. 338 23. M. S eg 699 509 003 
United States «56 +72 tun — 174 — 359  — 259 466 — 509 57; Sterling index | 
UND i10 18 Wy 4l 448 388 4:0 494 ggg Mim — 767 746 733. - 01 - 68 
* Narrow: M1 except Britain and Sweden MO, broad: M2 or M3 except Britain M4, I Germany for bonds. {New series, Benchmarks: US 30-year sur oes 
9.45%, Japan No.240 1.27%. Central bank rates: US fed funds 1.75%, ECB refinancing 3.25%, BOJ overnight call 0.001%, BOE repo 4.00%. All items PNE: 96.7 96.9 í 3 5.8  - 09 -119 
Sources; Commerzbank, Danske Bank, J.P, Morgan Chase, Royal Bank of Canada, Stockholmsbörsen, UBS Warburg, DRI-WEFA, Westpac, Yen index 
Thomson Datastream. Rates cannot be construed as banks’ offers. All items 92.7 920 90.7 -1.8 d 
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Stockmarkets 


Market indices 
Ub change on N 
o 2002 o one record Dec 31st 2001 
Jul 17th high low week high in local in$ 
currency — terms 
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mitedStates (DJIA) — — 85425  10,635.3 84731 ^ - 31 -271 -148 -148 
) 9000 11725 ^ 9009 - 16 -407 -2.1 -21 

P) 1397.3 2,0594 13460 ^ * 38 -723 -284 -28.4 

e 385 — 12797 — 9108 — - $6 " -432 — -232 131 

E Ebloc 100)* — 8378 11251 ^ ^ 8080 ^ - 51 -460 -24] -148 

ng 8428 10044 ^ 8327]  - 23 -418 na — -160 

494.1 495.7 430.3 44 0.3 na «12.4 


“In euro terms, Morgan Stanley Capital International index includes individual markets listed above plus eight others, in dollar terms, 
tsalomon Smith Barney World Government Bond Index, total return, in $ terms. 


Trade, exchange rates and budgets 
































Trade balance*, $bn : Current account Exchange rate __ Currency units TT Budget 

latest 12 $bn The Economist poll trade-weighted | per per per per balance 

months latest 12 mths % of GDP, forecast Jul 17th year ago $ £ euro — Y100 % of GDP 

TE Cu E a oa tn o 2U th. yearago  ć  ć DNE 2002: 
eus E LLL Lh d L1 0385. md mo — I 194 284 183 156 ^ 01 
Austria — — RES UAM o o 5 25 AN 900. 20... 101.0 — 100.0 — — 0.99 — 115 — 155 - 085 ^ ^ -03 
Bellum — — 130 May — — * 120 Ue — £50 — $453 — 1004 — 986 — 0.99 — 115 ^ 1.55 WM ANERELON 
alea eos 080 A. 0902 01, os 5015. 104.8 — 1063 — 064 — 071 —  - 0.64 055 08 
SMS 15028 MIL 1 A Ol $02 7 4930 108 IBS ooo LA 198. AL 159. 139. — — 10 
Denmark — — To My o6 95 My 59 - 19. 1085. 1053-4 7.38 — 855 ^ 116 7.43 634 22 
Frame — —  * 85 May — — «262 May — « AB SM o oOo 13.3 101.1  — 0.99 — 115 à— 155 ^ - 085 —  -20 
Germany —  *965 May — — *198 May = «11 edd ye ,981. co OF I 155 a “2.8 
Italy —— t sl uucetcule ML LATI . (mL T. 03 099 19 1 55 01 085 0 -14 
Japam — —— . + 763 May — — — 41013 My +27 +27 — aL, . D69 00... 194... 182. 17... -— — 0. 
eee gt ON ee ee 941. — 95 Wu O99 . 115. 0155. — = ORR - 0.1 
Spain = 36.8 Ape 18 aw oaz -ig O 753 739 099215 55  - 085  -03. 
Sweden 5166 May + B4 May 15302 — 133... 364 . 72 9.24 106 — 145 9.31 794 21 
Switzerland —  « 23 My ^ . +257 01 +98 +101 — 1148 — 1090 — 1.45 —— 1273 2.8 146 1.25 č ma 
United States — -4232 Ap — ^ -398.1 ài — - 43  - 4&6 M10 12033  — — — - -...L9 101 086 -10 
Euro area + 65.5 Apr + 16.0 Apr * 0.4 + 0.5 82.6 77.7 0.99 1.15 1.55 - 0.85 -1.5 
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“Merchandise, Australia, Britain, France, Canada, Japan and United States imports fob, exports fob. All others 
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Emerging-market indicators 









































Overview 
Economy 
China's economy continues to do well, at % change on year ago Latest 12 months, $bn Foreign 
least on official figures. GDP grew by the usual “Epp industrial Consumer iade Current. reserves" 
8% in the year to the second quarter. Con- production prices balance account $bn, latest 
sumer prices fell by 0.8% inthe yearto June. China +80 a +124 un -0.8 Jm 427.9 3m — $212 > 20018 — 237.2 Apr 
Hong Kong - 09 m 11.6 a - 3.1 May — -88 My 416.5 m — 1124 un 
Singapore’seconomicrecoverycontinuesto India 7 M- +3.8 May +47. May ~ 5.7 May +14 01 547 Jun 
gather strength. GDP grew by 3.2% in the indonesia. — . i. 25 Wd o4 Q +15 an 326.9 My t7. 3 wo 9 May 
year to the second quarter. EN a a FSK NNMETUON PO E N 
Philippines + 3.8 Q1 +17.0 Apr * 3.0 Jun 2.3 Ap + 5.2 Mar 14.1 Jun 
IndustrialoutputinIndiaroseby3.8"bin Singapore lu Dm oa — 28d ee) eee 
theyearto May. South Korea — «57 a +77 My — +26 3m 8] 3m +59 My — 109.6 May 
Taiwan «09 Q0 +10.1 May + 0.1 Jun +18.6 Jun 422.0 M 148.2 Jun 
Consumer-priceinflation in South Africa nued 777/09 4 — 7484 du. a day. £655. hay 34.5 May 
rose by a faster-than-expected 8.9% in the Argentina -163 Q1 -12.8 Jun 428.4 Jun 11.8 May nil ai 10.2 May 
yearto June. In the year to June, inflation Brazit OT a Čč 109 We . ia wi. 453 Jua -19.0 May 32.9 May 
rose to 6.6% in Israel, from 5.5% in May. chile 215 m — -38 My — *20 don — 23 Ae  -10 t 150 My 
Colombia + 0.5 qm +78 Ay +63 Jn — +06 Mr -14 m 103 Mw. 
Mexico — —— -20 0m ÁX9k802 +49 Jn — — -9.2 My — -16.8 Q1 — 44.9 May 
Peru — — + 4,3 May + 8.6 Ap —— - O2 Imo o -0,1 Ap  -10 Q —— 8.7 My 
Venezuela -42 M -20.0 Mar 419.6 Jun «80 01 +18 Q1 6.7 Apr 
Egypt —— 10. & 49 20t € 7.8 2001 — * 2.7 Apr ~ 8.4 Mar - 0.1 mq 126 Me. 
jus — -42 d —-35 Mr  *66 m ..-04 a. —23 Gt PAB an. 
South Africa +21 m ——-*68 my +489 Xn —— 1. *38 May -01 0 0 59 My 
Turkey +23 Q0 411.0 May 442.6 Jun - 8.9 Ap 2.6 Apr 22.0 May 
Czech Republic — 425 Q1 +51 My — * 12 Xe — -25 My -24 m — 212 m 
Hungary — — — £29 0 ——- -0.7 My — *4B don = 24 May — - 18 May — 102 mn 
Poland + 0.5 m +22 Xn — *16 3m _ -10.8 my -7.1 My — ?B2 un 
Russia +37 a1 + 4.4 Jun +14.9 Jun +43.4 May +31.2 M 39.8 Jun 


*Excluding gold, except Singapore; IMF definition. lYear ending June. SEconomist Intelligence Unit estimate. 
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Financial markets 
Currency units Interest rates — Stockmarkets % change on 
per $ per£ short-term Jul 17th Dec 31st 2001 

Jul17th yearago — Jul 17th % p.a. one in local in $ 
week curren terms 
China — à 828 .— 828 D 130 — 0. na — 1775.6 — |. nl + 37 * 37 
Hong Kong — 7.80 . 780 /— 122 | 181 ^ 103351 . . -42  - 93 - 93 
Inda — 468  — 4.2 764 A. STR . Sel &—:. C cnccc ED. 
Indonesia 8,965 — 11,275 — 14,0045  . 15.66 .—à 1 €' 479.4 —  *96 — £223 — *419 
Malaysia — — : 3.80 — 3.80 ^ 5.95 325 oo 731.200 -16 „+ 50 + 50 
Philippines — — 50.4 1. 543. 789 . OO o o 11553. 405 . 7 09. 0t E. 
Singapore — 8 DLE 183 ^ 272 075 à. 15833 &«— —30 — - 25  * 35. 
South Korea 1,162 ^. 1,307 — 1,820 Á— 495 — 77153 -29 ^ *112 + 257 
Taiwan — — 32.8 35.0 3: 14 2.30 à 52508 &^ 90-02 4017 54 eed + 09 
Thailand 40.5 45.8 63.5 2.06 394.3 -2.1 + 29,8 + 41.6 
Argentina 350 — 100 — 548 — 4500 — 353 -25 2.1 -61T 
Brazil — — — 2.89 2.46 & 495? MENÉ. 18.40 — 107754.6 ^; +19  — -208 .-: ~ 36.6 
Chile ^ 693 655 1086 4743.2 -22 - 121  -162 
Colombia 2,528 — 2,98 3,960 816 12118 -07  *137  * 24 
Mexico — 963 9.3 191 724 64023 *05 —«* 05  - &4 
Eu 7 cy 14 - 59 — 304 -- 119]. (99. 5005 0 
Venezuela 1,316 724 2,061 33.96 7,181.9 -0.3 + 9.3 ~ 37,1 
Egypt 463 395 706 7A 55754 +55 + 5] + 4A 
Israel 466 421. 7.30 640 301 »23  - 112  -215 
South Africa 10.1 821 159 1205  — 102844 — -03 — - 15 +164 
Turkey 1,641,750 1,369,500 2,571,966 44,00 10,523.7 +18.0 - 23.6 - 32.3 
Czech Republic — 29.5. 389 — — s B2. 198. 4285... 13. 5 ee 
Hungary 244 285 382 9.5 7,459.2 -1] + &6 +178 
Poland —— 409 . 421 . 641 888 139161  — -05 — 0 (ml -35 
Russia — o 316 293 495 2300 37666  -37 +499 +448 
EMF (MSCI)* — 100 à 100 457 à | mao 3254. ie OS NO e e 
EMBI«T 1.00 1.00 1.57 na 203.7 «0.9 na + 17 


*Emerging Mkts Free. T3.P. Morgan Chase's Emerging Mkts Bond Index Plus. tin $ terms. $ Jul 16th. 


Sources: National statisticsoffices, central banks and stock exchanges; Thomson Datastream; Economist Intelligence Unit; Reuters; UBS War 
burg; J.P Morgan Chase; Hong Kong Monetary Authority; Centre for Monitoring Indian Economy; FIEL; EFG-Hermes: Bank Leumi Le-Israel 
Standard Bank Group; Garanti Bank; Deutsche Bank; Russian Economic Trends. 
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Data on more countries are available to subscribers on www.economist.com 
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Global Corporate Achievement Awards 2002 


Economist Intelligence Unit 
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Which companies have thrived despite global turbulence? 
Which have adapted successfully to rapid change? 


What strengths make them models of achievement? 


To recognise companies that have prospered in difficult condi- 
tions, the Economist Intelligence Unit is launching the Global 
Corporate Achievement Awards, organised in association with 
Cap Gemini Ernst & Young, Oracle, SG and Heidrick & Struggles. 










Nominate your choice 


Is your company a model of achievement? Is there a 
company you particularly admire? Consult our criteria and 
submit your nomination at www.eiu.com/awards. 

The deadline is August 9th. 


Our panel of experts includes some of the world's top corporate 
leaders and best business thinkers. The winners they select will be 
profiled in case studies and honoured at awards ceremonies. 
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* The world this week 


Politics 





Israel bombed a residential 
area in Gaza city, killing Salah 
Shehada, Hamas's military 
leader, plus 14 other people, 
including nine children. Ariel 
Sharon called the operation a 
great success, though regret- 
ting the innocent casualties, 
but some members of his gov- 
ernment admitted to a mis- 
take. Outsiders, generally, 
deplored the action and the 
Palestinian military factions 
vowed revenge. 


The Sudanese government 
and the Sudan People's Libera- 
tion Army agreed to a frame- 
work for ending their long 
civil war. The deal involves 
sharing power over a six-year 
transitional period, after 
which southern Sudan would 
vote on self-determination. 
The details are to be worked 
out at a further meeting next 
month. 


Congo and Rwanda also 
struck a deal to end fighting in 
eastern Congo. But the deal's 
success still depends heavily 
on the UN being able to re- 
move the causes of conflict. 


Fighting between rival Somali 
warlords in Mogadishu killed 
at least 16 people. Tension is 
high ahead of forthcoming 
peace talks to take place in 
Kenya. 


War on drugs 

Republicans and Democrats 
blocked each other's plans in 
the American Senate to help 
the elderly pay for prescrip- 
tion drugs. A temporary mea- 
sure may still emerge but 
reform must wait until after 
the mid-term elections, in 
which prescription drugs will 
be a big issue. 





Bowing to pressure from anti- 
abortion Republicans, the 
State Department diverted a 
$34m contribution earmarked 
for the UN's Family and Popu- 
lation Fund to the depart- 
ment's own Agency for 
International Development. 


The House of Representatives 
voted to expel James Traficant 
from Congress; the Democrat 
was convicted on bribery 
and racketeering charges in 
April. He is only the second 
congressman to be chucked 
out since the civil war. 


Li 
- 
* R p 
vd 


Governor Gray Davis signed a 
law to restrict the emissions of 
carbon dioxide and other 
greenhouse gases from cars 
and trucks in California from 
2009. California is the only 
state empowered to set its 
own pollution standards. 





Montevideo nasty 

Uruguay's dire economic cri- 
sis deepened: the tiny coun- 
try's reserves fell sharply to 
less than a third of their value 
at the start of the year. Presi- 
dent Jorge Batlle was forced by 
panicking coalition leaders to 
sack his finance minister, AI- 
berto Bension. 


The fortunes of Ciro Gomes, a 
candidate for Brazil's presi- 
dency and a former finance 
minister, rose: his poll rating 
surged to 21%, surpassed only 
by the left-wing candidate, 
Luiz Inacio Lula da Silva. Fi- 
nancial markets were unim- 
pressed and the real slumped 
to an all-time low. 


An official report revealed that 
Over 200,000 people in rural 
Peru were pressured into be- 
ing sterilised by the govern- 
ment of Alberto Fujimori, a 
former president. 


Greek round-up 

Greek police arrested ten foot- 
soldiers of the November 17 
terrorist group and its alleged 
intellectual leader, a French- 
educated professor. But, seem- 
ingly, no high-ups among the 
gunmen themselves. 


Poland’s cabinet endorsed a 
plan by its new finance minis- 
ter, Grzegorz Kolodko, to write 
off arrears owed by ailing 
companies to the state, in re- 
turn for a 15% "restructuring 
payment”. The aim: to restart 
its economy, now stagnating 
with 17% unemployment. 


A new coalition government 
took office in the Nether- 
lands, led by Jan Peter Balken- 
ende, a Christian Democrat. A 
Fortuynist got the ministry 
responsible for immigrants, a 
Liberal that of finance. 


Britain's government pro- 
posed a huge increase of air- 
port capacity, and possibly 
an entire new airport, in 
southern England. Stand by 
for a huge new row over that 
crowded area's environment. 


Italy's President Carlo Azeglio 
Ciampi sent parliament a mes- 
sage calling for a new law to 
guarantee plurality of media 
ownership. It was counter- 
signed by its obvious target, 
the prime minister and media 
tycoon Silvio Berlusconi. 





The Anglican church world- 
wide got a new head—pro- 
posed by Britain's prime 
minister and appointed by its 
queen. Rowan Williams, a 
progressive in church and so- 
cial terms, is to be the new 
Archbishop of Canterbury. 


Spain withdrew its soldiers 
from disputed Perejil island 
and agreed with Morocco that 
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neither side would send more 
there. 


Kashmir simmers 

Rejecting Pakistan’s claims 
that rebel incursions have 
ended, India blamed its neigh- 
bour for guerrilla attacks in In- 
dian-controlled Kashmir 
which killed four and left 30 
injured. The American secre- 
tary of state, Colin Powell, is 
due to visit the region this 
weekend. 


Vietnam’s National Assembly 
voted to retain the state presi- 
dent, Tran Duc Luong, and re- 
formist prime minister, Phan 
Van Khai. The assembly’s 
chairman, Nguyen Van An, 
was also re-elected. 


The government imposed a 
ceasefire after fighting broke 
out in western Afghanistan 
between ethnic Pushtun and 
Tajik gunmen in the province 
of Herat, killing at least 12. 





Abdul Kalam, a former rocket 
scientist and also a Muslim, 
was sworn in as India’s 12th 
president. 


Torrential monsoon rains 
have caused flooding and 
landslides in Nepal and 
India, killing more than 100 
and leaving at least half a mil- 
lion homeless. 


India’s minister for human re- 
sources strongly objected 
when his country, the world’s 
largest democracy, was 
ranked 124th out of 173 coun- 
tries in the latest UN Human 
Development Report. He said 
the report might have been 
based on purely material de- 
velopment, ignoring spiritual 
happiness and intellectual ad- 
vances. The 27 least-devel- 
oped countries are all in 
Africa, the report said. 
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Despite reassuring utterances 
from President George Bush 
on the health of America’s 
economy and words of sup- 
posed comfort from Paul 
O'Neill, the treasury secretary, 
American stockmarkets fell 
before rallying strongly mid- 
week, Stockmarkets around 
the world followed suit. 


End of the WorldCom? 
WorldCom secured the du- 
bious honour of becoming the 
biggest-ever corporate bank- 
ruptcy. The American tele- 
coms company, under 
investigation for an account- 
ing scandal that overstated 
profits to the tune of $3.9 bil- 
lion, filed for Chapter 11 bank- 
ruptcy protection but 
promised customers that its 
services would be unaffected. 


AOL Time Warner admitted 
that the SEC was probing its 
accounting practices over the 
past few years. The group also 
reported its first quarterly net 
profit since its merger. Earlier 
it had shed an architect of the 
merger, Bob Pittman, from his 
job as chief operating officer. 


J.P. Morgan Chase and Citi- 
group became further em- 
broiled in the Enron scandal. 
Shares in the two banks 
plunged after congressional in- 
vestigators found that their 
|. "active participation" had as- 
sisted Enron's financial 
manipulations. Both banks in- 
sist that they did nothing ille- 
gal and their shares later 
rallied. 


. John Rigas, two of his sons 

- and two other former execu- 

tives were arrested in connec- 

. tion with a massive fraud at 

. Adelphia Communications, 
the cable company Mr Rigas. 






founded. They are accused of 
using the now-bankrupt Adel- 
phia as a “personal piggy 
bank”. The Rigas family used 
some of the ill-gotten funds to 
build their own golf course. 


The two houses of Congress 
agreed on a corporate and ac- 
counting reform bill that 
broadly followed the tougher 
Senate version proposed by 
Paul Sarbanes. George Bush 
promised to sign the bill 
swiftly. 


Call charges 

AT&T announced losses of 
$12.7 billion for the second 
quarter. The American phone 
company took a charge of 
$13.1 billion to match the 
plummeting value of assets at 
the same time as revenues fell. 
The only good cheer: a chance 
to pick up customers fleeing 
from WorldCom. 


Losses at Lucent Technol- 
ogies amounted to $7.9 billion 
in the quarter, after a charge of 
$5.8 billion related to a change 
in accounting rules for de- 
ferred tax. Spending on tele- 
coms equipment has failed to 
pick up. Lucent said it would 
have to get rid of 7,000 em- 
ployees, some 13*6 of the total. 


Jean-René Fourtou, new boss 
of Vivendi Universal, an- 
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nounced plans to reduce the 
company’s mountainous 
debts. A break up of Canal 
Plus and a sell-off of its inter- 
national operations should 
raise some $2 billion. Mr Four- 
tou promised further “signifi- 
cant asset sales” to revive 
Vivendi's flagging fortunes. 


Cruise control 

The sea battle between the 
world's three biggest cruise 
lines steamed ahead. A deci- 
sion by the European Com- 
mission to permit a $5.5 
billion takeover of Britain's 
P&O Princess by America's 
Carnival was strongly criti- 
cised by America's Royal Ca- 
ribbean Cruises, a suitor 
with a smaller offer on the ta- 
ble. American regulators have 
yet to opine on the merits of 
the two offers. 


Amazon joined the trickle of 
companies that will volunta- 
rily treat stock options as ex- 
penses on their profit-and-loss 
accounts. The online retailer 
also announced that it had cut 
losses in the latest quarter by 
44% over a year ago, to $94m. 


Diageo appeared near success 
in the slow task of selling its 
Burger King fast-food chain. 
The sale will probably be to a 
group headed by Texas Pacific, 
an American private-equity 
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firm, for some $2 billion, after 2 
rival bidders fell away. 


The Hershey foundation is 

considering a public auction 
of Hershey Foods, America's 
biggest confectioner, which it - 
controls. A sale requires board 
approval. Possible buyers in- 
clude Unilever, Nestlé or Cad- 
bury Schweppes. 


Aegon, a Dutch insurer, issied- 
a profits warning that sent its . 
shares down by 18%. The com- 
pany blamed falling stock- _ 
markets, bond defaults and a 
falling dollar. European insur- . 
ers with similar problems also = 
suffered. Aegon also report = = 
edly expressed interest in buy- 

ing 50% of Sony’s Japanese 
life-insurance business for up 

to ¥100 billion ($860m). 





David Komansky is to step 
down as chairman and chief 
executive of Merrill Lynch, a 
year early. Stan O’Neal will 
take over both roles at the in- 
vestment bank. 


Pursuing its plan to become 
an international oil major, 
Brazil’s Petrobras launched a 
$1.1 billion bid for a control- 
ling stake in Perez Companc, 
an Argentine energy group. 
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Open sesame 


Communist North Korea appears to have taken its first small step towards a market system 


IS wholly characteristic of 
the world’s most secretive 
state that it has marked what is 
potentially the biggest shift in its 
political history with complete 
official silence. Yet the evidence 
is compelling. As our visiting 
correspondent reports from 
Pyongyang (see pages 24-26), on July 1st North Korea began 
what looks very like an attempt to move wages and prices 
from a workers’-paradisiacal near-zero to something more 
closely aligned with market levels. The price of rice, for in- 
stance, has leapt 400-fold since the beginning of the month— 
though it was in effect free before. Diesel is up 40-fold; electric- 
ity 60-fold. People are starting to have to pay rent. Wages have 
risen sharply, too, by perhaps a factor of 20. 

What, though, does all this mean? Since these Striking 
events have gone entirely unremarked in North Korea’s official 
media-the big news this week being a request from an “un- 
converted long-term prisoner" that Chairman Kim Jong Il 
choose a name for his baby daughter—and since foreigners are 
hardly ever permitted to visit the Hermit Kingdom and are 
tightly circumscribed when they do, it is not at all easy to say. 
But it would surely be premature to say that the world's last 
Stalinist state has embraced Adam Smith. There is more to a 
market system than merely adjusting prices to more sensible 
levels. And the fact remains that even after the increases, that 
litre of diesel still costs about 80 cents at the official exchange 
rate, or more realistically o.8 cents at the (black) market one. 

Will there be continued progress towards allowing the mar- 
ket actually to determine prices rather than just influence bu- 
reaucrats a bit? Will the state allow the supply side of the econ- 
omy to grow-to take the most necessary instance, by 
expanding the still-tiny farmers' markets which allow the sale, 
at market prices, of privately grown produce? If not, unleash- 
ing demand will simply fuel appalling inflation. Will other 
forms of private enterprise, currently non-existent, be permit- 
ted? To be honest, no one knows. 

Even without knowing, though, it is still possible to hope. 
The changes—one hesitates to call them reforms as yet—do at 
least imply that North Korea's leaders realise that they face a 
serious problem, and understand, however dimly, that the 
solution must have something to do with markets. Other en- 
couraging signs include the limited opening of the country to 
foreign businesses—and even the appearance of the first-ever 
North Korean internet café, with a mobile phone network sup- 
posedly soon to come. It used to be an offence in North Korea 
to own a short-wave radio. 

This change has a precedent, of a kind. The conversion of 
China from a form of communism every bit as austere as 
North Korea's state ideology of juche (self-reliance) to its 
present economic state of near-capitalism likewise began in 
1978 with tentative steps in the field of basic commodities. In 
China, though, Deng Xiaoping realised from the start that the 
supply side was what mattered, and so made large tracts of 
land available to private farmers. If he is wise, Mr Kim, the 





“peerless leader", might reflect that 25 years on, the embrace of 
capitalist techniques has yet to result in the overthrow of 
China's Communists, whereas Romania's Ceaucescu, who es- 
chewed economic reform, was shot. 


Trust, but verify 

North Korea's small experiments, therefore, deserve a warm 
welcome. But that should not allow the world to close its eyes 
to the character of the regime in Pyongyang. North Korea re- 
mains one of the world's most dangerous countries, with the 
world's third-largest army, large supplies of sarin gas and the 
smallpox virus, advanced missile technology (which it readily 
exports to dubious buyers in return for badly needed hard cur- 
rency), and, in all likelihood, a supply of plutonium. Its politi- 
cal culture is deeply imbued with antagonism towards Amer- 
ica, Japan and South Korea, and most of its huge army is 
within shelling distance of Seoul, the South's capital. Engage 
with North Korea by all means—and since 2000, American 
companies have been free to do business there, while most 
European countries now have diplomatic relations with 
Pyongyang-but the pressure must not be eased until these 
problems have been addressed. 

For 18 months now, dialogue between the United States 
and North Korea has been more or less on hold, though a rela- 
tively junior American official has met North Korean dele- 
gates. The North Koreans blame the hostility of George Bush, 
as evidenced by their country's inclusion in the president's 
"axis of evil". The Americans blame North Korean unwilling- 
ness to take up Mr Bush's offer of talks. A senior State Depart- 
ment official, James Kelly, had been due to visit early in July, 
but it was never made clear whom he would see, and the talks 
were anyway called off (by the Americans) following a naval 
clash in June between North and South Korea. Encouragingly, 
the North this week expressed "regret" over the clash. But 
though it is important that these talks restart as soon as possi- 
ble, this will be worth doing only if North Korea agrees to dis- 
cuss the full range of issues that cause alarm. 

Mr Bush's Korea policy has been much criticised. But the 
Clinton approach that preceded it was flawed. It centred only 
on the question of missile proliferation, and did not manage to 
get close to putting in place an effective verification system for 
the planned deal. Mr Bush is right to insist that establishing 
what happened to North Korea's plutonium in the 1990s, and 
agreeing confidence-building measures for the vast conven- 
tional military deployments along the “demilitarised” zone, 
matter just as much if relations between America and North 
Korea are ever to be normalised. 

Engage, then, but never fight shy of tackling the difficult is- 
sues. Does that sound familiar? It is, more or less, the policy 
that America has adopted towards China in recent years—pro- 
moting investment and all kinds of exchanges, while talking 
tough aboutrockets, nukes and human rights; and insisting on 
firm, verifiable agreements, whether they be the rules of the 
World Trade Organisation or of the Missile Technology Con- 
trol Regime. That formula, which this paper once dubbed 
"constrainment", may soon be right for North Korea. m 
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The travails of George Bush 
It’s the economy, boss 
y, 


George Bush is losing control of the American political agenda 


AN it really be happening 

again? A decade ago, 
George Bush senior let a seem- 
ingly simple re-election slip out 
of his grasp, as economic pro- 
blems and a perception that the 
president was out of touch ob- 
scured his triumphs abroad. 
Now the son for whom that defeat was a cataclysmic experi- 
ence also appears to be drifting, as the war against terrorism 
has given way to corporate scandals, falling stockmarkets and 
the idea that a rich Republican presidentis out of touch. 

George Bush junior is not in as bad a fix as his father was— 
not least because he does not face re-election for another two- 
and-a-half years. But he is still in a fix. The man who promised 
to clean up Washington, pc, now finds his press conferences 
dominated by corporate shenanigans at Harken Energy 
(where he was a director) and Halliburton (where Dick Che- 
ney was boss). His reaction to America’s “crisis of capitalism” 
has been derided as meek. His attempt to calm the stockmark- 
ets has failed. His huge tax cut has helped push the govern- 
ment into deficit. Abroad, his allies have sniped at Mr Bush 
about his policies towards Afghanistan, Arafat and agriculture 
(just to name things beginning with A). 

The Democrats now talk confidently of taking back the 
House of Representatives in the November mid-term elec- 
tions, giving them control of Congress (see page 31). It would 
be foolish to be certain of this: the Republicans might, for in- 
stance, lose the House but regain control of the Senate, where 
local personalities matter more. But the fact that voters will re- 
ceive their ravaged 401(k) pension statements in October will 
not help Mr Bush's troops. 

Even without a Democratic Congress, the legislative 
agenda seems to be slipping away from the conservative 
ideals he once trumpeted. All the current proposals seem to be 
about increasing the scope of government. Of course, some of 
the new bureaucracy stems from security measures; but the 
shift to bigger government ranges from prescription drugs to 
farmers. The notion of Mr Bush now steering through any- 
thing with the scope of his tax cut or his education bill seems 
remote. All in all, the impression is of a presidency on the de- 
fensive—and considerably smaller than it once seemed. 

This unflattering image is partly a trick of perspective. Back 
when Mr Bush began his presidency, the idea that he might 
lose control of Congress in the mid-term elections was close to 
accepted wisdom. Presidents tend to get clobbered after a cou- 
ple of years; Ronald Reagan bounced back emphatically from 
a poor result in 1986, Bill Clinton from a catastrophe in 1994. 
Only a year ago, Mr Bush was in a pickle, after the defection of 
Senator Jim Jeffords handed the upper chamber to the Demo- 
crats. Step back a little, and the “extraordinary” part of Mr 
Bush's presidency is not the current downturn in his political 
fortunes, but the surge that occurred after September 11th. And 
he still keeps a bit of that shine: even now, his approval ratings 
remain comfortably positive. Imagine, just for the sake of ar- 
gument, that the economy were to keep growing and Mr Bush 





were to depose Saddam Hussein by next summer. In that case, 
he could well romp to victory in 2004. 

That is possible. Yet Mr Bush would be foolish to take too 
much comfort, for two reasons. First, politics is about momen- 
tum, and for the moment he is rolling downhill. Though it is 
easy to imagine him recovering triumphantly from his current 
predicament, it could also get worse. The economy could fol- 
low the stockmarket (see page 60). The probes into Mr Bush's 
and Mr Cheney's past could turn up something nasty. The war 
against Iraq could go badly, or it could be delayed by events in 
the Middle East, where his current peace “plan” looks ever less 
adequate. And, second, his current poor showing is not just a 
matter of political spin; it reflects real disappointments. 


The disappearing presidency 

The Economist endorsed Mr Bush two years ago, and we have 
given strong support to America's war against terrorism. After 
September 11th, he proved a brave leader, sometimes magnifi- 
cently patient and determined, surpassing this newspaper's 
expectations of how he might handle such a crisis. But there 
have also been disappointments. His economic policy has too 
often been amateurish and rigid. His fiscal policy still seems to 
be based on making his gigantic tax cut permanent after 2010 
rather than worrying about stimulus now. His trade policy— 
notably his steel tariffs and farm subsidies—has been discou- 
raging. Abroad, his foreign-policy successes have been under- 
mined by a needlessly self-centred strain: allies have been 
pointlessly antagonised, domestic lobby groups cravenly in- 
dulged (the UN was the target, this week, again—see page 33). 

From this perspective, “gridlock”, with different parties in 
charge of the Congress and White House, might not be bad for 
America. A Democratic Congress might enlighten a few of his 
more blinkered urges in foreign policy and may even bring his 
economic policy into line—though it would be unlikely to help 
on trade. In a perfect world, Mr Bush would veto Democratic 
spending splurges, while the Democrats stopped more tax 
cuts (though they could both indulge the other’s weakness). 
But there are things that Mr Bush plainly needs to do sooner. 

The priority has to be the economy. Signing a just-passed 
bill that will regulate auditors more closely (a drive Mr Bush 
should have led, not resisted) is not enough. As The Economist 
went to press, the White House was making a belated push to 
get “fast-track” trade promotion authority through Congress. It 
is also clear that he needs to change his economic team, which 
has no steadying figure to match, say, Donald Rumsfeld at de- 
fence. Holding the line on spending will be extremely hard, 
not least because of Mr Bush’s own profligacy. 

And the war against terrorism? This, more than ever, seems 
the heart of the Bush presidency. Mr Bush has enjoyed wide 
support at home and abroad, largely because he has generally 
been seen to be acting in the interests of the whole world. 
Soon the issue of Iraq will present itself. Any well-founded im- 
pression that the timing is governed by domestic political con- 
cerns would be ruinous. The Bush presidency can cope witha 
little fading; it cannot cope with a general perception that it 
cares only for its own survival. = 






































Central Asia 


. The rot in Kazakhstan 




















How western firms could help western diplomats to buttress a failing democracy 


“HESE ought to be good times 
for Kazakhstan. With every 
prospect of becoming one of the 
. world's main energy exporters 
in the next 20 years, and a popu- 
lation of only 15m sprawled 
over a territory five times the 
size of France, this lucky Central 
Asian country should be preparing for a prosperous, demo- 
cratic future. 
Instead, President Nursultan Nazarbaev is turning the 
screw with a toughness that has astonished even the most 
jaded observers of the region. Over the past two weeks, a law 
has gone into effect that makes it all but impossible (by requir- 
ing a very high number of signatures) for independent politi- 
. cal movements to register. Of the 19 parties that now exist, 
< only three pro-presidential ones are expected to survive. 
Mukhtar Ablyazov, a media baron and former energy min- 
' jster, has been jailed for six years after atrial in which due pro- 
.. cess was ignored; and another opposition figure, Galymzhan 





p Zhakiyanov, is on trial amid ominous reports that his health 


has suffered in detention. Newspapers and television stations 
have been closed, and journalists harassed in a bid to quash a 
new opposition force that emerged last year. 

As political authority is concentrated in the hands of the 
presidential family and a handful of advisers, the western na- 
tions that had seen in Kazakhstan a vital strategic partner are 
embarrassed. There have been protests from America's State 
Department and other western institutions. 

But how sincere are these protests, and how far should they 
be pressed? Cynics might argue that from the West's view- 
point, the biggest event of recent weeks in Kazakhstan was an 


agreement to allow stop-overs by American fighters at the 
country’s military airports; this should be a useful back-up to. 
the new western base in nearby Kirgizstan. With such enticing | 
strategic prizes—as well as vast resources-at stake, should the . 
West be worrying about Kazakhstan's internal affairs? ; 

In fact, there is a tough, pragmatic case to be made for wor- - 
rying quite a lot. It is not in the interests of anyone in Kazakh- 
stan—not even, save in the very short term, in the interests of 
its political rulers—to see the republic’s promising start as a lib- 
eral democracy come to an end. In the immediate future, Mr - 
Nazarbaev may succeed in neutralising his foes. But as power | 
becomes less accountable, there is a risk that more and more 
of Kazakhstan's energy revenues will be salted away to secret, . 
overseas places; and that all its hopes of becoming a vibrant, 
extrovert, multi-ethnic society will be dashed. Only a few: 
years ago, Kazakhstan was winning plaudits for its multi-party 
system and open economy; it will be a tragedy if the country's. 
early promise gives way to Soviet-style repression. E 

To avoid this outcome, diplomatic protests may not be sufe- 
ficient; they have often been ignored. At a time when business 
ethics are under scrutiny all over the world, western firms and - 
their shareholders should be asking whetherthecosytiesthey — 
have established with elites in several ex-Soviet states have 
abetted arbitrary rule—while incurring the risk of atorrentof — 
anti-western protest when power finally changes hands. 

George Soros, an investor and philanthropist, has sug- — 
gested that energy and mineral companies agree onacodeof . - 
conduct to govern their relationships with resource-rich states = 
in the former Soviet Union and elsewhere. Western firms __ 
should take heed; they would be practising a sophisticated 
form of self-interest if they used their influence to promote —_ 
good governance, rather than the opposite, in Central Asia. m 








Stockmarkets 


Bear days of July 


Investors are learning painfully that high returns come only with high risks 


HEN America's president 

| starts advising investors 
that there is value to be had from 
buying equities, it may really be 
time to panic. On three separate 
occasions George Bush, acting 
in the best Hoover traditions of 
1929-30, has tried to reassure jit- 
tery stockmarkets by praising the economy’s healthy funda- 
mentals. Each time he has spoken, Wall Street has responded 
by falling heavily. This month alone, the narrow but widely 
followed Dow Jones Industrial Average had tumbled by al- 
-. mosta fifth before its sudden 6.5% rebound on July 24th. Since 
2: Mr Bush took office in January 2001, the broader s&P 500 in- 
-dexis down by 40%. Itis now some 45% below its peak of early 


















2000, making this on some measures a deeper bear market. 
than 1973-74 (and thus the worst since the 19305). 

As far as investors are concerned, a period of silence from 
Mr Bush, as well as from his itinerant treasury secretary, Paul - 
O'Neill, who has just as hamfistedly tried to talk up equity - 
prices, would now be welcome. Yet the Bush administration is. 
hardly to blame for the markets' woes. The late 1990s bubble 
under its predecessor pushed share valuations so high that its. 
bursting was bound to cause pain. Most of the recent cases of 
corporate wrongdoing and accounting scandals that have fur- 
ther dented investors’ confidence also date from the Clinton . 
era. In any case, falls in equity prices are not restricted to Amer- 
ica. Since their peaks in 1999-2000, stockmarket indices havi 
fallen by almost half in Britain and continental Europe too. | 

What investors want now is not waffly presidential reas 


> 





surance but the answer to a simple question: is this two-and-a- 
half-year-old bear market nearly over? Sadly, there is reason 
to think that the answer may be no (see page 60). Trading vol- 
umes have been heavy and outflows from equity mutual- 
funds have picked up sharply. But there has not been much 
sign of the mass panic-selling that so often marks a market bot- 
tom. Just as important, on most valuation measures such as 
price/earnings ratios, stockmarkets, even though well down 
from the overvaluations of the late 1990s, remain expensive. 
And there are grounds to doubt that all the bad news about 
misleading accounting or heftier-than-admitted debt burdens 
has yet emerged; fresh trouble could hit banks and insurance 
companies especially hard. 


Realism amid the gloom 
What about the health of the economy? Here it is fair to say 
that it looks more robust than might have been expected last 
autumn. The Federal Reserve has just raised its forecast of 
likely GDP growth in America this year. Profits—if investors be- 
lieve them any more, a genuine concern these days—are recov- 
ering quite strongly from last year's troughs. But the slide in 
equity prices does signal rising uncertainty about the durabil- 
ity of the economic recovery. More worrying, the markets’ jit- 
ters could sap consumer and business confidence so much as 
itself to jeopardise that recovery—turning investors’ pessi- 
mism into a self-fulfilling prophecy. 

It might seem as if all the news from the stockmarkets is 
bad, or potentially so. Yet one good thing is coming out of the 





popping of the bubble. Investors, whether they be pension 
funds, insurers or individuals, are at last coming to take a more 
realistic view about plausible levels of future returns. 

One damaging consequence of the unusually long bull 
market after 1982 was the illusion it fostered that double-digit 
real returns were easy to make without running high risks. 
Theorists sprang up to claim not just that there was a “new 
economy” but that, contrary to all previous wisdom, equities 
were even less risky than government bonds. That, it was ar- 
gued, justified a higher level for the stockmarket than histori- 
cal valuation measures seemed to warrant (see page 65). 

The experience of the past couple of years has poured 
chilly water on such theories. Yet many investors have been 
slow to abandon their dreams of risk-free, double-digit re- 
turns. When equities failed them, they tried bonds, or more re- 
cently hedge funds, though these too have proved unreward- 
ing (see page 62). Now some optimistic investors hope that 
property might produce the same generous and safe returns as 
equities did in the 1990s. 

They are destined to be disappointed. For this bear market 
has confirmed one of the oldest truths of investment: high re- 
turns are to be made only by taking high risks. Since most in- 
vestors, concerned about their pensions and future living 
standards, are unwilling to run such risks, they are learning to 
settle for lower returns (and having to save more) than they 
had assumed over the past decade or so. That is at least return- 
ing the financial markets to a healthier and more balanced 
normality—even if the lessons are proving painful. m 





Motor sport 


Achtung, Schumacher 


There's the rest, and then there's the winner 


EIS undoubtedly a bully to 
new kids on the track. 
There have been times when 
some reckoned him a cheat. 
Watch him through the lens of 
an overhead camera, and he 
proves conclusively that the art 
of winning is indeed to cut cor- 
ners. And he's the winner armchair critics, especially in Brit- 
ain, love to hate. But this week, as he took his fifth world title, 
Michael Schumacher's detractors could but fall dumb: at his 
chosen sport, Formula One motor racing, the man is a genius. 
Arguably, he is the finest driver that sport has ever had. 
Only one, Juan Fangio, in the 1950s, has won the title five 
times, and Mr Schumacher, backed by the engineers and tacti- 
cians of the Ferrari team for which he drives, may have several 
more years of triumph to come. And though old men like to 
say that in today's motor racing everything is done by design- 
ers, aerodynamicists, engineers, tyremakers, computers and 
other technology, anything but the driver, he, repeatedly, has 
proved them wrong. In Formula One every driver cuts corners 
and (alas) gets away with it: that's why the circuits have those 
red-and-white striped bits of concrete on the bends where 
they used to have grass. But Michael Schumacher simply does 
it,and much else, better. 
That's not all he does. Formula One racing, once European, 





now worldwide, is less boring to watch than the rival Ameri- 
can versions: its circuits do actually have corners to go round, 
not just an eternal oval. But to non-addicts it is still—crashes 
apart-a non-event, like watching paint dry, and this year's 
procession of Ferrari victories has made it duller still. Why 
watch, when you already know the winner? Yet hundreds of 
millions of televiewers do. Who but Michael Schumacher has 
won world fame by being even duller than drying paint? 

Or could it be that genius at work is an event in itself? 
Would you have refused an invitation to the studio of Rem- 
brandt? And think what Mr Schumacher has done for interna- 
tional relations. Majestically brushing past, or into, such Brit- 
ish champions as Damon Hill and David Coulthard, he has 
given that stand-alone nation another ten years or so to carry 
on sourly fighting the second world war. To Italians, who 
prefer to like their neighbours, he has given something better: 
their land, ravaged in the past by Attila the Hun, by the em- 
peror Charles V some 1,100 years later and most recently by 
Hitler, today has a true German hero. And national pride too: 
rust may bite into Fiat, their automotive totem, but Fiat-owned 
Ferrari has never done so well as now. 

By the way, or atleast on and off the track, Mr Schumacher 
has also earned gigantic sums of money. As enterprise, risk- 
taking and hard work should. This paper too salutes him. 
Though we wish he, and other winners when there are any, 
would not waste champagne quite so egregiously. m 
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Present at the creation? 
SIR - Your survey of Amer- 
ica’s world role (June 29th) 
sto address the most glar- 
ig flaw in a “new world or- 
spearheaded by the 

ited States; its lack of 
emocratic legitimacy. A 
globalised economy induces 
global social dynamics and 
calis for global political leader- 
ship. America is indeed pro- 
viding such leadership but on 
the basis of a democratic con- 
sensus that represents about 
5% of the world’s population. 
America’s refusal to en- 
dorse solutions to global pro- 
blems that may limit its 
. power-rom the Kyoto Proto- 
. col to the International Crimi- 
< nal Court-is an obvious 
- instance of an unwillingness 
to subordinate its national in- 
"terests to a common consen- 
sus. An internally democratic 
- oligarchy exerting power over 
afar larger community is 

~ nothing new. But whether 
- South Africa under apartheid 
- provides a viable model for 
the world's political future re- 
^. mains to be seen. 

ITALO VECCHI 
Ferrara, Italy 


SIR - Your survey fails to iden- 
-= tify the essence of America's 
- greatness. America is special 
^ for reasons more fundamental 
-than its economic and mili- 
— tary might. America is what it 
ds because it has the world's 
best scientists, engineers, 
=: movie stars and basketball 
.. players-and much of this tal- 
. ent pool remains home- 
grown, even if immigrants 
continue to contribute. 
: . if Alexis de Tocqueville vis- 
ited America now, he would 
find much undiminished: the 
remarkable capacity of its 
people for hard work and in- 
genuity; the openness of its 
society and culture; and its ap- 
parently unlimited capacity to 
re-invent itself. America may 
have some sins in its past but 
Americans today are the most 
optimistic, energetic, creative 
-and liberal-minded people of 
any large nation. While others 
might seek only the latest bag 
. Of capitalist or technological 
tricks, there is much more hu- 
. manity can learn from the 
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ment that is the United States 
of America. 

RAMESH GOPALAN 

Fremont, California 


SIR - Your blind reverence for 
all things American ignores a 
fatal yet glaringly obvious 
fault-unbridled hypocrisy. 
For the four billion people not 
fortunate enough to live in 
economic nirvana behind 
America's protective nuclear 
shield, it is a self-proclaimed 
messiah using its unlimited 
power to destroy and then re- 
create the world in its image. 
America is willing to go to 
war to prevent an Islamic 
bomb while actively support- 
ing the development of Jew- 
ish weapons of mass 
destruction. America spends 
50-times more to build up its 
already invincible military 
than to combat hunger and 
disease in the world’s poorest 
nations. Preserving the immu- 
nity of a handful of Ameri- 
cans against war-crimes 
charges is more important 
than preventing a new geno- 
cide in the Balkans. While this 
is the case, America will be 
seen rightfully as a selfish 
hypocrite, regardless of the 
noble principles which it 
claims to espouse. 
RICHARD CHRENKO 
San Jose, California 


SIR - In a world largely char- 
acterised by tyranny, oppres- 
sion and lack of respect for 
human rights, I for one sleep 
easy knowing that the planet's 
most powerful economic and 
military machine is in the 
hands of a peace-loving peo- 
ple who swear by freedom, 
democracy, free trade and the 
supremacy of the individual. 
Despite its flaws and imperfec- 
tions, America gets my vote 
for global sheriff any day. 
ROBERT GENTLE 

Johannesburg 


SIR - In times such as these, it 
is important to consider the 
role of government: to protect 
the rights, safety and property 
of its citizens. All policy mat- 
ters must be grounded on this 
premise. Intervention abroad, 
particularly of the military 
sort, must be based on a threat 





to American citizens and not a 
vague concept of American in- 
terests. In this context, the war 
on terror is justified. A war in 
Iraq would be justified if there 
were legitimate fears that its 
weapons of mass destruction 
will be used against Ameri- 
cans. Intervention in Somalia, 
the original Gulf war, foreign- 
aid programmes and the Bos- 
nian peace-keeping mission 
are much harder to justify. 

Itis said that America's 
might obliges it to exercise 
power in the name of "good". 
In fact, America's overwhelm- 
ing might carries an obligation 
not to throw its weight around 
unnecessarily. America 
should adopt an open stance 
on trade and travel; elsewhere 
let those directly involved sort 
out their own problems. 
WILLIAM TRENT 
Trenton, New Jersey 


SIR - You claim that America 
is developing a case for pre- 
emptive military intervention 
in Iraq because Saddam Hus- 
sein is ostensibly developing 
weapons of mass destruction. 
Since when has this ever mat- 
tered to America's ruling 
elites? Or could it be Saddam's 
brutalities against his own 
people? The world is full of 
brutal dictators; many were 
American clients and some 
are still. China is busily en- 
gaged in a massive military 
build-up, is developing weap- 
ons of mass destruction and 
has threatened directly a 
neighbour, Taiwan, with inva- 
sion. No American policy- 
maker is proposing 
pre-emptive strikes against the 
Chinese. The appalling hypoc- 
risy of American behaviour is 
that it is chiefly, if not solely, 
motivated by economic 
schemes to secure Central 
Asian oil and gas, not to men- 
tion Iragi reserves at more fa- 
vourable rates. 

LAVIERO MANCINELLI 

Daly City, California 


SIR - Tam surprised and dis- 
appointed by your simplistic 
discussion of a possible Amer- 
ican invasion of Iraq. The po- 
tential outcomes are terrible. 
Saddam Hussein will have no 
deterrence to using his biologi- 
cal and chemical weapons if 
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Iraqis invaded with the sole > 
objective of killing him. If he 
uses such weapons against 
American troops or Israeli ci- 
vilians the response is likely to 
be the use of weapons of 
mass destruction against Iraq. 
What then happens to Amer- 
ica's credibility in the world? 
This could be the shock that 
might destroy America's lead- 
ership in the world. The risk of 
Saddam using dangerous 
weapons is much greater if we 
invade than if we isolate him 
carefully. 

LEONARD GOLDMAN 

Chapel Hill, North Carolina 


SIR - Referring to Saddam 
Hussein as Saddam is entirely 
inappropriate. You would not 
refer to Osama bin Laden as 
Osama, much less George 
Bush as George. In doing so, 
you drop the level of the dis- 
course by several notches. Mr 
Hussein's policies may be odi- 
ous but show a little polite- 
ness, please. 

JEREMY BERNSTEIN 

New York 


SIR - You say of its world role 
that America will “have to act 
alone, as it did in Vietnam". 
Australia and New Zealand 
both sent combat troops to 
Vietnam; over 46,000 Austra- 
lians served between 1962 
and 1972. An absence of Euro- 
peans does not mean that the 
Americans acted alone. 
ANTONY KAUFMAN 

Sydney 


CEWEXAERASAS3449994 9280€ EEO ESO RE EOEEARE OEE SEER EREEB ORD 


Editor’: 5 note: L apologise for this 
careless error to Australians and New 


Zealanders, but also to South Koreans, 


Thais and Filipinos, who were part of 
America’s coalition forces in Vietnam too. 


SIR - Churchill was overly 
optimistic to say that “You can 
always rely on America to do 
the right thing—once it has 
exhausted the alternatives.” Is 
not America the country of 
endless opportunities and 
possibilities? | 

CLAUS BRILLOWSKI 

Hamburg @ 




















FINANCE, REGULATION AND INDUSTRY DIRECTORATE ° LONDON © TO £1 15,000 + BENEFITS 


HM Treasury is responsible for the UK's financial and economic policy and plays 
a pivotal role in delivering sustainable growth of the UK economy. The Finance, 
Regulation & Industry (FRI) Directorate is the Treasury's main interface with the 
private sector of the UK economy Its core objectives are to increase the 
productivity of the UK economy secure a competitive and waell-requlated 
financial services sector, and ensure the stability of the financial system. 


The FRI Directorate has a high profile and vital leadership role to play 
nationally and internationally in ensuring the UK remains a global leader in 
financial services. 


The Managing Director FRI will lead a Directorate responsible for the 
Treasury's policy on competition and economic regulation and the programme 
of reforms to increase the productivity of the UK. The Managing Director will 
iad initiatives to increase efficiency, competitiveness and fairness in the 
financial sector. This includes the introduction of policies to reduce financial 
exclusion and the completion of the EU single capital market. 


This is a key role within the Treasury. You will need to be an exceptional 
leader, able to motivate and lead highly talented teams. You will need to 


Veredus Executive Resourcing, 
Plumtree Court, London EC4A 4HT. 
Fax: 020 7213 5545 

Email: neil.holmes@veredus.co.uk 


www. veredus.co.uk 
A part of The Capita Group Pic 


Excellent package m 
* expatriate benefits. 


International Consumer Banking 





inspire confidence at every level, borne out of your success in operating | 
strategically at Board level and your impressive record in managing and 


delivering challenging and complex agendas. As a member of the Treasury - : 


Management Board, you will need to have the credibility and experience to 
work with Ministers and senior colleagues in Whitehall. You will also need 
to demonstrate the skills and presence to negotiate with, and influence, 
senior figures in the UK and international finance and business 
communities. We value diversity greatly and we want our workforce to 
reflect the communities we serve. We want more applications from Suitably 
qualified women, ethnic minority candidates and people with disabilities. 
HM Treasury is an Equal Opportunities Employer 


Further information on HM Treasury, the role and the person 
specifications can be downloaded from our consultants’ website 
www.veredus.co.uk under reference 5122; or requested by calling our 
24-hour information line on 020 7212 6538. For an informal and 
confidential discussion, call either Neil Holmes on 020 7213 1697, 
Roger Russell on 020 7804 4415 or Hamish Davidson on 020 7804 3115, 
Closing date for receipt of applications is 9th September 2002. 


VEREDUS 


executive resou rcing 





Middle East 


sad of Fund Management l 


A leadership role at the heart of a successful and expanding Middle East banking group which offers a range of services 
including retail banking, Islamic banking, investment services, brokerage and private banking. Funds under management 
are approximately US$6.3 billion and include a broad range of open-ended funds distributed through the Bank's extensive 

network of branches. A unique challenge to exploit significant market opportunities, building on a well-established franchise, 


THE ROLE i s 

Wi Provide outstanding leadership to the firm's fund management 
business. Develop and implement a coherent business strategy 
to ensure success in a rapidly changing market environment. 


Undertake new product development and champion awareness 
among customers of the added value that managed portfolio 
services can provide to long term wealth enhancement. 


Design, build and implement a strong marketing and sales 
culture within the investment business, leveraging the Bank's 
distribution network and reinforcing the Bank's investment 
brand awareness among consumers. 


RE YR a TIE i—————— 
Fel: 020 7298 3333 

Email: London @ SpencerStuart.com 

To find out more about this opportunity visit us 
at www.spencerstuart.com 
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SpencerStuart 


THE QUALIFICATIONS 

Wi At least 15 years’ experience as a senior professional within a 
well regarded multi-product asset management business. 
Knowledge of retail sales and marketing is key. 


A track record of developing and marketing innovative new 
products designed to meet customer needs across all asset 
categories. 


Strong leadership/management skills and cultural empathy. 
Able to communicate effectively corporate vision and strategy 
both internally and externally. 


Id 
Please reply with full details to: 

Spencer Stuart, Ref.4254-002, 

16 Connaught Place 

London W2 2ED 















































The International Criminal Court - 
-invites applications for the post of 


Director of Common Services 


^ The Director of the Common Services Division, ICC will prepare job 

descriptions, recruit and oversee the work of general administrators 
and of those staff engaged in establishing the Court in the first months 
of its existence. 


“itis envisaged that the Division will provide to the Judiciary, to the 
Office of the Prosecutor and to the Registry administrative services 
that are common requirements of all three. Examples of such services 
*. are general services, buildings management, financial administration, 


to developing a public information function. 


The Chief of Division will report to the Registrar and; pe dir 
election of the Registrar (envisaged to take place in. the spri 
2003), to the Presidency. Until such time as the Presidency 





maintain liaison with representatives of the Host Country. 


c| the period 10 September to 31 December 2002. During 2003,. the 
<2 staffing of the Division is expected to increase to a maximum of. 
posts (44 Professional and 59 General Service and Security staff). 


"Registrar to assume his/her functions. There is no guarantee of any 
extension of appointment; neither is there a bar to such extension, 


The duty station of this post is The Hague (Netherlands). 


Requirements ` 
. ihe post. should be filled. —— by a national of a State Party & to 
the Statute of Rome, or of a State which has signed or acceded to the 
Statute, and is: engaged in the ratification process, but nationals from 
non- "state parties may also be considered. 


Qualifi cations and experience: 


or international level. 


(accounts, treasury, investments), budget, procurement, and buildings 
as a day-to-day working tool. 


The candidate should have a very good knowledge of either English or 
French, and the capacity to use the other as a working language. 
Knowledge of other official languages would be welcome. 


Compensation: This post will attract a net salary of approximately 
USD 7000, - per month. | 





should be received by 15 August 2002 at the following: address: 


The International Criminal Court _ ee i 
P.O. Box 19519 
2500 CM The Hague, The Netherlands 


many aspects of security and procurement, certain aspects of human _ d 
fesources management, information tec hnology, communications, -| 


and conference and language services, Attention should alse: pa given di NES 
! dob Dec HOT en | Operations) and exchange rate policy. 

















constituted, he or she shall consult, as and when required, with tf e. "b 
Chair of the Bureau of the Assembly of State Parties, and sh all 


Budgetary provision for the Division is being made fora total of a9 | E B 
posts (25 Professional and 24 General Service and Security staff) for ]- 


The duration of the appointment would be for nine months from: 1:0. | 
“September 2002. This duration takes into account a likely date forthe ^ 


The successful candidate should have a minimum of fifteen years of TE 
. experience. This should include experience in institution-building — 


- preferably including judiciary systems or institutions - at the national | . | © : 
! T understanding of dealing in financial markets, particularly foreign | 


E exchange, : Securities and money market instruments is essential. 
The. candidate must possess strong leadership skills, be mature, able 
-to motivate staff to reach their full potential and should display 

i management skills of a high order. 


. The successful candidate should also have experience in > i 
' administration in national or international organizations. This would. 
include one or more of the following: human resources, finance 


- management. She or he should be able to use information technology 


Expressions of interest, together with relevant personal: hidio: data, . ; 


BANK OF BOTSWANA 


DEPUTY DIRECTOR 
FINANCIAL MARKETS DEPARTMENT 


Applications are invited for the post of Deputy Director in the 
Financial Markets Department of the Bank of Botswana, - 
Botswana's Central Bank. This is a senior position in one of the | 
Bank of Botswana's professionally intensive Departments. The 
successful applicant can look forward to a challenging assignment 
in a highly professional environment. 


The Financial Markets Department is responsible for advising the 
Governor on the general strategy of the investment of Botswana's 
foreign exchange reserves amounting to approximately USD 6 


| billion. The Department's responsibilities include the 
£ implementation of interest rate policy (through open market 





familiarity with both the international and domestic 
narkets is a necessity. The candidate must have extensive 


| experience in policy formulation for and management of fixed 
E in om portfolios. In addition to money market instruments and 


nvestment portfolios include equity mandates as part of : 


de ] -the ong-term fund, the Pula Fund. The candidate must also have 





. in monitoring multiple fund managers with portfolios of 
| income and equity mandates. The candidate will also be 
o contribute to the development of the Bank's capacity 
pect to. domestic monetary operations and the 
ventation of exchange rate policy. Current activities include 


: ix liquidity. management through the issuance of the Bank's own paper 
| andrepo operations, while future developments are likely to include 


the development of a Government bond market. The successful 
candidate will be required to maintain necessary communication 
and rapport with domestic banks and other financial market 


_ participants. The candidate will be expected to conduct and manage 

"the training of citizen staff in related areas, viz, trading in foreign 
exchange, money market instruments and bonds, asset allocation, 
benchmarking, etc. 


| Qualifications 
| Master's Degree in Economics, Finance, Statistics or related areas 
| with relevant professional experience as well as extensive practical 
I knowledge. of international market operations. A background in 
|. central banking operations would be an advantage. A thorough 


| Remuneration 

All reasonable costs involved in filling the position will be met. 
‘Details of full remuneration package are negotiable to a reasonable 
extent; gratuity, life assurance contribution, medical aid and motor 
- vehicle purchase scheme and relocation costs are included. 


^ Written: applications with curriculum vitae should be forwarded by 


August 31, 2002 to: 


Director 
Administration Department 
Private Bag 154 
“Gaborone, Botswana, Southern Africa 
"Telephone Gn 360 637 2 Fax 267) 301 100 
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EUROPEAN CENTRAL BANK 


The European Central Bank (ECB), established in Frankfurt am Main on 1 June 1998, is seeking to fill the vacancy detailed below 
in the General Economic Research Division of the Directorate General Research. 


The ECB has its own terms and conditions of employment, including a competitive salary structure, retirement plan, health insuran- 
ce and relocation benefits. Candidates must be nationals of a Member State of the European Union. 


HEAD OF THE GENERAL ECONOMIC RESEARCH DIVISION 
(Ref.: P B/099/02/TE) 


The General Economic Research Division (R/GER) is one of the two divisions constituting the Directorate General Research 
(DG-R). DG-R is the ECB business area responsible for conducting theoretical. and empirical research relevant to the conduct of 
monetary policy and for providing infor ion on how research results may have a bearing on policy decisions. R/GER takes a 
leading role in fostering interaction with othe research centres and with the academic community and in contributing to the external 
visibility of the ECB through the pub esearch findings. Other responsibilities of DG-R include building and maintaining 
econometric models for economic foreca: d comparing policy alternatives. — 























Within the framework of DG-R’ $ ‘empirical theoretical research, R/GER. — background research in the following areas: 
the formulation of the monetary policy strategy of the ECB, international macroeconomics, monetary theory, the transmission 
mechanism of monetary policy, European ) financial integration, financial structures and financial stability, capital markets, the 
international role of the euro, and the macroeconomic, monetary and financial implications of the accession process. The Division 


is also responsible for providing : advice, from a research perspective, and models (derived from research) in areas related to mone- — : 


tary policy formulation and ingiitisninion, as well as for contributing to external communications on the above issues, primarily- | 
within the academic community. . s 


The Head of Division will lead a he team of highly qualified staff. He/she will give strategic guidance to staff and organise their 
work. The tasks of the Head of: Division may also involve chairing Eurosystem or Papen System of Central Banks (ESCB) 
groups and representing the ECB i in a number of fora. 


alifications and experience 





A Ph.D. in economics and a solid background in theoretical and applied economics, together with a significant publication 

record and extensive research experience in areas related to the functions of the ECB. 

* Substantial experience gained in an academic environment or at a research institution, an international organisation or a central 
bank in one or more of the areas in which the Division conducts research. 

* Ability to manage, coach and motivate a team of highly qualified staff, and to inspire them with innovative, forward-looking 
thinking. 

* Outstanding communication and interpersonal skills together with cultural awareness, and the ability to represent the ECB in 
the best research fora. 

-© Excellent knowledge of English and proven drafting ability, together with an ability to present research findings and address 

policy issues in non-technical terms. A working knowledge of at least one other official Community language is required. 


Applications should be submitted in English and include a covering letter, curriculum vitae and a recent photo graph, together with 
references confirming the required experience and skills. They should be addressed, quoting the reference number, to the European 
Central Bank, Directorate Personnel, Postfach 16 03 19, 60066 Frankfurt am Main, Germany and should reach the ECB no 
later than 30 August 2002. Applications will be treated in the strictest confidence and will not be returned. 


* 


This vacancy has also been posted on the ECB's website at www.ecb.int. To meet the deadline, a copy may be sent by fax to 
+49 69/1344 7979 or by e-mail to recruitment(Zecb int. However, a signed application must still be sent by post. | 
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PAKISTAN 


Banking Sector Technical 
Assistance (Project ID PO74797) 








E This Request for Expression of Interest/ Applications follows 
the general procurement notice for this project that appeared 
in Development Business, Issue No. 580 of April 16, 2002. 


| ` The Islamic Republic of Pakistan has received a credit from the 


International Development Association and intends to apply 1 
. part of the proceeds of this credit to payments under the contract EE 
. for Project Manager's services for RTGS Project being $ 


implemented by the State Bank of Pakistan. 


The purpose of RTGS Project is to strengthen the national 


payments system infrastructure in the country. State Bank of 
Pakistan (SBP), the central bank of the country intends to 
implement Real Time Gross Settlement System (RTGS). The 
RTGS project is a major payment systems initiative, which 
involves stakeholders both within and outside the Central Bank. 
State Bank requires services of a suitably experienced and 
qualified Project Manager with successful track record in 
implementing similar systems. The Project Manager will be 
responsible to successfully implement the RTGS system at the 


State Bank and ensure that proper arrangements are in place — | 


to operate the system smoothly after its implementation. The 
selected Project Manager will work in coordination with the 
coordinator (RTGS Project), a senior official of the State Bank. 


The State Bank of Pakistan now invites eligible Individuals to 
indicate their interest in providing the services of Project 
Management for RTGS implementation. Interested applicants 
must provide information indicating that they are qualified to 
perform the Services (CVs, description of similar assignments, 
experience in similar conditions, availability of appropriate skills 
etc.). The Contract shall be for one year initially but is likely to 
be renewed until completion of the project. The 
qualifications/experience requirements are as follows: 


B Project management experience in managing and leading 
a multi-disciplinary team of experts in the field of RTGS. 
Experience in handling at least three large similar projects 
including one RTGS project, (preferably an off-the-shelf 
package RTGS solution). 

m 5-10 years experience of IT projects in financial sector 
infrastructure. 

m Background education from reputed institutions preferably 
in information systems or related area. 

m Demonstrated expertise in one or more of the following 
areas: software design, hardware systems architecture, 
system integration, connectivity and networking etc. 

m Experience in international IT projects (preferably but not 
necessary). T 

m Excellent leadership qualities and interpersonal skills with 

confidence and ability to interact at senior management 
level in the Banking Sector. 


The Project Manager will be selected in accordance with the 
procedures set out in the World Bank's Guidelines: Selection 
and Employment of Consultants by Bank Borrowers, 


g January 1997, revised January, 1999. 


Interested applicants may obtain further information at the 
address given below from 9 AM to 5 PM Monday to Friday and 
9 AM to 1:30 PM on Saturdays. 


Expressions of Interest/ Applications must be delivered to the 
address below not later than August 17, 2002. A detailed C.V. 
with supporting testimonials and a recent passport size 
photograph should accompany the application. 
Coordinator (RTGS Project), State Bank of Pakistan, 
I... Chundrigar Road, Karachi, Pakistan. 
Fax: (92-21) 9212469 
Email: RTGSGsbp.org.pk 
Telephone: (92-21) 9212400-9, 9212468 


LE - RTGS SYSTEM f 








EUROPEAN CENTRAL BANK 


The European Central Bank (ECB), established in Frankfurt am Main on 
| June 1998, is seeking to fill the vacancy detailed below in the Fiscal 
Policies Division of the Directorate General Economics. 


The ECB has its own terms and conditions of employment, including a 
competitive salary structure, retirement plan, health insurance and relo- 
cation benefits. Candidates must be nationals of a Member State of the 


European Union, 
ECONOMIST 
(Ref.: ECB/094/02/I/TE) 


The main task of the Fiscal Policies Division is to monitor, forecast and 
analyse fiscal developments and policies in the countries of the euro 
area and in the non-euro area EU Member States, and to examine their 
impact on the primary objective of the monetary policy of the ECB, pri- 
ce stability. The Drvision also follows structural public finance issues. 
The Division provides assistance to the ECB’s decision-making bodies 
in formulating views on fiscal policies, from both a short-term and a 
structural standpoint. 


The successful candidate will be involved over time in a wide range of 
tasks in the public finance domain, which may include: (i) monitoring, 
forecasting and analysing fiscal developments and policies in the coun- 
tries of the euro area and in the non-euro area EU Member States; (ii) 
preparing and co-ordinating briefing material for internal and external 
meetings; (iii) drafting reports for both publication and internal use; (iv) 
conducting research and preparing studies as part of the analytical agen- 
da of the Fiscal Policies Division; and (v) contributing to speeches and 
papers for senior management and Board Members, and assisting in the 
formulation of policy views. 


Qualifications and experience 

* Advanced university degree in economics together with a sound 
background in public finance and macroeconomic policy. A Ph.D. 
and a research and publication record would be considered additional 
assets. 

* Experience in fiscal policy analysis and a sound knowledge of fiscal 
issues relating to Economic and Monetary Union are desirable. 

* Sound knowledge of statistical and econometric techniques for fore- 
casting and analytical purposes and of relevant software packages. 
Knowledge of the European accounting rules regarding government 
accounts would be useful. 

* Very good command of English with proven drafting ability. A wor- 
king knowledge of at least one other official Community language is 
required. 

Applications 

Applications should be submitted in English and include a covering let- 

ter, curriculum vitae and a recent photograph, together with references 

confirming the required experience and skills. They should be addressed, 
quoting the reference number, to the European Central Bank, Rec- 

ruitment and Staff Development Division, Postfach 16 03 19, 60066 

Frankfurt am Main, Germany and should reach the ECB no later than 

13 August 2002. Applications will be treated in the strictest confidence 

and will not be returned. 


This vacancy has also been posted on the ECB's website at www.ecb.int. 
To meet the deadline, a copy may be sent by fax to +49 69/1344 7979 or 
by e-mail to recruitment@ecb.int. However, a signed application must 
still be sent by post. 
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CLP Power's electricity — related operations are governed by a 
Scheme of Control (SOC) agreement with the Government. The © 
current SOC agreement expires in September 2008, and the HRA 

Government of Hong Kong SAR is reviewing possible arrangements 

for the period beyond 2008, Facing a more complex and an uncertain CLP Power 
market environment, CLP Power is continuously reviewing its business opportunities including - 
the provision of a wider range of electricity retail services to its customers and leveraging on — 
its skills to develop other appropriate businesses in Hong Kong. E: 
Applications are invited from suitably qualified personne to fill the role of Business Planning ^^ 
Manager. à key position in our Business Strategy & Planning Department. 


Business Planning Manager (Ref: BS&P-BPM) 


Reporting to the Head of Business Strategy & Planning, this is a challenging and demanding | 

management role at the forefront of operational change. The key responsibilities are: i 

* Develop long-term strategies and business plans to manage the CLP Power's electricity. —- 
retail business in accordance with the prevailing regulatory regime and business practices: ^ 
from SOC to possible competition scenarios - to ensure maximum shareholder value of the 
electricity retail business; 
Manage the SOC regulation and Haise with Government to protect the Company's imerest; 
Develop and manage the CLP Power's electricity tariff system, from design to 
implementation: 


- n The International Finance 
Corporation, the private sector lending arm of the World 
Bank Group, is launching an initiative to ensure that direct 
benefits from a Caspian oil field development and 
associated pipeline accrue to local small and medium sized 
enterprises (SMEs) and communities with the objective of | 
further encouraging and facilitating long-term sustainable 
development. IFC is seeking to recruita: — — 


SME Development Coordinator 


Responsibilities : 
* Help SMEs and communities 
benefit from business 


Qualifications : 
7 Advanced university degree, 


opportunities 

Monitor existing programs 
and identify and design future 
ones 

Work with local financial 
institutions to identify training 
and technical assistance needs 
Establish relationships with 
other organizations active in 
the region 

Creatively source program 
funding and implementation 
services from relevant donors 


ideally in engineering with an 


additional degree in finance 
Experience in technical 


assistance to SMEs & 


community development in 
emerging markets and in the 
oil and gas service sector 
Excellent interpersonal skills 
to be able to interact with 
regional and international 
stakeholders 

Fluency in English and 
Russian, knowledge of 
Azerbaijani advantageous 


Formulate electricity supply service policies to allow CLP Power to offer products to meet Sa 
market needs to achieve maximum possible market share: 

Lead a team of professionals to manage a load research system fo produce crucial 
consumption, customer and market information to support business planning of CLP Power. 


Requirements l 
* Arelevant degree with honours pass and preferably with an MBA, plus in-depth knowledge 


* 


of the world electricity tariff design practices in the various degree of market deregulation 
and be able to apply this know-how to develop the tariff system to support the Company's 
overall business strategy; 

Professional mastery of the technical; financial and commercial skills required to manage 
successfully retail aspects of electricity businesses, in regulated and competitive markets; 
A dynamic senior executive from a majar electricity company with significant experience in 
pricing, under a rate of return or performance based regulation, as well as competitive 
market environment; dE 

Strong strategic thinking. communication skills and a highly developed commercial acumen 
are essential. 


The position is based in Baku, Azerbaijan with travel to | 

Georgia and Turkey. The initial contract will run over a 2-year 

period. Applications should be addressed to CASPGifc.org or by | 
21st, 2002. | 


fax at 33-1-47-20-7771 by August 


experience. 


reference on the envelope. 
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Senior Directors (5 posts). £46 - £57,000 pa (negotiable depending on experience) 


Based in Central London, Relocation package available 


Amnesty International is a worldwide organization campaigning 
on human rights issues. The International Secretariat in London 
is the movement's centre for international research, campaign 
action and policy making. it employs over 400 staff across 
international, regional and resource programs. As part of an 
extensive Change process the International Secretariat is being 
reorganized and the management system is being restructured 
to strengthen leadership, delivery and accountability of all staff. 
To this end, Amnesty international wishes to appoint five new 
Senior Directors, who together with the Secretary General and 
the Executive Deputy Secretary General will form the senior 
leadership team, 


Senior Director (Communications and Campaigning) 
As Senior Director (Communications and Campaigning) you will 
be responsible for developing and implementing a coordinated 
Strategy on communications and campaigning; promoting and 
protecting Amnesty Interational's public image; leading the 
development of innovative multilingual campaigning throughout 
the movement, overseeing media, campaigning and publications 
programs; and participating in the corporate management of the 
international Secretariat. Ref no - OSG/02/04 


Senior Director (Resources) 


As Senior Director (Resources) you will be the Chief Financial 
Officer for Amnesty International's international funds and for 


For further information and to apply online, please visit our website www.amnesty.org/aboutai/jobs 
Of fax (4-44) 20 7413 5822 quoting the above reference. Closing Date: 6 September 2002. 





financial management of the International Secretariat. 

You will be responsible for leading the development and 
overseeing the implementation of strategies on finance, 

all properties and facilities, information technology and — 
information management; ensuring these strategies Support 
and facilitate the work of the International Secretariat and - 
wider Amnesty International movement; and participating in 
the corporate management of the International Secretariat. 
Ref no - 0856/02/05 

Senior Director (international Law and Organizations) 
As Senior Director (International Law and Organizations) you 
will be responsible for teading the development and 
implementation of strategies for strengthening international 
human rights and humanitarian law and for work with 
international organizations and on international criminal 
justice issues; ensuring the provision of legal advice; and 
participating in the corporate management of the 
international Secretariat. Ref no - 0856/02/06 


Senior Director (Regional) 


As Senior Director (Regional) you will be responsible for 
providing political advice on regional operations; leading the 
planning, development and implementation of regional 
Strategies; overseeing regional programs, including the 
application of policy, research, action and development 






The International Secretariat of Amnesty International actively promotes cultural diversity and equal oppertunities. 
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participating in the corporate management of the 


management level and must be able to work collaboratively; 


Attractive salary of over HKD 11M per annum will be paid, commensurate with 


Piease send your application with a detailed resume, present and expected salary to the Human 
Resources Manager — MACS, CLP Power Hong Kong Ltd., VF.. Shamshuipo Centre, 215 Fuk 
Wa Street, Shamshuipo, Kowloon, Hong Kong no later than 9 August 2002. Applications can 
also be sent by e-mail to macshrGcip.com.hk. Please mark "Confidential and quote the above 


Standards; and participating in the corporate management 
of the international Secretariat. Ref na - 0860/02/07 

As Senior Director (Policy and Evaluation) you will be 

responsible for providing policy advice on global issues; ; 
leading the development of policies, strategies and research = > 
methodologies, particularly in emerging and thematic areas. 
of human rights work; overseeing the evaluation of | 
operations and the implementation of policies; and 


















international Secretariat. Ref no - OSG/02/08 


AS a key member of the senior leadership team you will 
report directly to the Secretary General. Your vision, 
leadership and team spirit must be complemented by 
personal confidence and professional expertise in your field. 
You will have had significant experience at a senior 
making decisions swiftly and effecting strong delivery. 

You will be recognized as a leader in your field; have a | 
number of years of experience in innovative application of _ 
your expertise; bring commitment and energy to match the 
weight of your responsibilities; and offer demonstrated 
capacity te motivate and empower others 
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VB Exciting Opportunities for 
| _ Professionals i in Aid Coordination 


- United Nations Development Programme (UNDP), a leading UN 
organization in sustainable human development, recruits an 
| . experienced Aid Coordination Manager. If you are fluent in English 
TYPSA, the leading civil and environmental Spanish won and Dari/Pashto, highly motivated with proven specialized skills, and 


engineering consultancy firm, is seeking highly-skilled capable of working in a challenging environment, we strongly encourage you to 
professionals in the following areas: apply for the following position. 










































































C] Transport Infrastructure OA m = f f 2 
UNDP is assisting the Transitional Government of Afghanistan by enhancing 


Solid & Hazardous Waste Management Government capacity to lead country-level coordination processes. We are seeking a 
Water and Wastewater Treatment Plants qualified and experienced professional to be seconded to Afghan Assistance 
n .- ; VES - P * \ r 's Axe 4 ^ ioc n + io 1 it. 
and Networks Coordination Authority's (AACA) Donor and Agencies Coordination Unit 
Environment and Natural Resources You will work under the guidance of the AACA Director and the Aid Coordination 
Advisor to manage a team of Aid Coordination Officers. Together you will facilitate 
effective use of aid and dialogue at a senior level with donors and ministries, 
Industrial & Power Engineering | reflecting priorities set out in the National Development Framework. You will 
oversee the development of an information management service for tracking aid and 
donor profiles, and analyse trends in aid flows against Afghanistan's priority needs. 


Agriculture and Irrigation 


Project Management & Finance 
(BOTs, privatisation, etc) 
Architecture & Building Qualifications and Experience 
Senior professional with ten years of managerial experience in field of development 
cooperation; post-graduate qualifications in economics, public administration, or 
C Institutional Strengthening (Training, Capacity development studies desired; excellent communication, negotiation and team- 
Building, etc) leadership skills required; demonstrated capacity to set priorities in a highly 
pressured environment. 


Rural Development, Social Issues & Health 


All applicants must have proven working experience 

in international projects. 'To speed-up the selection An attractive package will be offered. according to the qualifications and skills. Duty 
process please follow the quick instructions given at station is Kabul, initial duration one year. 

www.typsa.es (under job opportunities). Other means 

will not be considered. This is a national position, equivalent to National Officer (NOC) level. 
Interested female and male professionals should send a cover letter and CV 
The firm is additionally seeking to hire two Business Development outlining their skills against the above criteria, and including details of three 
Managers to be in charge of Anglophone and Francophone African referees, Email to cherykpfister&undp.org and aidan.cox@undp.org by 5 


countries. ONLY the CVs for these positions (based in Seville) must August 2002. Please indicate post number 07/008 in title. Detailed ToR available 
be sent to andalucia@typsa.es from UNDP website at www.undp.org/jobs/view categl.htmi 
Applications may also be submitted by fax: +873 761 660 769 


Water Center for the Humid Tropics of Latin America 1 | Po ; " "e 
and the Caribbean (CATHALAC) Public Finance and Macroeconomics Experts 


Required for Afghanistan and other countries 
United Nations Development Programme 3 3 


TERMS OF REFERENCE 
Regional Project Manager 


CATHALAC | 


DevTech Systems, inc. an international consulting firm based in the 
Washington DC area, seeks experts in public finance, performance-based 
budgeting, and macroeconomics for long-term overseas projects with a 
particular emphasis in former Soviet Union republics and Central Asia. 





CATHALAC is looking for a Regional Manager for an UNDP-GEF project on adaptation to 
climate change. The overall objective of this three-year project is to enable the participating 
| countries (Costa Rica, El Salvador, Guatemala, Honduras, Nicaragua, Panama, Mexico, and 
F- Cuba) to prepare for adaptation in the context of the United Nations Framework Convention 
on. Climate Change, through capacity building. CATHALAC seeks to fill this position by 
: October 2002 for one year renewable. The position is to be located in Panama City, Full terms 

a of reference for this post can be found at http://Awww.cathalac.org 


DUTIES: ¢ Public finance: Ph.D. in economics, expert knowledge in tax and fiscal 

* Implement a detailed work plan for the regional activities, in consultation with national policy, and fiscal management. 

teams . l * Public sector budgeting systems: Post-graduate degree in a relevant field, 
Provide technical guidance to national teams and supervise international consultants many years experience in the area of public sector budgeting, budget 

* Assist national teams to prepare and implement national work plans planning, budget control, program budgeting, and results planning. 
Identify capacity building needs, design training activities, and organize regional Expenditure management: Post graduate degree in a relevant field 
nox a régional communication strategy, including the creation of a regional web site expertise in treasury operations, internal control, and government audit. 

pane diaper boc Id ee ee io bi né N Tax administration: University degree, many years experience in national 
Establish regional initiatives to promote education programs in vulnerability and adaptation t: 3vencv im audit collection: orsamxational develoment faxisver 
Implement a monitoring and evaluation program, prepare progress reports, and ensure wide IBANE d dob oid M B OPRET TRAHAN 
services, and accounting. 


dissemination of the project results UE. : ; " 
| Customs: University degree with many years experience ín customs 
: REAR ATOMS: operations, customs modernization, revenue, and enforcement focuses. 
| * An advanced science degree (MSc or PhD) and a minimum of 5-7 years of relevant Computerization: Expertise in design, architecture, development and 
experience in a subject related to climate change (e.g. sustainable development, natural implementation of automated systems, and integrated databases for tax, 


Nee ecd b een APERE rinses sacri ete) budget, treasury, and MIS operations. Experts sought for hardware and 
ility to prepare and analyze technical/policy documents software applications. 


A solid understanding of adaptation policy issues 
Strong interpersonal skills and ability to work at the national and international levels with 
a wide variety of people. institutions, and governments 
Demonstrated ability in managing multi-disciplinary and inter-sectoral projects 
Highly motivated, capable of working independently, and willing to travel overseas 
* Excellent verbal and written communication skills in English and Spanish, and computer 
— literate 


Public finance experts and macroeconomists are needed particularly to assist 
the Government of Afghanistan build the fiscal system it will require to 
manage its resources and get the country on a sustainable path to 
development. We seek advisors willing to reside in Afghanistan for periods of 
six months to two years, to provide technical assistance, training, and 
management services, with the following expertise: 





All advisors should have several years of experience as advisors outside of 
their own countries, demonstrated ability to conceptualize overall reform or 
modernization programs and to implement them, and experience as both 
technical advisor and trainer. 


Also seeking experts in Macroeconomics, Money and Banking, National 


.'CATHALAC will not discriminate against applicants because of race, ethnicity, religion or Accounts, and Central Bank. 


f- creed, status of nationality or political belief, gender, handicapped. sfatus, or any other 

; circumstances; Acknowledgements will only be sent to applicants in whom CATHALAC has 
[i.a further i interest. Curriculum vitae should be directed to cathalac@cathalac.org no later than 
].12 August 2002. 


Fax resume with cover letter and salary requirement to 703-312-6039 Attn: | 
Recruitment or e-mail (devtech@devtechsys.com). | 


EOE MION. No phone calls please. 
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eu _ important that the programme manager is able to work quickly against tight time constraints and be very adaptable and flexible in their approach. 


" 5 Applications including a 















The EUROPEAN AGENCY FOR RECONSTRUCTION, with its Headquarters in Thessaloniki and Operational Centres in Belgrade, Podgorica, Pristina and 
Skopie is responsible for the management of the main EU assistance programmes in the Federal Republic of Yugoslavia (the Republic of Serbia, Kosovo, the- 
Republic of Montenegro) and the Former Yugoslav Republic of Macedonia. | 
For more information on the activities of the EAR, see www.ear.eu.int. 

We are looking for new staff members (Temporary Agents) who must have: 

e The citizenship of one of the Member States of the European Union 

e Fluency in written and spoken English, the Agency's working language 

e Experience of working in the Balkans and/or post-conflict or transition situations. 

] We offer an 18-month contract (with the possibility of renewal) and a competitive salary. 


Grade AS/A4- Ref No: THE 024/TA ——— — E 
. The internal auditor is a new function created within the European Agency for Reconstruction and will work in the Headquarters or in one of the operational centre 
The internal auditor will assist the EAR Director, in monitoring the compliance with relevant external and internal rules and management policies. 
The internal auditor will also provide independent opinions and recommendations regarding control procedures. 

Based on the examination of the EAR systems anc processes, the internal auditor will give assessment in order to ensure the following: 



































e Proper identification, recording and safeguarding of the EAR resources Candidates must have: | : 
and assets Se tare. e Successfully completed a university degree (economic, accountancy). 


è Accuracy, timely production and reliability of data and information used e Excellent command of spoken and written English, good knowledge of at 
by EAR for financial, operating, accounting and. management decision least one other official language of the European Union, NU 
purposes CN E e In-depth knowledge of the financial regulatory framework of the 

e Proper external access to data, information and documents European Union, - or = ozs | E 

è Security, reliability and availability of data and information recorded e 12 years working experience of which, at least 10 years in the field. | 
electronically as well as their integrity and confidentiality covered by the description of duties. Es 

e implementation of procedures and instructions e Specific auditory knowledge 

e Compliance with existing regulations, strategies, work programmes, e Experience in. working with a multidisciplinary team. 
procedures and contracts. | e Computer skills and good knowledge of relevant applications. 

e Achievement of established objectives and goals for operations and $ 
programmes DEN 


e Efficient carrying out of activities and operations with due regard to 
existing budgetary provisions. 
e Prevention and detection of fraud and error 





In order to ensure the necessary independence and authority, the internal auditor will report directly to the EAR Director. 


PROGRAMME MANAGER: JUSTICE AND HOME AFFAIRS (JHA) 
Grade A7/A4 - Ref No: BEL 021/TA 
The programme manager will work, within our Operations Division in Belgrade, in the Institution-building /Good Governance sector. 
Tasks: SE 
Under the supervision of the Agency's Head of Operations Division for Serbia and the guidance of the responsible Programme Manager, s/he will provide. : 
professional advice on this part of the substantial EC assistance package for Serbia. S/he will render full co-operation to monitors. evaluators and others in the. | 
Agency with regard to fulfilment of their respective institutional tasks. S/he will also be responsible for all the main phases of project design and implementation < 
in this field, but will also be required to work as part of a wider multidisci plinary team. | 
Specific tasks will include: 





e Assessing needs and designing projects in the Justice and Home affairs | Candidates must have: 


sector e University degree or higher education certificate in related fields : 
e Elaboration of strategy papers, reports and drafting of financing proposals e Minimum of 7 years relevant work experience, which should include. 
e Drawing up terms of reference for feasibility studies, tenders and work in the field of policing, public safety, public order and fight again: 

contracts organised crime as well in border control/ immigration police l 


e Maintaining a dialogue with the public authorities, civil society, 
independent institutions, beneficiaries and other donors active in this field 
e Appraisal of contractor's reports and preparation of contract amendments Experience of work in a international environment would be an advantage. 
e Progress chasing, supervising and trouble shooting to ensure project Computer skills, including EXCEL, WORD and other software and. 
progress is in accord with targets set drafting abilities : 
e Representing the Agency at a range of meetings, including donor co- 
ordination in the sector 
e Undertaking field visits to monitor project progress 


Excellent knowledge of different JHA systems within the EU 
Strong understanding of JHA legal matters including criminal procedure 


. Applicants should be able to prioritise and identify comparative advantages. Applicants need to be team players with good interpersonal and negotiating skills. It is 








detailed 
dmn ei 





urriculum Vitae, and an e-mail cover note which 
-and in English only, to: reu int | 

e. Agency is an equal opportunity employer, and encourages applications from women. 

\pplicants will be short-listed on the basis of their CVs, and short-listed candidates will be invited for an interview. 

'andidates who have not been contacted by 31st October 2002 should consider that there will be no follow-up to their application. 


Deadline for the submission of applications: 18th August 2002 


should also indicate the job reference number, should be sent by e-mail only | 
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Stitch by stitch to a different world 


PYONGYANG 


Something extraordinary seems to be happening in North Korea: the first stirrings 
of a proper market. Our correspondent finds out what he can 


LTHOUGH her wages have gone up 20- 
fold this month, the woman in the 
street in Pyongyang, North Korea's capital, 
is not smiling. *But I will have to pay for 
housing and rice," she says. She lives in the 
“workers’ paradise", where basic necessi- 
ties were once almost given away. No lon- 
ger. North Korea, the world's most ideolog- 
ically rigid communist state, has begun to 
abandon some of the principles it has long 
held most dear. 

So secretive is this country that official 
newspapers have yet to mention the mas- 
sive adjustments of wages and prices that 
began on July 1st. One office-worker in the 
capital says the official price of rice has 
soared from 0.08 won per kilo to between 
30 and 35 won. (Officially, the North Ko- 
rean won is worth 46 cents; on the black 
market, it is worth less than half a cent.) 
Another bureaucrat says that housing, 
once provided for almost nothing, will 
start costing around 10% of his massively 
increased salary. Electricity, fuel and trans- 
port costs have also risen sharply. A fac- 


tory manager says diesel is up from one 
won per kilo to 38 won. Electricity, for- 
merly 0.035 won per kilowatt-hour, is now 
60 times more expensive. 

The changes could go much deeper. Ac- 
cording to one foreign diplomat, factories 
will no longer get subsidies from the state. 
They will have to find money for the wage 
increases and higher input costs from their 
own budgets. Pyongyang-based dip- 
lomats, of course, are allowed to know lit- 
tle of ordinary life in North Korea; they live 
in a world of rumour and propaganda. But 
if this particular rumour is so, then few fac- 
tories will be able to pay their workers 
anything like the supposed new wages. 
The basic requirements for making pro- 
fits—adequate supplies of power, raw ma- 
terials, parts—are simply not there. The 
diplomat estimates that North Korean ind- 
ustries are running àt 10-1596 of capacity. 

Embassies in Pyongyang have been 
urging the North Korean foreign ministry 
to arrange a briefing on the changes. They 
have been told there will be one, but by 


L 
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whom and when still remains to be seen. 
"The Koreans are keeping very quiet about 
it," says another envoy. 

This report is based on interviews with 
North Koreans during a week-long visit to 
the country, which allows only very lim- 
ited access for foreign journalists. In a 
country with a long tradition of inventing 
statistics (in so far as it publishes them at 
all) and suppressing bad news, the picture 
is inevitably partial. The extent to which 
the new price system has been imple- 
mented across the country is extremely 
difficult to gauge. But it seems that acute 
and chronic food shortages and industrial 
collapse are at last forcing North Korean of- 
ficials to rethink the way they run their 
economy. 

At worst, the North Koreans are print- 
ing money in a desperate and misguided 
effort to make citizens feel good. Food is 
tightly rationed. North Koreans buy their 
official rice on appointed days, usually 
once a month, at special distribution cen- 
tres. A Pyongyang office-worker says the 
amount she could purchase was the equiv- 
alent of around 600 grams per day, or not 
much more than the daily ration distri- 
buted in refugee camps in other starving 
areas of the world. For most others, the ra- 
tion has been considerably lower: about 
350 grams a day, says the World Food Pro- 
gramme. To supplement these almost-free 
but meagre handouts, some citizens have 
been able to buy extra food, at vastly » 





> higher prices, from officially authorised 
“farmers’ markets” or from unauthorised 
peddlers in the side-streets. This month's 
changes mean the official price of rice is 
now close to the free-market one, but resi- 
dents now have, or will soon have, much 
more cash with which to buy it. 

It is not clear what impact the changes 
are having on free-market prices. Foreign- 
ers are not allowed to visit the farmers’ 
markets, presumably because the prices of 
fruit and vegetables, and whether they 
were there at all, would hint at the real 
state of the economy. A foreign diplomat 
recalls that his unauthorised attempt to in- 
spect one “almost caused a riot”, with offi- 
cials quickly ushering him away. 

By using the farmers’ markets as a 
benchmark for setting grain prices, the 
government is heading in the right direc- 
tion. It now appears to believe that grain 
has a market value, and is not just a com- 
modity which peasants are obliged to 
grow for little compensation and which 
urban residents have a right to eat (in small 
quantities) at virtually no cost. Ten years 
ago, the state-run Korean Central News 
Agency proclaimed that “the state supplies 
the people with food at a cheap price, next 
to nothing, so that people do not know 
how much rice costs." From July 1st, the 
government can no longer make that 
claim. 


Suddenly, more cash 

If rationing continues, prices would be ex- 
pected to soar in the markets. Ryu Sung 
Rim, a senior official in the Committee for 
Cultural Relations with Foreign Countries, 
says prices in the farmers' markets did in- 
deed rise after the changes were an- 
nounced, but fell again because of lack of 
demand. Maybe, but it could be a different 
story when city-dwellers get their pay 
packets at the end of this month, their first 
since the changes took effect. 

According to one North Korean official, 
coal-miners' pay will increase by 30 times 
(coal is in critically short supply, so boost- 
ing miners' morale is essential). Office- 
workers' salaries (which now average 
around 100 won a month) will increase by 
between 17- and 20-fold. An official says 
Pyongyang residents are being given cash 
advances to help them cope with the new 
food prices. 

Peasants, who make up about 40% of 
the population, are also expecting a lot 
more cash. At the Taekam Co-operative 
Farm, about 20km north of Pyongyang, se- 
nior officials were informed by the govern- 
ment on June 3oth that, from the next day, 
the government would pay 40 times more 
for the grain it buys from the farm. Ten 
years ago, wages and the state's procure- 
ment price for grain were increased by be- 
tween 20% and 40%-trifling adjustments 
compared with what is happening now. 

Pak Jae Hong, a vice-chairman of the 


Taekam co-operative, says the procure- 
ment price of pork will rise from 14 won 
per kilo to 110 won. The price of potatoes 
(no more than a side-dish in Korean cui- 
sine) would increase a relatively modest 
fourfold. The result, he says, could be that 
the amount given to peasants will rise 
from about 3,000 won a year to 30,000 
won, depending on the harvest. 

Mr Pak speaks of the changes as if they 
were no surprise. "Most people in the 
country had been thinking about the price 
of rice. It was too low. It was almost free." 
The nonchalance with which he pro- 
claims this ideological u-turn is reminis- 
cent of the way officials in neighbouring 
China began justifying the introduction of 
market mechanisms in the 1980s. 

Farmers' markets seem to have played a 
role in North Korea's change of tack. They 
are supposed to be small state-controlled 
outlets at which farmers can sell produce 
they grow themselves in the tiny plots of 
land around their houses. They have been 
around since the 1950s, but since the 
mid-1990s they have proved particularly 





Corn first, capitalism next? 


useful in providing undernourished, or 
near-starving, city dwellers with extra 
food to supplement their state rations. The 
demand for extra food is so great that the 
state can no longer control prices at these 
markets. They have become the only part 
of the economy driven mainly by supply 
and demand, rather than diktat. 

But the huge discrepancy between free- 
market and state prices of food that 
emerged in the 1990s reduced incentives 
for peasants to work hard for the collec- 
tive. “Some farmers were idle and loafed 
about. Now [as a result of the price 
changes] they are enthusiastic about going 
to the fields, instead of raising chickens to 


sell eggs in the farmers’ market,” says Mr 
Pak at the Taekam Co-operative. In effect, 
this is an admission that the mind-numb- 
ing agitprop that overwhelms every aspect 
of North Korean life doesn’t really help 
when it comes to raising production. 

But North Korean officials do not yet 
use the word “reform”. Mr Pak says he 
does not believe the price of rice will now 
be allowed to float according to market de- 
mand. He also says prices at farmers’ mar- 
kets will not be allowed to rise above those 
at the urban distribution centres—a notion 
that foreign diplomats in Pyongyang find 
implausible, given the government's inef- 
fectual control over the markets in the past 
few years. Mr Pak describes the new mea- 
sures as “a tentative policy” which the gov- 
ernment will review after a period of im- 
plementation and adjust if necessary. 


Behind the veil, the details 

Quite what this means, like much else con- 
cerning the policy shift, is unclear. In a 
country as tightly controlled as North Ko- 
rea, grumbling to a foreigner would be ex- 
tremely risky. Everyone parrots the line of 
the ruling Korean Workers’ Party and 
speaks of the country's leader, Kim Jong Il, 
and his late father, Kim Il Sung, the founder 
of the nation, as if they were divine. De- 
spite the famine of 1996-97, when many 
died of starvation, there is no sign of open 
dissent. If anyone in North Korea is trou- 
bled by the implications of the recent 
changes, they certainly would not say so to 
a foreign journalist. 

Shops in Pyongyang remain, as usual, 
almost empty of merchandise and cus- 
tomers, except for those using foreign cur- 
rency or the special won notes that are 
given in exchange for it. There is no sign of 
panic buying or a rush to the banks (not 
that most North Koreans have money to 
save, and those that do would probably 
prefer to keep their money at home in dol- 
lars). If inflation were to strike the farmers' 
markets and the peddlers' stalls, this 
would probably make little difference to 
urban residents long used to being able to 
afford only the most basic necessities. The 
impact on pensioners is unclear, but there 
are few unemployed (the government says 
none), even though many have little or no 
work to do in their decaying factories. 

One big question is how the state 
would respond if farmers' market prices 
rise. If it intends to adjust grain prices fre- 
quently, based on the price grain fetches in 
the markets, then some city folk could find 
itincreasingly difficult to buy rice at afford- 
able prices. Mr Ryu, of the Committee for 
Cultural Relations, admits that “there may 
be some shortcomings when we carry out 
the new measures," but adds, "I can say 
with conviction that as a result of these 
measures we expect production to im- 
prove greatly in our country." 


Yet although these changes may have p» 
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> removed some psychological barriers to 
economic reform, reform itself is not inev- 
itable. Officials have given no hint that 
they would like to encourage private busi- 
ness or give individual farmers bigger 
plots of land on which to grow crops for 
profit—measures that have had a consider- 
able impact on China’s once-similar econ- 
omy. Industry cannot recover without 
massive investment, which could come 
only from abroad. But thanks to its con- 
frontation with the United States, North 
Korea is denied membership of interna- 
tional financial institutions, such as the 
World Bank, that might help it rebuild its 
infrastructure. World Bank membership 
would also require a far greater degree of 
economic transparency than North Korea 
appears willing to offer. 





The struggles of an outcast 

Mr Ryu points proudly to the recent 
changes as evidence that North Korea is 
striving to improve its economy by its own 
efforts. Foreign aid to North Korea, there- 
fore, is not the same as “pouring water into 
a bottomless pot”. But even if the new 
measures do help to stimulate production, 
this will long remain a country dependent 
on handouts. As a foreign diplomat puts it, 
“It is not a developing country. It is going 
downhill.” The country has recovered 
somewhat from the famine of the 1990s, 
thanks mainly to massive food aid. But the 
World Food Programme (wFpP) is still ap- 
pealing for as much food aid for North Ko- 
rea as it is for Afghanistan. 

Keeping the aid flowing in is proving 
increasingly difficult. Japan has offered 
nothing to the wrP this year, because of its 
political disputes with North Korea. South 
Korean bilateral food aid to the north (de- 
livered directly rather than through the 
WEP) is also on hold because of height- 
ened tensions. David Morton, the WFP’s 
representative in Pyongyang, says he ex- 
pects his agency to run out of cereals to dis- 
tribute to the million or so recipients of 
wFP aid in North Korea—pregnant 
women, nursing mothers and pre-school 
children. In May, the aid shortfall forced 
the wrP to suspend handouts to the el- 
derly and secondary-school pupils. *I see 
secondary-school children all filing out 
with their teachers to the hillsides, picking 
wild foods, which the Koreans have 
traditionally done, but now they're having 
to rely on those wild foods much more," 
says Mr Morton. 

North Korea does itself few favours by 
concealing this widespread hunger (which 
is worst in the cities) from foreign journal- 
ists. But even at the Taekam Co-operative 
Farm, a model institution which receives 
trucks and other aid from the Chinese gov- 
ernment, some of the difficulties are clear. 
"You may think it is a nice situation," says 
Li Jong Jik, the farm's chief engineer, as he 
surveys a field of green paddy. "But actu- 
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ally itis not so good." He points to yellow- 
ing leaves at the base of the stalks, and says 
the plants should be twice as tall at this 
time of year. 

The problem is a lack of fertiliser. Since 
the collapse of the Soviet Union and, with 
it, the end of Soviet oil supplies to North 
Korea, the country has been able to pro- 
duce only a small proportion of its fertil- 
iser needs. Mr Li says the farm receives less 
than half of the fertiliser it once used. It 
produced 5.2 tonnes of rice per hectare last 
year, compared with 8 tonnes in 1989. It is 
hoping for 6 tonnes this year, but a lot will 
depend on the weather. North Korea has 
little arable land, and frequent floods and 
droughts. 


Hope in ostriches 

Even if farm production were to achieve its 
maximum potential, the wrp’s Mr Mor- 
ton says North Korea would still not be 
self-sufficient in food. Dependence on aid 
will cease only when the country's indus- 
try recovers to the extent that North Korea 
can afford to buy grain from abroad. North 
Korea says it wants foreign investment in 
everything from mining (there are plenty 
of rich resources to mine) to textile produc- 
tion. Yet, so far, foreign investment is negli- 
gible. "They need to build up trust. They 
need laws, regulations-but mainly trust. 
And that's a long way off," says a foreign 
diplomat. 

This leaves North Korea scrabbling, 
sometimes in bizarre ways, for foreign cur- 
rency. One of Kim Jong II's pet projects is 
an ostrich farm set up about two years ago 
halfway between Pyongyang and the 
city's airport. The investment for this huge 
facility came from pro-Pyongyang Koreans 
in Japan—who account for a high propor- 
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Kim Jong Il's favourite project 
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tion of North Korea’s hard-currency hold- 
ings, but have less to give as Japan’s econ- 
omy founders. The manager boasts that 
Mr Kim has given instructions on how to 
raise ostriches on some 40 occasions. He 
says a Swiss firm is interested in buying the 
meat and believes the Chinese would like 
to buy the leather. But apart from some os- 
trich products on sale in hard-currency 
shops in Pyongyang, there is little sign that 
North Korea’s ostrich industry is pulling in 
the money. 

North Korea had also hoped to raise 
some hard currency by attracting foreign 
tourists to a display of synchronised danc- 
ing and gymnastics by some 100,000 per- 
formers and schoolchildren. They would 
hold up flip-cards to display vast images 
ranging from ostriches to armaments. This 
event was supposed to run from April to 
June, but has been extended, since the 
world has not rushed to come. The main 
hotels in Pyongyang (even the one with 
that big attraction, a casino for foreigners 
only) appear mostly empty. 

Foreign diplomats wonder whether 
North Korea’s plans to revive its economy 
by juggling with prices and wages are any 
more realistic. “They’re trying to do some- 
thing, but they’ve not got a grasp on what,” 
says one. Mr Ryu, of course, is more up- 
beat. He says the government has formed a 
big team to monitor the price and wage in- 
creases. “I think those experts have gath- 
ered information (about price adjust- 
ments) not only from within this country 
but also from abroad, including China,” he 
says, in a rare hint North Korea might be 
learning from the economic reforms car- 
ried out by its neighbour. Then he offers 
some old-style advice: “You can write that 
it will have a very positive impact." 8 
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China 


Not drowning but waving? 


BEIJING 





Jiang Zemin is fighting vigorously to hold on to more of his powers 


HINESE leaders will hold secretive 

meetings at the seaside in the coming 
few days that are likely to determine the 
political destiny of President Jiang Zemin. 
Their annual informal gathering in the re- 
sort town of Beidaihe, 280 km (175 miles) 
east of Beijing, is more important than ever 
this year. After Beijing’s oppressive sum- 
mer heat begins to dispel, the Chinese 
Communist Party will convene a full con- 
gress—an event held only once every five 
years—at which wide-ranging leadership 
changes will be unveiled. Mr Jiang wants 
to stay in power beyond the congress de- 
spite widespread misgivings among se- 
nior party and military officials. 

Observers in Beijing say bickering over 
Mr Jiang’s future, as well as his efforts to 
have his own musings on the nature of 
communism enshrined in the party char- 
ter, could result in the congress being de- 
layed. No date has yet been announced for 
the meeting, but until very recently it was 
understood that the party was aiming fora 
date some time in the second half of Sep- 
tember. One diplomat said he had heard 
that police leave in Beijing had been can- 
celled from mid-September onward. 

Now there is widespread speculation 
that the congress might not be convened 
until October or even November. The dia- 
ries of some 2,000 representatives from 
around the country, as well as of all the 
country’s leaders and the army of bureau- 
crats involved in organising such gather- 


ings (not to mention the hundreds of re- 
porters from China and abroad who will 
cover the congress), are full of question 
marks. Diplomats are receiving conflicting 
information from different Chinese offi- 
cials who brief them. "It's just absolutely 
bizarre," says one envoy. 

It had already been considered likely 
that Mr Jiang will keep his title as chair- 
man of the Central Military Commission 
(CMC)-in effect, supreme commander of 
the armed forces—after the congress. A 
much more interesting question now is 
whether he might also succeed in keeping 
his job as general secretary of the Chinese 
Communist Party. The only certainty is 
that he will step down as president at the 
annual session of the legislature, the Na- 
tional People's Congress, early next year. 
Having served two five-year terms, he is 
obliged to do so by the constitution. 

Many party members and military 
men would like Mr Jiang, who turns 76 
next month, to give up all his posts and 
hand power over to a somewhat younger 
generation led by the 59-year-old Hu Jin- 
tao, who is now vice-president, a member 
of the Politburo's standing committee, and 
vice-chairman of the c Mc. But old Com- 
munists don't just fade away. Mr Jiang has 
been orchestrating a campaign to ensure 
that even if Mr Hu succeeds in name, he 
himself will remain paramount leader. 

Diplomats say that Mr Jiang arranged 
for a petition to be circulated among mili- 
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tary chiefs urging him to stay on as com- 
mander-in-chief. A similar petition was 
circulated among party leaders, but was 
withdrawn when it became evident that 
there was little enthusiasm for his keeping 
the job of general secretary. It remains, on 
balance, unlikely that Mr Jiang will stay on 
as party chief. To do so would be a clear 
vote of no confidence in the succession ar- 
rangements so carefully developed by Chi- 
nese leaders since the Tiananmen Square 
crisis of 1989. Despite all his titles, Mr Jiang 
is not as strong politically as his predeces- 
sors, and so cannot ignore overwhelming 
opposition from colleagues. 

Rumours nonetheless persist that Mr 
Jiang is still lobbying for another term as 
general secretary. In the last few weeks, 
the official media have been heaping 
praise on a speech he gave on May 31st at 
the party's academy for senior officials. In 
this Mr Jiang emphasised the need for *un- 
ity and stability" and said nothing, at least 
in the publicly available version, about 
any forthcoming transfer of power. Nor 
did he give any indication last week to Jack 
Straw, Britain's visiting foreign secretary, 
that he was about to withdraw from the 
political scene. 

Some believe that Mr Jiang has encoun- 
tered opposition to having his philosophy 
of the "Three Represents" written into the 
party charter. This says that new social 
forces have emerged in China as result of 
economic reform and that the party must 
seek to represent them. These forces in- 
clude private entrepreneurs, a class once 
regarded by the party as exploitative and 
banned from membership. Conservatives 
object to the "Three Represents" because 
they fear that recruiting businessmen into 
the party will change its nature and cause 
its collapse. Liberals dislike the idea of at- 
taching Mr Jiang's name to the theory be- 
cause it smacks of a personality cult (even » 





» Deng Xiaoping’s name was not included 
in the party charter until after his death in 
1997). 

Rumours of a power struggle should be 
kept in perspective. There are few indica- 
tions of the sort of deep divisions within 
the leadership that led to the nationwide 
unrest of 1989. All the same, the current 
antagonisms do not inspire confidence in 
China's stability. Mr Jiang's efforts to pro- 
mote one of his protégés, Zeng Qinghong, 
to the Politburo Standing Committee in or- 
der to counterbalance Mr Hu's power is 
laying the groundwork for some poten- 
tially bitter feuding in the years to come. 
What had promised to be the party's first 
ever orderly transfer of power is beginning 
to look rather different. m 


India 


Crafty Modi 


DELHI 
Gujarat's chief minister aims to make 
political hay from mayhem 


NE of India's most ambitious Hindu- 

nationalist leaders has caused out- 
rage by preparing to hold early elections in 
the western state of Gujarat, even though 
the state has yetto recover from the trauma 
of Hindu-Muslim riots earlier this year 
when more than 2,000 people are be- 
lieved to have been killed, almost all of 
them Muslims. 

Narendra Modi, the state's Bharatiya Ja- 
nata Party (BJP) chief minister, thinks his 
party has more chance of being returned 
to power in Gujarat while memories of the 
carnage are still fresh in the majority 
Hindu community's minds than it might 
in a few months’ time. If he is proved right, 
it will be seen by the BJP as an endorse- 
ment of its Hindutva (Hinduness) policy. 

Criticised for appearing to stoke the ri- 
ots up instead of damping them down, Mr 
Modi has been hankering after elections 
since April, when the killings, rapes and 
burning of homes were in full spate. He 
was persuaded by the Byp’s national lead- 
ership to wait for calm. The violence now 
is only sporadic, so on July 19th Mr Modi 
arranged for the state's governor to dis- 
solve the state assembly, six months early. 
He then asked India's election commis- 
sion to authorise an any election, proba- 
bly in October. 

These manóeuvres. have. been widely 
criticised. Might notan early election stir 
up communal tensioris at à time when 
there are still sensitive issues to resolve, 
such as who started the fire on a train that 
killed 58 Hindu pilgrims and triggered 
more than two months of violence? Quite 
so. It is precisely such tensions, Mr Modi 


presumably calculates, that will inspire 
the more militant Hindus to cast their 
votes for him. 

At least 12,000 Muslims who lost their 
homes in the violence are still in refugee 
camps. Aid agencies say that thousands of 
others have not returned to their homes, 
and so will not be able to vote. Critics also 
allege, probably with some justification, 
that the Modi administration will not run 
fair elections. Some even claim it may de- 
liberately stir up new fighting. 

These concerns led to quarrels and 
walkouts in India’s parliament this week. 
The opposition, backed by some parties in 
the coalition government, demanded that 
the state be put under “president's rule” 
(rule from Delhi through the state gover- 
nor) until elections are held next year. 
Echoing the views of many, a Marxist MP 
said that, under Mr Modi, Gujarat had be- 
come “a laboratory of Hindutva where the 
entire state administration participated in 
looting, murder and rape.” There had, he 
said, been “state-sponsored carnage, may- 
hem and ethnic cleansing.” 

Mr Modi has powerful backing from 
zealous BJP national leaders, including L.K. 
Advani, the hardline home minister who 
was recently promoted to deputy prime 
minister, and Arun Jaitley, a friend and for- 
mer law minister who is now the BJP's na- 
tional spokesman and a general secretary 
with special responsibility for Gujarat. Pri- 
vately, many BJP supporters are relying on 
anti-Muslim feelingin the state to carry the 
party back to power; though their public 
line is of course that elections are needed 
to enable Gujarat to move on from the hor- 
rors of the violence. “Democracy is a great 
leveller and elections are a constitutional 
imperative that will reduce the current ten- 





But will they? 


sions," says Mr Jaitley. 

The Bj» was doing badly in local elec- 
tions before the violence and cannot af- 
ford to lose control of the state, which has 
become the heartland of its Hindu- 
nationalist movement. Defeat would set a 
negative precedent for a series of other 
state elections in the coming year, ahead of 
a general election due by 2004. Mr Modi 
made his move after the rival Congress 
Party appointed a new Gujarat chief. He is 
Shankersinh Vaghela, a former top BJP 
politician. The 5jP fears that, if he were 
given enough time, Mr Vaghela could at- 
tract a significant number of voters. That is 
another reason why Mr Modi is so keen on 
holding an early election, whatever the po- 
tential pricein blood. m 


The Philippines' economy 
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MANILA 
But watch out for the deficit 


HIS week's State of the Nation Ad- 

dress, or SONA, as acronym-crazy Fili- 
pinos call it, gave President Gloria Macapa- 
gal Arroyo a chance to rate her own 
performance. On the economy, among 
other subjects, she awarded herself top 
marks. She pointed to low inflation and a 
stable currency, in particular, as proof that 
the economy—which had looked wobbly 
since the Asian crisis of 1997—was on the 
mend. And so it seems to be: growth 
should reach 4% this year; exports, hit by 
the tech crash, have begun to rise after 
more than a year of contraction, and busi- 
ness confidence is increasing. But one criti- 
cal measure threatens to spoil Mrs Ar- 
royo’s otherwise glowing report card: the 
budget deficit. By the end of June, it was 
running at 92% of the total target for the 
year. A fail there seems all but inevitable. 

The overshoot is all the more damag- 
ing, since, as Mrs Arroyo herself admitted, 
deficit reduction is the “linchpin” of her ef- 
forts to restore macroeconomic stability 
and attract foreign investment. When she 
took over from the spendthrift Joseph Es- 
trada, at the beginning of last year, she 
found the public finances in disarray. The 
fiscal balance had swung from a slight sur- 
plus in 1997 to a 4% deficit in 2000. She 
pledged to hold the line at 4% during 2001, 
and to everyone's astonishment and de- 
light, managed to do so. But her promise to 
reduce the deficit to just over 3% this year 
now looks untenable. 

Economists suspect that payments 
withheld to help meet last year's target, but 
disbursed early this year, may account for 
the high spending. Emilia Boncodin, the » 













» minister in charge of the budget, argues in- 


stead that the government's deliberate ef- 


fort to bring development spending for- 
ward to the beginning of the year is 
showing up in the figures. She also com- 
plains that her cabinet colleagues are too 
efficientfor their own good: whereas in Mr 
Estrada's time, government agencies only 
managed to spend about 85% of the 
money allocated, Mrs Arroyo's team is ca- 
pable of using every penny on offer. 

But the real problem lies not on the 
spending side, where lower than expected 
financing costs for the public debt helped 
keep the government more or less on tar- 
get. Rather, itis the task of bringing money 
in that seems to stump Mrs Arroyo. In the 
first half of the year, the Bureau of Internal 
Revenue (BIR), the tax-collection agency, 
raised 12% less than projected. The fact that 
most of the country's growth stems from a 
boom in agriculture, which is lightly taxed, 
did not help. Far more worryingly, the BIR 
made no headway chasing the Philip- 
pines' many tax dodgers. 

At the current rate, the Philippines will 
only collect some 13% of Gpp in taxes this 
year, compared with over 20% in neigh- 
bouring Malaysia, and over 50% in some 
European countries. In her speech, Mrs Ar- 
royo pledged "strong administrative mea- 
sures" to improve the government's take. 
She has brought in a respected business- 
man to shake up the sir. He, in turn, has 
started to identify cheats by setting bench- 
mark levels for tax payments for different 
industries, and then investigating compa- 
nies that deviate from them markedly. He 
has also tried to cut corruption among his 
own staff by transferring some of his se- 
nior staff to new districts. 

Measures like these should help to raise 
more money eventually. But in the short 
term, Mrs Boncodin readily admits, the 
disruption brought on by the changes 
might actually reduce revenue yet further. 
Nor, she says, does the government have 
many other options. Economists caution 
against further spending cuts, since they 
would eat into the improvements in infra- 
structure that the Philippines needs to spur 
growth. Mrs Arroyo, who already seems 



































insecure about her following among poor 


Filipinos compared to the populist Mr Es- 
trada, would doubtless balk at any tax 
hikes, as would the country's unruly con- 
gress. Any way, it makes little sense to in- 
crease taxes if you cannot collect them. 

In narrow economic terms, it might not 
matter that much if the deficit exceeds Mrs 
Arroyo's target. Interest rates are low, and 
domestic and foreign capital plentiful, so 
there is little risk of the government 
"crowding out" private borrowers by suck- 
ing up funds. But the president herself has 
put so much emphasis on keeping the 
country's finances under control that fail- 
ure to do so might dent public confidence 
disproportionately. Some observers had 
hoped that she would take advantage of 
SONA to explain the government's diffi- 
culties and gently deflate expectations. In- 
stead, she stuck doggedly to her target. A 
scandal over an illegal gambling racket 
forced Mr Estrada from office; now his suc- 
cessor seems determined to risk her credi- 
bility on a high-stakes bet of her own. & 


Tajikistan 
Wars and 
shadows of wars 


DUSHANBE 


Tajiks need peace in Afghanistan 


HEN the Taliban regime in Afghani- 

stan was overthrown by the anti-ter- 
ror coalition last December, the leadership 
in neighbouring Tajikistan was thor- 
oughly delighted. It seemed to offer hope 
to a poverty-stricken country still strug- 
gling to recover from its own civil war that 
ended five years ago and cost an estimated 
60,000 lives. 

The Taliban had been a continuous 
threat to the stability of Tajikistan, the only 
country in Central Asia that has allowed 
Islamists to become part of its govern- 
ment, under the terms of the peace agree- 
ment signed in June 1997. The president, 
Imomali Rakhmonov, strongly opposed 
the Taliban and supported the Northern 
Alliance long before the rest of the world 
began to take much notice of Afghanistan. 
Most of the world seemed to be waiting 
only for the Taliban to conquer the whole 
of the country before, with a show of re- 
luctance, granting them diplomatic recog- 
nition. Luckily for Mr Rakhmonov, Sep- 
tember uth has changed the equation, 
boosting the Tajik government in a num- 
ber of ways. 

First, it enabled Mr Rakhmonov to 
carry out some long-overdue housekeep- 
ing. For example, around 15% of the com- 
manders in the powerful border-control 
forces were recently sacked. “This could 











not have been done in 1999 or 2000, or- 
even before 9/11," says an observer. The 
role of law-enforcement organisations, the 
militia and judges are all now under re- 
view, reflecting Mr Rakhmonov's new 
feeling of security. 

Peace in Afghanistan, if it lasts, should 
in principle also offer Tajikistan new pos- 
sibilities for economic development and . 
trade. Held back by its civil war and subse- 
quent instability, Tajikistan has been. 
slower atimplementing economic reforms 
to make the transition from a command to _ 
a free-market economy than the other for- 
mer Soviet republics. Being landlocked, Ta- 
jikistan, potentially an exporter of gold- 
and other precious metals, is dependent 
onlong transport routes and consequently 
on good relations with its neighbours. —— 

For the present, Tajikistan's economy is 
still in dire straits. The United Nations reck- 
ons that about eight out of ten Tajiks live in 
poverty. Unemploymentis so high that up © 
to 1m souls out of a population of more 
than 6m migrate to Russia for work every 
year. Since those lucky enough to find 
work in Tajikistan can expect an average 
monthly salary of just $10, itis no surprise 
that Russia-bound flights are packed. Get- 
ting a train ticket can take weeks. 

The departure of such a large portion of 
the male population causes extra social 
problems at home. Wives are left behind to 
fend for themselves and to raise their usu- 
ally sizeable brood of children alone. 
Those women who are unable to find hus- 
bands settle for becoming second or third 
wives in the hope of finding financial pro- 
tection and respectability, even though = 
neither they nor their childrenhaveanyle- =~ 
gal rights in case of abandonment. | 

Reducing poverty and solving such 
problems are primary goals for Mr Rakh- | 
monov’s government. One country the Ta- 
jiks would like to see become more in- © 
volved is Russia, still Tajikistan’s principal 
strategic partner despite America’s in- 
creased presence in Central Asia. But al- | 
though Russia continues to keep its 201st - 
motor rifle division in the capital, Du- - 
shanbe, and has agreed to set up a military 
base in the country, this is one former re- 
public in which Russia seems neither able 
nor willing to invest. 

Relations with Uzbekista 
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» which Tajikistan’s railway runs before 
reaching Kazakhstan and Russia, remain 
particularly difficult. In the past few years, 
the Uzbeks have accused Tajikistan of en- 
dangering their security by permitting 
drug trafficking from Afghanistan and fail- 
ing to prevent Islamists from attacking Uz- 
bek territory. As a result of this, Uzbekistan 
decided to plant mines along its border 
with Tajikistan, without informing the Ta- 
jikistan authorities of their location. To 
date, they have killed at least 55 Tajik civil- 
ians and injured over 200. 

Tajikistan remains an edgy place in a 
dodgy neighbourhood. Most Tajiks, 
though weary of conflict and instability, 
are well aware that no disarmament fol- 
lowed the end of the civil war. The weap- 
ons were simply stashed away, and are 
ready to be pulled out at any moment. @ 


Papua New Guinea 


The longest poll 


Election chaos taken to the point of 
logical absurdity 


HE election woes of the South Pacific 

nation of Papua New Guinea (PNG) are 
beginning to make the hanging, swinging 
and pregnant chads of Florida 2000 look 
like minor glitches. In a poll that has run 
since June 15th, almost half the country’s 
population has been unable to vote due to 
problems with the electoral roll, and more 
than 30 people have been killed in elec- 
tion-related violence that has rendered 
parts of the interior virtual war zones. 

Corrupt candidates have used tribal 
gangs to intimidate voters and steal, torch 
or tamper with ballot boxes. Presiding offi- 
cers have been kidnapped, threatened, or 
have just refused to come forward. The 
electoral violence is symptomatic of wider 
problems. Administered by Australia un- 
der a League of Nations mandate from 
1920, PNG has since independence in 1975 
been plagued by lawlessness in the capital, 
Port Moresby, and tribal warfare in the 
highlands. While the mineral-rich island 
of Bougainville’s decade-long indepen- 
dence struggle ended in 1998, leaving more 
than 20,000 dead and 40,000 as refugees, 
PNG Still feels the effects of the separatist 
conflict in the neighbouring Indonesian 
province of West Papua. 

Electoral results have been declared in 
more than 80 out of a total 109 seats, but it 
is unclear how voters in uncounted seats 
will be represented. The attorney-general, 
Francis Damem, has asked the Supreme 
Court to decide on how an election in any 
particular seat can be deemed to have 
"failed". The court is also looking into a re- 


quest by the electoral commissioner for a 
ruling on whether a new parliament can 
sit without all its members having been 
declared. The poll is due to close on July 
29th, before parliament resumes on Au- 
gust 5th to elect a prime minister. 

What is clear is that the current prime 
minister, Sir Mekere Morauta, is likely to 
go. The opposition has called for his res- 
ignation, due to the failure of the majority 
of his cabinet to win re-election. After 
coming to power in 1999, Sir Mekere intro- 
duced a series of political and economic 
reforms, including re-engagement with the 
World Bank and imr, and a substantial if 
unpopular privatisation programme. 
However, unemployment, illiteracy, and 



























the rapid spread of Arps remain large ob- 
stacles to economic development in a 
country in which nearly 80% of the popu- 
lation lives a largely traditional life based 
on subsistence agriculture. 

If all goes to plan, Sir Michael Somare, a 
former prime minister and now leader of 
the opposition, aims to succeed Sir Mek- 
ere. Seven opposition parties this week 
agreed to form a coalition government. 
Some 50 MPs have committed themselves 
to supporting Sir Michael’s party, and the 
agreement has the backing of former 
prime ministers Sir Julius Chan and Bill 
Skate, a necessity of government forma- 
tion in a highly divided nation. First, 
though, the election must be completed. w 
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The disappearing presidency 
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The markets have fallen by $2 trillion in July. On their way down, they have wiped 
much of the post-September 11th sheen from the Bush presidency 


HEN George Bush was sworn in on 
January 20th 2001, the Dow Jones In- 
dustrial Average stood at 10,600. This 
Monday, the Dow fell below 8,000. That is 


the same 24% fall that Herbert Hoover suf- 


fered in his first 18 months in office, which 
included the 1929 Wall Street crash. Judged 
by the broader Standard & Poor's index of 
500 stocks, Mr Bush's first year-and-a-half 
has been the worst ever recorded. 

At the start of this year, Mr Bush was 
the most popular president in living mem- 
ory. Two in three Americans thought their 
country was on the right track. There had 
been a huge spike in people's trust in gov- 
ernment and other public institutions. The 
Dow was over 10,000. And the Republi- 
cans seemed likely to retain control of the 
House of Representatives in November, 
and even to win back the Senate. 

Now, trust in government has col- 
lapsed. Fewer than half the people think 
the country is on the right track. Mr Bush's 
popularity is falling. With the mid-term 
elections just over three months away, 
Democrats think they can retain the Senate 
and grab the House (see Lexington). Some 
Republicans are starting to worry that if 
the economy slips back into recession next 
year, Mr Bush could even lose his re-elec- 
tion contest in 2004. 

Is it really that bad? The answer is not 
yet. For the moment, the Bush presidency 
has not been too badly affected by the mar- 


kets. But look a little bit forward and most 
of the roads seem to be leading downhill. 
Mr Bush's list of current strengths be- 
gins with the fact that the economy, statis- 
tically, is still in reasonable health. Glenn 
Hubbard, the head of the Council of Econ- 


omic Advisers, has said the fall in the mar- 


kets will not *overwhelm the upward path 
of the recovery". For most Americans, the 
important influences on spending are a 
job and a salary, not their stock portfolio. 
Unemploymentis low; incomes are up. 

Moreover, devastating though the fall 
in the Dow has been for investors, there is 
a case for saying the market was overval- 
ued; it needed to fall; and the best thing 
was to get the decline over with without 
too much damage. On this view, the cur- 
rent transitional decline is a dangerous 
moment-but there is plenty of economic 
stimulus in the pipeline and, once the mo- 
ment has passed, the markets and the 
country can return to normal. 

The Republican political position is not 
bad, either. The biggest worry is not the 
president's decline in popularity—that was 
never likely to be sustained—but the in- 
crease in the number of people saying the 
country is on the wrong track. More than 
half now say this—a level of anxiety as bad 
as that on September 10th. Still, Matthew 
Dowd, an adviser to the Republican Na- 
tional Committee, takes heart in other 
more positive indicators. In early Septem- 
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ber, when Mr Bush’s approval rating was 
50%, almost as many people disapproved 
of his handling of the economy as ap- 
proved of it and Democrats had a four- 
point polling advantage over Republicans. 
Now, Mr Bush’s personal approval is still 
over 60%; his approval on the economy is 
above 50%; and Democrats and Republi- 
cans are more or less even. 

Lastly, itis worth remembering two im- 
ponderables. The chances are that the 
Bush administration will invade Iraq 
sometime in the next 12 months. It is possi- 
ble al-Qaeda will launch another strike 
against America in that time. Either event 
would dramatically affect American poli- 
tics, at the very least by moving the focus 
of attention away from the market to what 
many regard as the real issue for the ad- 
ministration—national security. 

All those are reasons for thinking the 
current woes might blow over. But they in- 
clude a lot of "ifs" and *maybes". And set 
against this account is the harder fact that 
Mr Bush's predicament does not look 
good, andis likely to get worse. The admin- 
istration's incompetence at handling the 
meltdown is itself becoming a problem, 
first because it is doing nothing to calm in- 
vestors' nerves, and second because it is 
undermining Mr Bush's reputation—such 
as itis—as a domestic-policy maker. 

For a start, there appears to be no one in 
charge of economic policy. Traditionally, 
the treasury secretary is an administra- 
tion’s spokesman in dark moments. Rob- 
ert Rubin played that role for Bill Clinton, 
famously standing on the steps of the Trea- 
sury to read a market-calming statement 
during the turbulence of October 1997. 

Paul O'Neill, the current treasury secre- 
tary, is known more for his gaffes than his 
gravitas. After a string of ill-advised off- 
the-cuff comments over the nast 
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^ months, Mr O'Neill has come to be re- 


garded by Wall Street as a figure of fun. Re- 
cent events confirmed that view. Mr 
O'Neill was in Kirgizstan when the market 
was tanking. Questioned about the wis- 
dom of such a trip, he expressed amaze- 
ment "that anybody cares what I do". 
Increasingly, they don't. 

Unfortunately, the White House ap- 
pears incapable of filling the vacuum. As 
Robert Hormats of Goldman Sachs points 
out, America needs an economic equiva- 


lent of the defence secretary, Donald - 


Rumsfeld, who confidently explained 
American policy on a daily basis in the 
months after September 11th. Mr Cheney 
might have filled that role, but he cannot 
appear in public without being inundated 
with questions about Halliburton, the 
company he headed which is now being 
investigated by the sec. The White House 
did not have a single economic spokes- 
man on last Sunday's talk shows, which 
help set Washington's agenda. 

Things are so bad that senior Republi- 
cans argue openly that a shake-up is 
needed. The smart money reckons that Mr 
O’Neill will be replaced after the Novem- 
ber elections. A few even speculate about 
an earlier change if the markets fall further. 
But Mr Bush went out of his way to praise 
his embattled treasury secretary this 
week, saying he had “all the confidence in 
the world in him". And there is no obvious 
successor. With the spotlight shining so 
harshly on corporate America, it is hard to 
imagine another businessman in the cabi- 
net. Mr Bush is famously ambivalent 
about Wall Street types, who may anyway 
be tainted by the widening scandals. 

That leaves Mr Bush himself as the only 
person to make big public statements 
about the markets—disastrously. After two 
badly-received speeches on corporate re- 
form and the economy, Mr Bush this week 
also moved on to make off-the-cuff com- 
ments. Though the president admitted 
“Pm not a stockbroker or stock picker”, he 
claimed investors should see “value” in 
the market at its current level. 

This impromptu approach leaves the 
White House looking like it has no control 
over the policy response—which in some 


ways it doesn’t. The legislation on cor- 
porate reform is a case in point. 

In his Wall Street speech, Mr Bush cast 
the loss of confidence as a case of a few 
bad apples, and eschewed dramatic sys- 
temic reform. Yet on July 24th, Congress 
passed a far-reaching corporate-reform 
law based on a bill sponsored by Paul Sar- 
banes, a Democratic senator (see page 62). 
Mr Bush now says he will sign it. But it is 
not what he originally wanted, nor even 
the result of a process he had any influence 
on. That might well be good in this case, 
but in the run-up to the November elec- 
tions, it poses a risk. If market turmoil con- 
tinues, the desire of lawmakers (especially 
Democrats) to look tough could push regu- 
latory reform too far. With little economic 
leadership from a weak White House, that 
risk rises substantially. 


Drifting down the river 

Of course, there is not much any politician 
could do in the very short run that would 
be sure to restore investors’ confidence in 
the markets or the integrity of corporate 
America. The trick is to look asif you know 
what you are doing—and Mr Bush’s short- 
comings in this respect may be doing dam- 
age to his presidency. 

The problem for Mr Bush starts with 
those “right track/wrong track” numbers— 
often called the Dow Jones of politics be- 
cause they catch the changing national 
mood. Karlyn Bowman, a poll-watcher at 
the American Enterprise Institute, points 
out that this indicator is more sensitive to 
deep-rooted social and moral trends than 
to political mood-swings. Its decline now 
has more to do with things like the crisis in 
the Catholic church and worries about 
progress in the war on terrorism, than 
passing political embarrassments, like Mr 
Bush’s speech. For that reason, it is also 
hard to change quickly. The drop in the 
“right direction” numbers has been precip- 
itous: some polls put the decline at 15 
points in just three months. 

More conventional political indicators 
tend to follow the “right direction” num- 
bers with a lag. Charlie Cook, a political 
analyst, argues that this is a four-stage pro- 
cess. First comes the drop in the “right 


track” number. Then, presidential job rat- 
ings follow a couple of months later. That 
happened with George Bush seniorin1991 
and is starting again: George Bush junior’s 
approval ratings have fallen two points a 
month since January. This may have al- 
ways been going to happen, but the de- 
cline is relentless. 

Mr Bush is still seen as a terrific com- 
mander-in-chief, and not just your run-of- 
the-mill politician. The public has not 
found him guilty by association with the 
business scandals, and is so far indifferent 
to stories about his own corporate record. 
But doubts have existed from the start 
about his policy-making competence. His 
administration's bumbling is exacerbating 
those doubts just at the time when econ- 
omic jitters are putting a greater premium 
on domestic-policy skills. Voters may not 
be turning against the president, but they 
seem to be reserving a judgment that had 
previously been favourable. 

That leads to Mr Cook's third stage: 
after falls in the "right direction" and presi- 
dential numbers, party ratings start to 
change. So far this year, neither party has 
been able to establish any advantage in the 
polls. But in the past few weeks it is just 
possible that this too may be starting to 
change. Democrats have begun to open up 
a small but consistent lead. And that could 
forecast a big problem for the Republicans, 
since the fourth stage of Mr Cook's process 
is the dénouement, polling day. 

It is still too early to predict the mid- 
term elections with much confidence, 
though the balance has swung towards the 
Democrats. It is even more dangerous to 
guess at how the loss of the House, if it 
happens, would affect Mr Bush. But what 
is clear is that the market turmoil has re- 
turned politics to something rather like the 
status quo before September 11th. 

That suggests the extent of Mr Bush's 
lost opportunity: he failed to use the past 
ten months to create any sort of transform- 
ing bipartisanship on domestic policy. His 
presidency now rests on his reputation for 
personal integrity and, in a way worry- 
ingly reminiscent of his father, on foreign- 
policy achievements that may count for lit- 
tle come November. & 





California v Detroit 


Green Davis 


SAN FRANCISCO 
California wants car makers to cut 
greenhouse-gas emissions 


THANKS to Los Angeles's long history 
of filthy air, California is the only state 
that is allowed to set its own pollution 
standards. In the past it has used this right 
to make car manufacturers cut down the 
exhaust emissions that cause smog. On 
July 22nd Gray Davis, the governor of Cali- 
fornia, signed a law that extends the prin- 
ciple to greenhouse gases. The California 
Air Resources Board (CARB) is instructed 
to set standards for the emission of carbon 
dioxide and other such gases from private 
cars and lorries. This is a first in America. 

On its own, even mighty California 
cannot make much of a dent on the green- 
house effect. Transport produces 57% of 
California's greenhouse gases, which are 
6% of the American total, which is about 
25% of the global total; so, however stiff the 
standards, the direct impact could be well 
under 1%. But because it is such a large 
market~Californians bought 2.1m new ve- 
hicles last year, 10% of the total in Amer- 
ica~California’s standards influence the 
design of cars across the country. Jubilant 
environmentalists hope the new law will 
divert Americans away from “sports-util- 
ity vehicles” towards more efficient cars. 
Car makers and oil producers are afraid 
that the environmentalists may be right. 

Mr Davis was eager to place the law, 
and himself, squarely in California’s tradi- 
tion of setting the pace on such things, 
from safety belts to unleaded fuel. Califor- 
nia was leading the way because, he said, 
“Washington politicians have failed to 
act.” For good measure, he signed the bill 
twice-in Los Angeles as well as in San 
Francisco—with plenty of photogenic sup- 
porters from stage, screen and elsewhere, 
such as Robert Redford, on hand. 

The bill, which cites the threats posed 
to California by global warming—from 
coastal floods to mountain droughts— 
strengthens Mr Davis's green credentials 
just when he is seeking re-election. On the 
face of ithe does not need that much help: 
his inexperienced Republican opponent, 
Bill Simon, lies to the right of most Califor- 
nian voters and seems to be making a hash 
of his campaign (he tried to put an end to 
one fiasco by revealing his tax records this 
week). But Mr Davis needs to guard his left 
flank. A scandal earlier this year concern- 

ing state contracts for software from Ora- 

cle, one of his campaign contributors, con- 

vinced some liberals that he was too fond 

of big business. The new bill may limit the 
 driftof voters to the Greens. 














bill is vague. It leaves all details of the new 
standards to be decided by CARB, requir- 
ing them simply to produce the “maxi- 
mum feasible reduction" of greenhouse 
gases. The board must produce its rules by 
2005, for review by the state government, 
before they go into effect for cars sold in 
2009. That leaves Mr Davis free to fight for 
re-election; he may even have a shot at the 
White House long before anyone pays for 
acar designed to the new standards. 

At least itis clear what will not happen. 
After the car industry ran advertisements 
in the spring saying that the state was pre- 
paring to ban sports-utility vehicles, the 
bill’s author in the Assembly, Fran Pavely, 
a Democrat whose district encompasses 
Malibu and its dreamy beachfront neigh- 
bours on the western edge of Los Angeles, 
added a list of all the things it would not 
do. They include bans on specific types of 
vehicles, new petrol taxes or fees for driv- 
ing and lower speed limits. 

Opponents of the bill still complain 
thatit will raise the price of all vehicles and 
so push popular designs out of range of 
poorer Californians. The cleanest cars sold 
in America today~hybrids that link an 
electric motor to a conventional petrol en- 
gine—cost more than equivalent models 
that use only internal combustion. 

So far, Californians seem untroubled; 
one opinion poll has said that 81% of them 
support the law. Car makers have given up 
the idea of appealing for a referendum, 
andare concentrating on a legal challenge. 

The Alliance of Automobile Manufac- 
turers says CARB has no right to set stan- 
dards for greenhouse gases such as carbon 
dioxide, which is non-toxic and not a con- 
ventional pollutant. And, since carbon-di- 
oxide output is proportional to the 
amount of petrol used, California is in ef- 
fect setting fuel-economy standards, says 
the alliance, not pollution standards. That 
is the job of the federal government-and 
the Senate earlier this year voted not to 
raise them. California reckons it can win 
that fight. It is betting that the industry will 
come to love greenery as much as the 
safety rules it once hated. @ 





Beyond good intentions, however, the 






America and the United Nations 


UN-nerving 


NEW YORK 
Now, battles on abortion and torture 


NOTHER week, another row about 
multilateralism, with America claim- 
ing its right to dissent on a matter of princi- 
ple and much of the rest of the world 
claiming that George Bush is trying to de~ 
stroy international agreements from 
which the United States has already won 
partial exemption. Barely had the fuss. 
about the International Criminal Court 
died down when two new controversies 
emerged: the first to do with the United Na- 
tions and family planning, the second to- 
do with preventing torture. 

On July 22nd the State Department said | 
it would withhold America’s $34m con- 
tribution from the UN’s Family and Popu- 
lation Fund (known as UNFPA), which 
supports family-planning and reproduc- 
tive-health programmes in 142 countries. 
Congress approved the money last year, 
but it had been under review. The $34m 
will now go to the State Department's 
Agency for International Development. 

The administration has backed some 
anti-abortion Republicans who claim that 
the population fund indirectly supports ——— 
forced abortion and sterilisation in China: 
(Congress long ago passed a law banning 
the use of American money for such pur- 
poses) Nonsense, replies the UNFPA: it 
does not support abortion, in China or 
anywhere else. In May, a State Department 
visit to China found no reason to think oth- 
erwise and recommended giving the 
money. Besides, America has long had a 
concession, mandating that none of the 
money it gave the population fund could © 
be spent on programmes in China. : 

The decision has naturally annoyed the 
same abortion-rights people who were fu- 
rious when Mr Bush suspended the “Mex- 
ico city" gag rule, preventing American 
money from going to organisations that. 
supported abortion. But even people who 
saw that action as part of the routine tit- 
for-tat of American abortion politics are 
annoyed by the UNFPa decision, because 
Mr Bush has ignored the evidence from the | 
UN and his own people on the ground— 
and hurt family planning,notabortion. — - 

Only a year ago, when he was petition- . 
ing Congress for more money for the - 
agency, Colin Powell, the secretary of 
state, wrote that the UNFPA "does invalu- 
able work through its programmes in ma- | 
ternal and child health care, voluntary 
family planning, screening for reproduc- 
tive-tract cancers, breast-feeding promo- 
tion and HIV/AIDS prevention." Accord- +» 















URN to Thoraya Obaid, the UN | agency's 


executive director, the American contribu- 
tion could have prevented 2m unwanted 
pregnancies, nearly 800,000 induced 
abortions and more than 77,000 deaths. 
= The Democrats may also be able to 
.make something out of the torture de- 
^bate—notleast because America has sided 
-againstits allies and with such champions 
- of human rights as Cuba and Iran. Earlier 
this year, after a decade of negotiations, an 
optional protocol to the 1984 convention 
against torture was approved by the UN's 
human-rights commission. Under the pro- 
tocol, international and national observ- 
ers would pay regular visits to prisons in 
countries that sign up. 

On July 24th America, which has been 
a member of the convention against tor- 
ture since 1994, tried to send the protocol 








‘back to the drafters. It says the mandatory 


inspections are too intrusive, and also 
claims that it would be difficult to operate 
in federal countries, where prisons are 
managed at local level. Imagine foreign bu- 
reaucrats showing up unannounced at 
Guantanamo Bay. 

Not true, reply the protocol’s suppor- 
ters, who won this week’s vote comfort- 
ably and expect the General Assembly to 
approve it in September. The observers 
have to work out a schedule with local au- 
thorities (and the worst that they can do is 
to name and shame anybody who says 
no). The protocol is aimed primarily at gov- 
ernments in poor countries, which want to 
use international observers to insist on 
better behaviour in local prisons. If Amer- 
ica does not like the protocol, it can simply 
not sign it. But, after ten years, why wait? m 





Tannessee in trouble 


A state full of chickens 


NASHVILLE 


Ashambolic budget, confused Republicans—and Al Gore 


ENNESSEE'S primaries do not lack for 

southern colour. The leading Republi- 
can candidate for governor, Van Hilleary, 
is sponsoring a racing car. One of his oppo- 
nents has sent actors dressed as giant 
chickens to mock Mr Hilleary for not de- 
bating. Another, a Methodist minister, 
says God told him to run (a good qualifica- 
tion in a state whose constitution bans 
atheists from office). 

Yet the primaries on August 1st deserve 
to be taken seriously. Tennessee has by 
some measures the biggest budget mess in 
the country. Thanks to redistricting and re- 
tirements, three House seats, a Senate seat 
and the governorship are all up for grabs. 

The voters of Tennessee are a conserva- 





A hit tune in Nashville 


tive lot. Even if they like their local Demo- 
crat-both houses of the state legislature 
are Democrat-controlled—they often vote 
Republican for higher office. The Republi- 
can governor, Don Sundquist, won his sec- 
ond term by a landslide in 1998. 

Mr Sundquist is not allowed to run 
again; anyway, his popularity has 
dropped as the state’s cash crisis has 
mounted. In 2001 the people of Tennessee 
paid less tax per head than the citizens of 
any other state except South Dakota. A 
state income tax is outlawed in Tennes- 
see’s constitution: its money comes from 
sales taxes and business taxes. Like many 
other states, Tennessee spent far more dur- 
ing the 1990s than it received. TennCare, 


the state-run alternative to Medicaid, set 
up in 1994, alone eats up a fifth of Tennes- 
see’s annual budget of $9.6 billion. 

A month ago, politicians found they. 
had to plug a hole of nearly $1 billion. Mr 
Sundquist favoured introducing a state in- 
come tax; the legislature did not. When a 
July ist deadline slipped by, the governor 
sent half the state’s workforce home. On 
July 3rd a compromise squeaked through 
that raised the sales-tax rate from 6% to 7%. 
Once you add in the levies from counties 
and cities, the average is more than 9?6—ar- 
guably America’s highest. In theory, some 
new money could come from a state lot- 
tery, which is on the ballotin November. 

More generally, there is wrath about 
what Standard & Poor’s, a rating agency, 
has called the state’s “ongoing political in- 
ertia". As John Geer, a professor of politi- 
cal science at Vanderbilt University in 
Nashville, points out, that inertia is intrin- 
sic to the system: the state legislature can - 
override the governor's veto with a simple 
majority. All the same, the hapless Mr 
Sundquist is under fire from all sides, not 
least from Nashville's powerful conserva- 
tive radio shows. 

The leading gubernatorial candidates 
are scrambling to distance themselves 
from the income tax, while carefully 
avoiding the job of producing alternatives. 
Mr Hilleary talks vaguely about making 
TennCare less generous. Jim Henry, a state 
legislator, wants a constitutional conven- 
tion to discuss tax alternatives. The leading 
Democrat, Phil Bredesen, has also dis- 
missed the income tax. The one person 
who favours it looks out of the running. 

The budget mess has also popped up in 
the congressional races. Three current con- 
gressmen, one Democrat and two Republi- 
cans (Mr Hilleary being one), are leaving 
their seats to pursue other offices. Since 
district lines have recently been redrawn, 
the parties are not guaranteed to keep 
those seats. Among the Republicans 
squabbling over the western 7th district, 
the narrow leader, a state senator, Marsha 
Blackburn, made her name by opposing 
theincome tax; her opponents are vying to 
be more anti-tax than she is. 

The Republican Senate seat, given up 
by the retiring Fred Thompson, does not 
look safe either. At the moment, the opin- 
ion polls show Lamar Alexander, a former 
governor and two-time presidential candi- 
date, beating Ed Bryant, a conservative 
congressman, in the Republican primary. 
Mr Alexander also leads Bob Clement, the 
Democratic candidate; Mr Bryant does 
not. But he may be on the rise. 

Tennessee's elections may also have 
implications for Al Gore, the state's not- 
quite-favourite son, who was in Nashville 
for July 4th. Mr Gore lost the state to 
George Bush in 2000. Might a strong 
Democratic showing this year stoke his 
ambitions for 2004? m 
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Jim Traficant 
Hair today, gone 
tomorrow 


WASHINGTON, DC 


The Klingons got Jim in the end 


ONSIDER a recent exchange between 

James Traficant, a Democratic con- 
gressman from Youngstown, Ohio, and a 
woman called Sandra Ferrante. The occa- 
sion was the sombre meeting of the Com- 
mittee on Standards of Official Conduct. 
The subject was whether Mr Traficant 
should be expelled from Congress. Ms Fer- 
rante was a rare friendly witness: 


Traficant: Were you and I sex partners? 
Ferrante: No 
Traficant: Why not? 


Today's politicians are a tedious lot: 
identical blue suits, identical blow-dried 
hair, same platitudes about freedom and 
responsibility. Republican or Democrat, 
Yankee or southerner, product of the in- 
ner-city or the outer-suburb, all have been 
put through the same finishing school. 

Mr Traficant bunked that part of his 
education. His hair looks like a strange 
grey animal. He usually eschews suits (un- 
less they are made of denim) in favour of 
bell-bottoms and double-knit jackets. His 
utterings are alternately surreal and pro- 
fane. He once claimed on rv that Janet 
Reno was a lesbian drunk who had dallied 
with call girls (the then attorney-general 
denied this). He likes to end his interven- 
tions in Congress, which are usually di- 
rected against the evils of foreign aid, free 
trade, the Federal Reserve and the ins, 
with aline from “Star Trek”: “Beam me up". 

Our hero has, however, had an adver- 
sarial relationship with America’s legal 
system. In 1983, when he was a local sher- 
iff in Ohio, he was put on trial for receiving 
Mafia bribes. The prosecution had him on 
audio tape admitting that he had received 
more than $100,000 from the Mob. But Mr 
Traficant, who mounted his own defence 
and referred to himself throughout as “my 
client”, persuaded the jury that he was 
conducting a one-man sting operation. 

Mr Traficant then used his triumph to 
launch his career in national politics, win- 
ning a seat in 1984. “I figured I would offer 
fashion, cerebral intelligence at a magnifi- 
cent level and the ability to communicate 
for my district,” he claimed. But on April 
11th his most recent case, in which he ar- 
gued with the judge and threatened the 


prosecutors, ended badly. He was con- 


victed of several crimes, including doing 
favours for bribes and requiring congres- 
sional aides to work on his farm. His sen- 
tencing is set for July 30th, and federal 
prosecutors want at least seven years. 





Going to a better place 


Before the standards committee, Mr 
Traficant refused to change his defence. He 
referred proudly to his home district as 
“Mobtown, USA”, repeatedly insulted the 
committee members (“You, you Coors- 
drinker”, he spat at the chairman, a Colo- 
rado Republican) and explained that he 
bought a boat because “I wanted to have 
Playboy bunnies come in and meet with 
me at nights, and I wanted to be promiscu- 
ous." The committee unanimously recom- 
mended his expulsion. And on July 24th 
the House voted 420-1to boot him out (the 
noble hold-out: Gary Condit). He becomes 
only the second congressman to have 
been expelled since the Civil War. He and 
his hair will be much missed. m 


The romance novel 


True love returns 


DENVER 
America rediscovers its heartland 


OR a few days in mid-July, there really 

was a place where women who 
"smelled of wildflowers and smoke" and 
had "a long tumble of flaming curls 
around a face of rose and cream" could 
glance hopefully at men with "eyes of 
clear and calm blue that could harden to 
steel". It was Denver, Colorado, where life 
recaptured something of its old innocence 
at the annual conference of the Romance 
Writers of America. Thisis a body founded 
in 1980 by three dozen authors who, op- 
pressed by the gritty greyness of the realist 
school of novel-writing, set out deter- 
minedly to recreate the world of P.G. 
Wodehouse's “Honeysuckle Cottage". 

How well they have succeeded—up to a 
point. The Romance Writers today have 
more than 8,000 members. More than 
1,500 people turned up at this year's as- 
sembly. Sales of romantic books—now a 


third of all the fiction sold in America— 
topped $1.5 billion last year, and the figure 
is rising. 

There is, of course, a price. These days 
the bestseller lists are studded with titles 
such as “One Night of Passion”, “Fast 
Women” and “Sins of Summer”. The defi- 
nition of romance has evolved along with 
the expectations of the (almost entirely fe- 
male) readership of these books. So have 
their covers. A picture of a muscled hunk 
embracing a knee-buckling waif is embar- 
rassing to hold up to other people’s gaze in 
an airliner or your firm’s office. Covers 
nowadays are more likely to be a swirl of 
pastel colours around a burst of flowers. 
The lust advertised by those titles is for the 
reader's eye only. 

Characters have changed too. The typi- 
cal hero is no longer a brooding English 
aristocrat with a large estate who, on a 
chance visit to a sick aunt, meets a lovely, 
lonely, virginal 17-year-old, says Charis 
Calhoon of the Romance Writers. “Cops, 
firemen and blue-collar workers are in- 
credibly hot.” Women have aged a decade 
or two, even three; not a few of them are 
curvaceous moguls. There may even be a 
divorcee with a child. 

Some traditions endure. There has to be 
a relationship. Generally, the heroine and 
the hero remain monogamous after they 
meet, regardless of whether it is in Chapter 
Three or Chapter Ten, however chequered 
their past, and no matter whether they 
hate each other at first sight. And there has 
to be a happy ending. “The conflict,” says 
Ms Calhoon, “is the struggle to make your 
love work,” which means, she adds, the 
struggle to maintain “commitment, mo- 
nogamy and"— well, there has to be some 
concession—“a sense of fashion." 

The reigning queen of this world is 
Nora Roberts, author of such classics as 
"Tears of the Moon", "Jewels of the Sun", 
"Born in Fire", “Born in Ice" and “Born in 
Shame". She has written 145 books under 
her own name, almost all of them follow- 
ing the same pattern: a flawed couple 
meet, have explicit sex (“hot blood and 
violent lust he knew he could only chain 
down for so long”), painfully break up 
(^Love, she thought, could be such a lie"), 
and then reunite. 

Recently, in her spare time, Ms Roberts 
has begun writing books under the name 
of J.D. Robb (“Reunion in Death”, “Betrayal 
in Death”, “Purity in Death”) in which the 
chief theme is a mystery, not love (though 
love is not left out). This year she has pub- 
lished two mysteries, three romances and 
four reprints. As fast as she produces them, 
readers inhale them. Every minute an- 
other 34 are sold. At the Denver conference 
the queue waiting for her autograph ex- 
tended the length of a vast ballroom. 
When she put her pen down, there was 
not a copy left to sign. Unsated admirers 
were left panting for more. And more. 8 





ICHARD GEPHARDT has spent his political career failing to 
reach the top of the greasy pole. The Missouri Democrat 
made his first run for the presidency in 1988 but lost the nomina- 
tion to Michael Dukakis, who had more money. He decided not 
<- to run in 1992, only to see an unknown governor from Arkansas 

— thrash the “unbeatable” George Bush senior. He failed to lead 
his party to retake control of the House of Representatives in 
2000 by a mere five seats, or a few thousand votes. 

But it looks as if luck is finally on Mr Gephardt’s side. A storm 
of corporate scandals and the plunging stockmarket could put 
him in the Speaker's chair in November. George Bush's political 
capital is sinking even faster than the average equity portfolio. 
The congressional Republicans are heading for the shore. With 
(o. the wind behind them, the Democrats are now expected to win 
5. the handful of seats they need to take control of the House. If 
the voters are really angry with Mr Bush, they might do even 
better, though gerrymandering and the power of incumbency 
mean that only about 10-15 seats look up for grabs. 

.. Whatis Mr Gephardt going to do if and when he finally 
reaches the top of the greasy pole of House politics? Lesser men 
. might simply sit there and enjoy the view. The speakership is 

| the third-highest job in American politics, and Mr Gephardt has 
been serving his apprenticeship for 13 gruelling years. Yet almost 
- everybody in Washington expects him to give up the speaker- 
ship faitly quickly (or even to turn it down) in order to concen- 
trate on running for the presidency. 

There is no shortage of evidence of Mr Gephardt's presiden- 
tial ambitions. He has made a series of "big think" speeches that 
are designed both to burnish his moderate credentials and to 
prove that he is more than just a political mechanic. He recently 
declared his unequivocal support for military action against 
Iraq, a move that may have undone the political damage caused 
by his decision to vote against the Gulf war. He has adopted the 
hyperactive schedule of a presidential candidate. 

.. Is Mr Gephardt a plausible candidate for the party's nomina- 
tion? He undoubtedly has valuable assets: a wealth of experi- 
ence, the goodwill of the House Democrats, and a remarkably 
youthful appearance. He has a reputation for being able to work 
with his party's warring factions. He recently accepted an invita- 
tion to speak to the Democratic Leadership Council (pic), the 















moderate Clintonian organisation that he helped to found and 
later fell out with, but took John Sweeney, a top trade unionist, 
along as his guest. He is also likely to get off to a good start in the 
early primaries: he won the Iowa caucus back in 1988, when he 
was a much less substantial figure than he is today, and he has 
the money and trade-union backing to build on his momentum. 

Yet it is hard to escape the impression that Mr Gephardt is 
less than the sum of his parts. He is a chameleon: a man who 
started his political life as an opponent of abortion, busing and 
a minimum-wage hike but who is now a stalwart of his party's 
left wing. He is also a man who tends to shrink in the glare of 
publicity. His speeches become dull and mechanical, his argu- 
ments as insubstantial as his eyebrows. A recent poll found that 
only 5% of Democrats would vote for Mr Gephardt in a primary 
election compared with the 46% who said they would vote for 
his fellow shape-shifter, Al Gore. 

The fact that Mr Gephardt has a hill to climb to win his 
party's nomination will not prevent him from doing political 
damage. For all his emollient appearance, Mr Gephardt repre- 
sents his party's most atavistic wing. And he is a substantial 
enough figure to force his rivals to run to the left in order to 
thwart him. The problem is not so much that Mr Gephardt is a 
populist. Populism is almost de rigueur in the Democratic Party 
these days-and Mr Gephardt can at least claim that he has been 
banging that particular drum for a decade now. The problem is 
that he mixes heartfelt populism with heartfelt protectionism. 





Workers of the world unite~and stop him 

Mr Gephardt has always been an outspoken opponent of free 
trade: a man who has fashioned a gut hostility to trade into a co- 
herent political ideology. He has a mid-western sense that it is 
quite enough to trade with distant places like New York and Los 
Angeles without bothering with the rest of the world. (His con- 
stituency, in suburban St Louis, is demographically, if not geo- 
graphically, close to the middle of the country.) He has 
buttressed this instinctive economic isolationism by soaking up 
anti-trade literature and travelling widely around the Mexican- 
American border. If Mr Bush is a wholly-owned subsidiary of 
big business, as Democrats like to argue, Mr Gephardt is a 
wholly-owned subsidiary of big labour. 

He split with the DLC over its support for free trade. He ran a 
fiercely protectionist presidential campaign in 1988, and took on 
the Clinton White House over NAFTA in 1993. He is now leading 
the opposition to George Bush's Trade Promotion Authority. 
Rather than softening his line on trade—or apologising for talk- 
ing such nonsense about NAFTA~Mr Gephardt claims that pub- 
lic opinion is moving his way. 

Anybody who admires human endurance must be im- 
pressed by Mr Gephardt's determination to shimmy to the top 
of the congressional pole—and by his willingness to contem- 
plate, at his moment of triumph, jumping from one pole to an- 
other. But anybody worried about the state of the world's 
economy will wish him the worst of luck. Mr Gephardt has 
been on the wrong side of every economic debate for the past 
two decades, from his insistence that Japan would take over the 
world economy in the 1980s to his scaremongering about - 
NAFTA in the 1990s and his insistence that the United States - 
should dictate labour standards to poor countries today. The last 
thing the world needs now is for more power to go to one of. 
America's most convinced and articulate protectionists. 8 
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Politics in Venezuela 





Weathering the storm 


CARACAS 


Hugo Chavez and his government are hanging on. Just 


ENEZUELA’S embattled President 

Hugo Chavez, who is much given to 
colourful similes, recently compared his 
"revolutionary" government to a ship that 
has just come through a storm. “Now that 
we are sure we're not going to sink," he 
said, “we are once again looking for the ho- 
rizon." The storm in question was April's 
bungled coup attempt, along with the po- 
litical turbulence that followed. Having 
ridden out the succeeding weeks, includ- 
ing a sensitively handled annual round of 
military promotions, the president may be 
forgiven a smile of satisfaction. Yet his ship 
is still in dangerous waters. 

Since the failed coup, Venezuela has be- 
come even more polarised. Earlier this 
month, the opposition organised a mass 
anti-government demonstration and 
spurned mediation attempts by Jimmy 
Carter, a former American president. Mr 
Chavez is liked by the poor, but many 
other Venezuelans believe that his 
authoritarian populism and his “Bolivar- 
ian revolution” are leading their country to 
ruin. Though he is democratically elected, 
and despite having failed to overthrow 
him by force, the opposition is still deter- 
mined to get rid of the president by any 
possible means before the next election, 
scheduled for 2006. 

Luis Miquilena, a former interior minis- 
ter and once Mr Chavez’s key political op- 
erator, has been trying to overthrow him 
by means of non-violent, “constitutional” 


methods. The opposition is pushing for a 
referendum on the presidency, though this 
will have to wait until August 2003. In the 
meantime, Mr Miquilena is trying to have 
the president impeached for any one of a 
couple of dozen alleged crimes. He has 
been calling in favours from supreme- 
court judges and congressional deputies. 
And he is said to have asked would-be 
coupsters for time to put his plan into ef- 
fect. A second coup, which several sources 
say was planned for the early hours of 
June 25th, did not take place. A self-con- 
fessed conspirator (who, not unnaturally, 
requests anonymity) says that a plan to 
overthrow the president was postponed at 
the request of a group of civilians led by 
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Mr Miquilena. 

Coup-mongers may not consent to stay 
their hand indefinitely. They have been 
watching Mr Miquilena’s attempts—so far 
largely fruitless—with scepticism. Their 
military leadership appears recently to 
have been restructured, giving hardliners 
the upper hand. In a lengthy interview 
with a Caracas newspaper, El Nacional, 
General Enrique Medina Gomez, a long- 
time opponent of Mr Chavez, declared 
that the country’s armed forces would 
“not permit Venezuela to descend into 
chaos and anarchy.” 

But the army itself is divided. Mr Cha- 
vez has lately held talks with former Lieu- 
tenant-Colonel Francisco Arias, a man the 
president's own diehard followers regard 
as a traitor to his revolutionary cause. Mr 
Chavez and Mr Arias spent most of their 
years in the army conspiring to overthrow 
the government and were jailed for lead- 
ing a failed coup in 1992. But the more 
moderate Mr Arias stood against his for- 
mer ally during the presidential elections 
in 2000. Although sincere political recon- 
ciliation seems impossible, Mr Arias and 
his allies among the generals are not keen 
on a right-wing coup and are prepared to 
support the government in exchange for 
certain concessions, particularly, if ironi- 
cally, the de-politicisation of the army. 

The president’s good luck is that the ci- 
vilian opposition is no less wobbly than is 
the government. The Confederation of 
Venezuelan Workers has been threatening 
a general strike such as the one that pre- 
ceded the April coup attempt. But workers 
and bosses alike are divided over the wis- 
dom of this. Also divided is the “Demo- 
cratic Co-ordinator”, a recently formed 
umbrella movement of opposition parties 
and pressure groups, which have already 
started bickering. Luis Vicente Leon, a poll- 
ster from Datanalisis, says the only thing » 





> opposition leaders share is their desire to 
see Mr Chavez go. And the president has 
learned to buy time by setting them 
against one another. 

Mr Chavez looks able to survive until a 
referendum on his presidency can be held, 
and possibly even longer. A recent Datana- 
lisis poll showed 65% would vote to throw 
him out, but the constitution requires that 
more votes must be cast against him this 
time than he received in 2000- a tall order. 

Might the fast-worsening economy 
force him out earlier? The government it- 
self predicts that Gp» will decline by more 
than 3% this year; independent analysts 


Brazil's election 


All things to all men 


SAO PAULO 


say it could be 4.5%, with inflation at 35% 
and the national currency, the bolivar, 
down by half against the dollar since Janu- 
ary. So bare are government coffers that 
even congressional deputies have begun 
to complain that their salary cheques 
bounce. With official unemployment at 
around 18%, and more than half the work- 
force employed in the informal economy, 
life for the poor—the president's main al- 
lies—is increasingly grim. But that will not 
necessarily translate into anti-government 
activism. Barring an outright coup, Mr 
Chavez's ship, for all its leaks, could drift 
ona while yet. m 


The contradictory Ciro Gomes's presidential bid springs to life 


NTIL recently, Brazil's presidential 

contest was shaping up as a straight 
fight between the veteran opposition 
leader, Luiz Inacio Lula da Silva of the left- 
wing Workers' Party, and Jose Serra, the 
standard-bearer of President Fernando 
Henrique Cardoso's centre-right coalition. 
The two soft-left contenders, Ciro Gomes 
and Anthony Garotinho, were fading 
away. But Mr Gomes's ratings, which have 
soared from 9% to 27% in less than two 
months, have thrown the election—and 





Gomes just grows and grows 


the financial markets-into renewed tur- 
moil. The real hit a record low of 2.95 
against the dollar on July 24th after a new 
poll showed Mr Gomes far ahead of Mr 
Serra, whose support has dwindled to 14%, 
down from 21% last month. Investors are 
shuddering at the thought of a run-off be- 
tween two leftish candidates- Mr Gomes 
and Mr da Silva, still the poll leader—both 
of whom until recently talked of “renego- 
tiating” Brazil’s government bonds. 

Mr Gomes has been boosted by strong 
television performances, both in his Popu- 
lar Socialist Party’s advertisements and in 
a live interview on TV Globo's influential 
evening news. He has gained angry mid- 
dle-class voters, who blame the govern- 
ment for recent rises in fuel, utility and 
transport costs. His reputation for personal 
honesty is also helping him, though the 
same cannot be said for all his entourage: 
this week he sacked an aide implicated in a 
campaign-funding scandal. 

His popularity has surged despite con- 
fusion over what he stands for. He 
presents himself as an anti-establishment 
leftist. He rails against avaricious bankers 
and the “oligarchy” that has ruled Brazil for 
centuries; criticises the government's infla- 
tion targets for cramping growth; promises 
more state aid for domestic firms against 
foreign competitors; pledges to nationalise 
the defence industry; and insists that Bra- 
zil's public debt is unsustainable and must 
be "renegotiated". 

Yet, for all his talk, Mr Gomes's backers 
include some of Brazil's most notorious 
right-wing oligarchs, such as Antonio Car- 
los Magalhaes, a former Senate president. 
In a brief spell as finance minister in 1994 
(when he belonged to Mr Cardoso's party), 
Mr Gomes followed the sort of neoliberal 


policies he now criticises, such as cutting 
import tariffs to expose the local car indus- 
try to foreign competition. Before that, as 
governor of the north-eastern state of Ce- 
ara, heran a prudent and efficient adminis- 
tration. And his manifesto includes pro- 
posals to simplify the tax system and 
reform state pensions. Opponents and al- 
lies alike have come to disregard his leftish 
talk and to speak of him as the establish- 
ment's “Plan B”, a fall-back to stop Mr da 
Silva winning if Mr Serra fails. 

Will such a plan be needed? Mr Serra 
still has most of Mr Cardoso's big coalition 
behind him, and so will get the lion's share 
of the television slots that will be screened 
from next month. A seasonal fall in unem- 
ployment and some possible cuts in inter- 
est rates in the coming months may create 
a feel-good factor and restore his fortunes. 

But if not, and if Mr Gomes goes 
through to the run-offs against Mr da Silva, 
what then? Shorn of its own candidate, 
the governing coalition would split be- 
tween the two, reckons Gaudencio Tor- 
quato, professor of politics at Sao Paulo 
University, making the final result unpre- 
dictable.In any case, economic reality may 
force whoever wins to continue the cur- 
rent administration's conservative poli- 
cies. Mr Gomes and other opposition can- 
didates have backed away from the 
government's proposal that they sign a 
pre-election accord with the IMF to reas- 
sure investors that Brazil will not default. 
But any victor would probably have to 
start negotiating with the Fund, like it or 
not, soon after election day. = 


Religion in Mexico 


Staying alive 


MEXICO CITY 
Mexicans are increasingly turning 
away from the Catholic church 


€€TT'S a panic measure,” says Roberto 

Morales of the visit of Pope John Paul 
IIto Guatemala and Mexico next week. As 
an evangelical pastor, he is not unbiased. 
But even some Catholics are cynical about 
the real motive for the pope's visit. AI- 
though his appearance in Mexico city is 
likely to produce genuine euphoria, the 
Catholic church has nonetheless been los- 
ing ground in Mexico. 

The pope intends to travel first to Can- 
ada and Guatemala, arriving in Mexico 
(God willing) on July 30th. Because he is so 
frail now, he will stay for only two days, 
and Mexicans have been obsessing over 
whether he will make it at all. The authori- 
ties, who want to make sure el Papa has a 
smooth ride, are leaving nothing to 
chance: paramedic helicopters will follow »» 








Lamenting lost souls 


» his public appearances, ready to intervene 
in case he ever looks like becoming a mar- 
tyr to his work. 

The main reason for the visit is sup- 
posed to be the canonisation of an indige- 
nous Mexican peasant, Juan Diego, said to 
have been blessed in 1531 by apparitions 
of the Virgin of Guadalupe, the patroness 
of Mexico. The timing of the canonisation 
is significant. The Catholic church has 
been losing some of its appeal in the re- 
gion, and this is part of an attempt to stage 
a recovery. 

Over the past 20 years, Protestant and 
evangelical churches, groups and associa- 
tions have been making serious inroads 
into the Catholic flock. Many of these orga- 
nisations had their roots in the United 
States or Europe, but Mexicans or Guate- 
malans are now setting up their own and 
exporting their evangelism abroad. In 
Mexico, the proportion of Protestants in 
the population—although still small, at 
7.3%—has been rising steadily (see chart). 
Of this, 5% are evangelicals, the source of 
the proselytising energy in recent years. 

Particularly galling for the Catholic hi- 
erarchy is the fact that the evangelicals 
have gained most souls in the poorer, more 
indigenous states in the south of Mexico. 
These are precisely the sort of people the 
pope has been trying to win over with his 
campaigns against economic inequality 
and racial injustice, and this is one of the 
places where Catholic priests since the 
1980s have risked their clerical careers by 
preaching a new “gospel for the poor”. 

Roberto Blancarte, a sociologist of reli- 
gion at the Colegio de Mexico, points out 
that in Chiapas, a state with a high propor- 
tion of indigenous people, almost 14% of 
the population is now Protestant. In Gua- 
temala, which has a far higher proportion 
of indigenous people than Mexico, evan- 
gelism is doing even better. According to 
Mr Blancarte, the rise of Protestantism in 





Uruguay's economy 


Victim of contagion 


SAO PAULO 





Argentina's woes topple a neighbour's finance minister 


ITH the help of the rwr and other 

multilateral agencies, Uruguay’s 
President Jorge Batlle has been striving 
to stop his tiny country succumbing to 
contagion from its neighbour Argentina, 
which is in a deep depression after de- 
faulting on its debts. But things took a 
turn for the worse this week when, to 
avoid the collapse of his centre-right co- 
alition government, Mr Batlle had to 
sack his unpopular finance minister, Al- 
berto Bension. The same day, new fig- 
ures showed that a growing banking 
crisis has cut the country’s reserves to 
just $877m, less than a third of what they 
were at the start of the year. 

Mr Batlle pleaded with, and eventu- 
ally convinced, Alejandro Atchugarry, 
one of his chief allies in Congress, to 
take on the unenviable task of running 
the finance ministry. The president has 
also sent officials to Washington to beg 
the IMF to speed up disbursement of the 
promised loans, totalling $2.3 billion. 

The mechanics of this “contagion” 
are all too simple. The collapse of Argen- 
tina’s financial system led many Argen- 
tines to withdraw their deposits from 
Uruguay’s banks. Despite attempts to 
discourage them, Uruguayans are now 
following suit, fearing an Argentine-style 
deposit freeze. With the bank run drain- 
ing reserves, Uruguay was forced last 
month to abandon its currency-band 
system and let its peso sink freely. Since 
most bank loans and public debt are in 


these regions is now the Catholic church's 
"major worry". 


Why have the evangelicals been so suc- 


cessful? According to David Stoll, an Amer- 
ican anthropologist at Middlebury College 
in Vermont, part of their success lies in 
their firm line against alcohol, which is re- 
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dollars, the devaluation of the currency 
has only made things worse. 

In return for the rMr's aid, Mr Ben- 
sion had introduced several rounds of 
spending cuts and tax rises to try to close 
the yawning gap in the public finances. 
Opposition leaders hope that with his 
departure the government will intro- 
duce measures to create jobs and reacti- 
vate the moribund economy. But it is 
hard to see how these would be fi- 
nanced. In its fourth year of recession, 
Uruguay's economy shrank at a 10% an- 
nual rate in the first quarter of this year. 
Rising unemployment and soaring 
prices for key imported goods—such as 
petrol, up 60% since January—have 
brought Uruguayans on to the streets. So 
far, unlike in Argentina, the protests have 
been restrained. Uruguay has stronger 
political institutions than its southern 
neighbour, but these are being tested to 
the limits. Eventually, a cheaper cur- 
rency should boost its exports of farm 
produce, but Uruguay faces competition 
from Brazil and Argentina, which have 
suffered even steeper devaluations. 

Mr Batlle insists that a bank-restruc- 
turing scheme, financed by the IMF's 
loans, will ensure the safety of all depos- 
its, and that Uruguay will continue pay- 
ing its debts. The international aid 
should allow him and his new finance 
minister to struggle through to the end 
of this year. But if the recovery still has 
not come by then, what next? 


deeming many people from the ravages of 
the bottle. Evangelical groups are also less 
hierarchical and more accessible than 
their Catholic counterparts. Catholic 
priests who work in the indigenous areas 
complain that the church authorities are 
making their work more difficult. The Vati- 
can has banned the ordination of indige- 
nous deacons—many of whom have fam- 
ilies—for fear they may corrupt the celibate 
priesthood. When freed from such con- 
straints, many indigenous Catholics turn 
out to be the most dynamic evangelical 
preachers. 

For Jesuit priests like Serjio Cobo, who 
heads a Catholic agency that works in Chi- 
apas, the canonisation of Juan Diego is 
merely a distraction from the real pro- 
blems the church faces. “The event sup- 
ports the institutions that oppress the in- 
digenous people,” he says. For many 
Catholics, the fear is that once el Papa has 
left, nothing will have changed. And the 
trickle out of the church will just goon. = 
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Egypt's 50th anniversary 


The revolution and its legacy 


CAIRO 


East and Africa 
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Egypt's government tries to get an unwilling people to celebrate 50 years of less 


than glorious revolution 


HE country is not in the mood for fun. 

Its economy and politics are stalled, 
with strife in the surrounding region stunt- 
ing hopes of relief anytime soon. Even so, 
the Egyptian government has lumbered 
into action with pageantry, parades and 
speeches to mark the 5oth anniversary of 
the July 23rd coup that toppled King Fa- 
rouk-and which inspired copycat revolu- 
tions across the Arab world. 

The fanfare is meant to boost national 
pride. But it seems instead to have added 
to the unease of a country that has grown 
unhappy with both itself and the outside 
world. A striking number of Egyptians, es- 
pecially among those who are old enough 
to remember, draw parallels between the 
country's present ills and those that 
sparked the revolution. These include 
wide disparities in income, unemploy- 
ment, corruption, a political elite that ap- 
pears out of touch, frustration over Egypt's 
seeming weakness in international affairs, 
and a general sense of drift. 

"It just makes me ask, what went 
wrong?" says a cigarette vendor in central 
Cairo. He was commenting on the jaunty 
old newsreel footage showing on the tiny 
television set he has installed in his kiosk. 

Of course, plenty of Egyptians take 
rightful pride in the achievements of the 
revolution. Republican governments have 
added 20 years to the average life span. 
They have brought roads, electricity and 
schools to every village. Nobody denies 


that the revolution saw off the last British 
occupation forces, nationalised the Suez 
Canal, dammed the unruly Nile, and 
launched massive programmes to reclaim 
the desert for farming. 

But the army officers who seized power 
on July 23rd, 1952 also ended a 30-year ex- 
periment with liberal democracy and 
open markets. The new rulers' impatience 
for change pushed them to adopt exceed- 
ingly blunt instruments such as censor- 
ship, central planning, secret police, tor- 
ture, phoney elections and referendums 
always won by huge majorities. Egypt has 
been under some form of emergency law 
for all but eight of the years since 1952. 

Western hostility to the revolutionary 
regime, which culminated in the 1956 inva- 
sion of Egypt by Britain, France and Israel, 
only bolstered its prestige, and silenced its 
critics. The initial lustre of the government 
that emerged under Gamal Abdel Nasser, 
a pan-Arab nationalist who was both vi- 
sionary reformer and stern dictator, made 
Egypt a model for other Arab states. Nasse- 
rism became a secular, pan-Arab political 
philosophy that many Arabs aspired to. 

Through the 1950s and 1960s, army 
coups as far afield as Algeria, Libya, Sudan, 
Yemen, Syria and Iraq all produced re- 
gimes that sacrificed freedoms on the altar 
of progress, stability and Arab unity. Many 
even adopted the same flag, with its red, 
white and black stripes. Syria went so far 
as to join itself to Egypt in the short-lived 
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United Arab Republic. 

"Nasser's leadership infected Arab na- 
tionalism with the germ of authoritarian- 
ism, a crippling disease it has suffered from 
ever since," writes Sameh al-Qaranshawi, 
an Egyptian historian, in the respected 
daily, Al Hayat. A recent UN-sponsored re- 
port on Arab development, written by 
Arab scholars, comes to much the same 
conclusion. The Arab "deficit" in political 
freedom, it suggests, largely explains the 
region's long-term under-performance. 

Pre-revolutionary Egypt was feudal 
and venal, but it produced a renaissance in 
Arab arts and ideas that some now see asa 
golden age. More recently it has produced 
a prosperous nostalgia industry. A glut of 
books and magazines look fondly upon 
what is seen as a more innocent past. Even 
decorators and fashion designers have 
picked up on royalist themes. 


Blurred heroism 

Yet the debate over the pros and cons of 
the revolution goes over the heads of most 
Egyptians. More than half of them are un- 
der the age of 20, and have never known 
any rule but that of Hosni Mubarak, who 
assumed the presidency in 1981. For most 
of the rest, decades of state "guidance" of 
education and the media—one of the 
strongest legacies of the revolution—have 
turned the past into a blur of grainy images 
of heroic moments. But even state guid- 
ance cannot disguise the failures, such as 
Egypt's terrible mauling in the June, 1967, 
war against Israel. 

The government's anniversary celebra- 
tions amount to something of a counter- 
offensive, both against revisionism and 
the general mood of gloom. Addressing 
graduates of his alma mater, Cairo Mili- 
tary Academy, President Mubarak de- 
scribed the revolution as “the crowning 
glory of the Egyptian people's struggle." m 
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Bombing Gaza 


A blow at peace 


EAST JERUSALEM 
Has Israel blown up more than a Hamas 
leader, his family and neighbours? 





T FIRST the Israeli government said it 
was self-defence against terrorism; it 
later said that a mistake might have been 
made. The Palestinians said it was a mas- 
sacre. Outsiders deplored it, with even the 
United States saying that "this heavy- 
handed action does not contribute to 
peace". Whatever it was, Israel's assassina- 
tion of Hamas's military leader, Salah She- 
hada, will almost certainly lead to more 
killing in a land already soaked in blood. 

In the night of July 22nd-23rd, an Israeli 
F-16 dropped a one-tonne bomb on Mr 
Shehada's apartment in Gaza city. The 
army said it thought that the place was 
empty, save for the Hamas leader and his 
bodyguard. But Palestinians and others 
point out that the building sat in the resi- 
dential heart of Gaza's most densely peo- 
pled town. Aside from Mr Shehada and his 
guard, 13 Palestinians were killed and 145 
wounded. The dead included nine chil- 
dren, one aged two months. 

Mr Shehada has long topped Israel's list 
of Palestinian quarries, wanted for scores 
of attacks on soldiers and settlers in Gaza, 
and also, says the army, for planning sui- 
cide bombings inside Israel. Ariel Sharon 
called his death “one of our greatest suc- 
cesses". He added that "it is always regret- 
table if civilians are hit." 

Palestinians detect a darker purpose be- 
hind the assassination. Last week, Hamas 
gunmen blew up a bus near a West Bank 
settlement and machinegunned its civil- 
ian passengers. But a suicide bombing in 
Tel Aviv on July 17th was the first attack in- 
side Israel itself for a month. And, since 


The Qaddafi dynasty 
A proud artist come to town 


Oh dear 


ER the nomad, the Qaddafi clan has 

struck camp and erected a vast white 
tent facing London's Royal Albert Hall. 
Under its folds, drum-strumming Tuareg 
tribeswomen compete for the ears of 
people queuing for the proms, while Seif 
al-Islam, a son of Libya's Muammar 
Qaddafi, presides over a retrospective of 
2,000 years of Libyan art. 

As in Libya, so in the tent: Qaddafi ju- 
nior's paintings dominate all others. Lib- 
yans may cringe at the degeneration of 
their homeland from the glorious mar- 
ble sculptures of Roman antiquity to the 
showpiece Qaddafis, suffused, says the 
guide, with an “almost supernatural re- 
ality". Art critics note his remarkable 
flare for switching style from Dali to Tur- 
ner to Pollock to cave-painting. 

Aged 30, Seif is staking his claim as 
Libya's future philosopher-king. But his 
artistic debut in the gardens of Kensing- 
ton Palace is not without British backing. 
Aside from his posse of bodyguards, 
most of those trooping to admire his 
tent, and sip his champagne, were con- 
tractors, hoping for a share of Libya's $15 
billion annual oil revenues. And only 
last month, as part of Libya's post- 
Lockerbie rehabilitation, Britain's Arab- 
ists assembled to fete the foppish young 
man at Chatham House, a British think- 
tank favoured by the Foreign Office. 

The conversion of socialist republics 
into dynastic states is not without prece- 


then, there have been Palestinian stirrings 
that allowed for hope that the violence 
would at least be diminished. 

On July 20th, Abdul Razek Yahyia, the 
Palestinians' interior minister, announced 
a new security plan devised by the Pal- 
estinian Authority (PA). The plan, which 
was well received by Shimon Peres, Israel's 
foreign minister, is aimed at reducing the 
“atmosphere for violence" in the Palestin- 
ian areas. It requires the gradual with- 
drawal of the Israeli army from recently re- 
occupied Palestinian cities, and the gra- 
dual resumption of the PA's policing 
duties, including the confiscation of illegal 
arms and the arrest of lawbreakers. 

Other moves, too, were in the air. At the 
time of Mr Shehada's killing, say Palestin- 
ian sources, plans (encouraged by dip- 
lomats from Egypt, Jordan, Saudi Arabia 
and the Eu) for a new Palestinian “cease- 
fire" were on the verge of being agreed. The 
initial move would be that militias linked 
to Yasser Arafat's Fatah movement—such 
as the al-Aqsa Brigades—declared a mora- 


dent. Two years ago, Syria, the one-time 
heartland of Arab revolution, anointed a 
British-trained eye-doctor, Bashar Assad, 
to be its hereditary leader. The anti-roy- 
alist rulers of Iraq and Yemen are both 
prodding their progeny into positions as 
sons-in-waiting. In fact, after a half-cen- 
tury of Arab rivalry between the repub- 
lican and royalist blocks, there is now 
little to choose between them: as a rule 
they are all absolutist, anciens régimes. 

Fortunately for Seif, his main rivals 
have been busy counting themselves out 
of the running. One younger brother, 
Saadi, captains Tripoli’s Al Ittihad team, 
and as simultaneous head of the Foot- 
ball Federation awards himself all the 
trophies, On the rare occasion he loses, 
his bodyguards have been known to 
open fire on the crowds. Another 
brother, Muatasim, was spotted squirt- 
ing fire-extinguishers at Italian police. 
Mohammed, the eldest and most sober, 
studied engineering at Liverpool Univer- 
sity, but his mother is Colonel Qaddafi's 

d first wife. 

Which leaves Seif, who insists he has 
no such ambitions. As a student in Vi- 
enna, he went to university armed with 
two Bengali tigers, though he has left 
them behind to study global governance 
at the London School of Economics. Fit- 
tingly, his Kensington collection is titled 
"The Desert is not Silent". If only, wince 
hapless Libyans, it were. 


torium on suicide bombings inside Israel 
as a first step to a cessation of hostilities. 
Perhaps more important, something 
was in the air inside Hamas itself. On July 
22nd, the Islamic faction's spiritual leader, 
Sheikh Ahmed Yassin, said that his men 
would stop killing Israeli civilians if the 
army withdrew from Palestinian cities, 
lifted the sieges on Palestinian areas, freed 
recently detained prisoners and ended the 
assassinations of Palestinian leaders. The 
sheikh has also been floating the idea of 
some sort of unwritten pact with Israel 
that would confine violence to military tar- 
gets in the occupied territories. This would 
be akin to the “understandings” (to avoid 
attacks on civilians) between the Israeli 
army and Hizbullah during the last years 
of Israel's occupation of south Lebanon. 
While still remote from being accept- 
able to Israel, all this showed that some 
change was being contemplated. No lon- 
ger. In the aftermath of the bombing, Ha- 
mas's military arm promised not to rest 


"until the Zionists see human remains in » 





> every restaurant, bus, bus stop and street" 
(ie, more of the same, many Israelis would 
say). The al-Aqsa Brigades said that “mar- 
tyrdom operations" would be continued. 
Is this what Israel's prime minister 
wants: the continuation of a conflict that 
bars peace talks? Many Palestinians argue 
that there have been several occasions 
when Mr Sharon has destroyed periods of 
relative quiet by ordering the assassina- 
tion of Palestinian leaders, thus inspiring 
their militias to revenge. They point to the 
killing of Abu Ali Mustafa, the leader of the 
Popular Front for the Liberation of Pales- 


tine, in August 2001, and of Raed Karmi, 
leader of the al-Aqsa Brigades, in January 
2002. Both these assassinations were pre- 
ceded by relative calm, and followed by 
blood-letting. The horror of the Palestin- 
ians' revenge, or so the conspiracy theo- 
rists argue, drums up an Israeli "consensus 
of fear" behind Mr Sharon's policy on not 
letting go the West Bank. 

Most observers have doubted that 
there can be much truth in such theories. 
But after yet another untimely killing, the 
Palestinians' argument is winning new re- 
cruits, and not only in Palestine. = 





African peace deals 


On Sudan's horizon, maybe Congo's 


NAIROBI 
Is peace busting out all over Africa? 


pm this year, brutal civil wars in 
Angola and Sierra Leone came to an 
end. This week, tentative deals were struck 
to end two even bloodier conflicts. On July 
20th, Sudan's Islamist government and its 
predominantly pagan rebels agreed a 
framework for ending their 20-year war, 
estimated to have left 2m dead. Two days 
later, Congo and Rwanda announced 
plans to end their fight (four years; maybe 
3m dead in Congo's complex war). 

The Sudanese deal looks the more 
hopeful. For over a year, the government 
and the southern rebels, the Sudan Peo- 
ple's Liberation Army (SPLA), have been 
under intense international pressure to 
end what has become an unwinnable war, 
tearing the country across its middle. 

The agreement, coming at the last gasp 
of a regional peace effort, seems surpris- 
ingly generous on the government's part. 
After five weeks of talks in Machakos, a 
town in Kenya, the government has prom- 
ised the southerners an immediate share 
of power, exemption from Islamic law 
and, eventually, self-determination. It ap- 
pears, in short, to have thrown in its hand. 

But has it? Sudan has made similar 
promises before. In 1997, a breakaway re- 
bel faction was enticed with a similar deal, 
which failed to materialise. In 1998, south- 
ern Sudan's right to secede was enshrined 
in the Sudanese constitution, but denied in 
subsequent peace talks. Yet the govern- 
ment may now need peace. Dissent is 
mounting at home, and condemnation 
abroad. The economy is bankrupt. Peace, 
after further talks in Kenya next month, 
would bring plaudits and cash. 

Even so, it seems unlikely that the gov- 
ernment is really prepared to pay for these 
benefits with the loss of the south, includ- 
ing 75% of the country's oil reserves. Many 


issues remain to be resolved. The most im- 
portant concern the sharing of power and 
wealth during an agreed six-year transi- 


tional period, and the specifics of the ref- 


erendum on self-determination that will 
follow the transition. If the government 
were to offer the SPLA a mean hand in the 
transitional government, the rebels might 
well decide to continue the war. 

But the SPLA is not as well-placed mili- 
tarily as at first seems. Although it controls 
8096 of southern Sudan, and is currently re- 
sisting an intense offensive near the gov- 
ernment's oil-fields in the centre of the 
country, it has not been able to launch a 
counter-attack to stop the oil flowing. The 
government is using its oil revenues to buy 
increasingly high-tech weapons. With 
these, it is smashing the rebels' rudimen- 
tary logistics. In another year or so, the re- 
bels must start losing ground. 

Viewed as a game of bluff, the timing of 
the deal makes sense. At issue are Sudan's 
relations with the United States. Although 
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If Sudan means what it says, all will be well 


Sudan remains on America’s list of terro- 
rist sponsors, there have been constructive 
contacts since September 11th. But Amer- 
ica’s relative friendliness depends on the 
Sudanese government showing a commit- 
ment to peace. The talks next month will 
reveal whether Sudan considers that it has 
shown enough already. 

The pact between Congo and Rwanda, 
which was struck in Pretoria this week 
after hasty talks, seems even more obvi- 
ously to be a ploy in a well-established 
game of bluff. Rwanda has repeatedly said 
it will withdraw from eastern Congo when 
the genocidal Hutu gangs it chased there in 
the 1990s have been rounded up. Mean- 
while, it inflates the Hutus’ numbers and 
continues to loot Congo. Congo, for its 
part, has repeatedly offered to disarm the 
Hutus on Rwanda’s behalf. Meanwhile, it 
supplies them with arms. 

According to the terms of the new 
agreement, which still requires both presi- 
dents’ approval, an independent panel, 
composed of UN and South African offi- 
cials, will establish the number of Hutus 
remaining in Congo. The panel is then ex- 
pected to monitor compliance with a UN 
effort to disarm these Hutus, and 
Rwanda's simultaneous withdrawal. 

The potential pitfalls are myriad. Most 
of the Hutus are hidden in the corrupt 
ranks of Congo's army, while the rest lurk 
in the remote forests of eastern Congo. 
Even if the Hutus can be found, the UN's 
ceasefire-monitoring force is mandated to 
disarm them only on a voluntary basis. 

The Congolese-Rwandan agreement, 
like the Sudanese one, is largely a result of 
American diplomatic pressure, in this case 
brought to bear on Rwanda. Whether ei- 
ther deal will eventually lead to peace de- 
pends on further international involve- 
ment. With donor-countries eager to 
engage with Sudan, both north and south, 
the agreement there stands a chance. The 
Congolese one has to be more doubtful, at 
least so long as the UN mission in Congo is 
forced to struggle on with a pitifully small 
complement and a weak mandate. 8 



















The euro-zone's stability pact 


Rules are made to be bent, 


aren't they? 


BRUSSELS 


Some of the 12 countries that use the euro are struggling to stick to the strict fiscal 
policies that they have signed up to. Will they change the rules instead? 


HE European Union’s “excessive deficit 
procedure” hangs like a sword of Dam- 
ocles over the finance ministries of the 
euro-zone. This week the European Com- 
mission was expected to invoke it for the 
first time. The likely victim: Portugal. 
Under their “stability and growth 
pact”, the 12 EU countries that use the euro 
promise never to run a budget deficit 
above 3% of cpr. If they do, in theory they 
can be fined up to 0.5% of GDP. Portugal 
will soon admit that its 2001 deficit was 
around 4%. With so clear a breach, the 
commission will have little option but to 
start proceedings. But it could be years, if 
ever, before Portugal has to pay up. It can 
expect a couple of years to put things right 
before any fine is enforced, and each step 
in the procedure has to be endorsed by the 
EU's Council of Ministers. The national 
ministers assembled there will bend over 
backwards to be nice: who wants to im- 
pose a swingeing fine on a friend? Besides, 
some are all-but rule-busters themselves. 
But Portugal has one particular vul- 
nerability. It is one of four poor EU mem- 
bers that get "cohesion funds" from Brus- 
sels to help them catch up with richer 
ones. That money, more than €6 billion 
($6 billion) over six years, might have to be 
suspended at onceif the councilallows the 
. Geficit procedure to go ahead. The legal- 


ities are obscure; the commission is look- 
ing into them. But the consequences could 
be grave for a small country already hav- 
ing to tighten its belt, and long reliant on 
big infrastructure projects to boost growth. 

Portugal illustrates the flip-side of euro- 
zone membership. It has seen the benefits: 
lower interest rates, no more roaring infla- 
tion and weak escudo. The government 
and consumers have gone on a binge: the 
current-account deficit is near 9% of GDP. 
Use of the euro protects Portugal from a 
run on the currency. But the rules are there 
to stop one reckless government endan- 
gering the currency and credit rating of all. 
Even if Portugal is never actually fined, it 
cannot run huge deficits for ever. Its new 
centre-right government is already under 
heavy pressure from its euro-zone part- 
ners, and cutting back. The economy may 
shrink this year. 

Yet a small country cannot really affect 
the euro. In contrast, Italy, France and Ger- 
many-jointly, 70% of the euro-area's 
GDP-could. It is their adherence to the 
pact that really exercises officials in Brus- 
sels. None of the big three is forecast to 
breach the 3% deficit-limit this year. But all 
are bending another part of the pact, 
which requires all EU members to aim for 
budget balance in normal economic times. 
All have promised to reach balance by 


The Economist July 27th 2 
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2004. But it is increasingly apparent that 
the big three want to wriggle off the hook. 

Ata recent EU summit, France asked for 
an extension of the deadline to 2007-and = 
when that was refused, it announced that 
it would not feel bound to respect its — 
pledges, if its economic growth fell below = 
3%. The Italians have also announced that, 
in their view, the pact has been loosened. __ 
and that they will proceed with tax cuts 
and extra spending on education. Ger- 
many, whose deficit may hit 2.8%, is near- 
est the limit. It has promised solemnly to 
rein in spending, in exchange for avoiding 
a formal warning from Brussels earlier this 
year. But that promise too may be bent: . 
Germany hasageneralelectioninSeptem- 
ber. And the whole Eu risks a worsening 
of the economic climate. So the commis 
sion may later this year find itself in the __ 
embarrassing position of trying to issue. 
warnings to the three biggest countries. 

A public-relations problem to be sure, 
but is it anything worse? Optimists point 
to the euro's recent swift rise against the. 
dollar. Financial markets are far more wor- : 
ried by America's corporate scandals than 
the twists and turns of the stability pact. 
Maybe, respond the commission and the 
European Central Bank, but the point of 
the pact is not to influence the daily gyra- 
tions of markets. The real concern is that 
most euro-area countries have ageing 
populations and large, unfunded pen- 
sions liabilities. If they cannot control their 
budgets now, they will face ever worse 
problems as the years roll by. 

So why not revise the pact, to aim it 
more precisely at these concerns? For ex- 
ample, some French officials argue that 
Brussels should be less strict with coun- ` 
tries that have relatively low levels of pub- >> 















> lic debt. A budget deficit, they argue, is one 
thing in heavily indebted Italy (whose defi- 
cit forecast for this year some in the com- 
mission much doubt, after a statistical 
wrangle that hiked the Italians’ claim of 
1.6% for last year to the commission’s 2.2%). 
A deficit is less serious in France or Ger- 
many, whose public balance-sheet is in a 
better state. And not all types of public 
spending are the same. Britain is not in the 
euro-zone, but is committed to budget bal- 
ance in normal times. Unfair, say some in 
London: we have little public debt and 
badly need to spend on public services. 
Surely the EU should distinguish neces- 
sary investment from loose current spend- 
ing that brings persistent structural deficit? 
So far the commission seems uncon- 
vinced. It says it already takes debt and 
pensions and the like into account when 
issuing its fiscal advice. But it will not con- 
sider letting some countries ignore the 3% 
limit or defer balancing their budgets. The 
Eurocrats know that EU governments have 
already proved worryingly adept at find- 
ing loopholes in the stability pact, and are 
disinclined to introduce new ones. & 


France’s government 


Squabbling and 
spending 


PARIS 
The politicians want to spend; the 
finance minister has to find the cash 


Ro on the August holiday, at least for 
Jean-Pierre Raffarin, two months into a 
tiring stint as prime minister of France’s 
first centre-right government for five years. 
One reason for his tiredness is simple 
enough: since Mr Raffarin has promised a 
“grassroots” approach to all that ails the 
nation, he now has to criss-cross the coun- 
try listening to the grass grow. But there is a 
second cause: a constant struggle to stop 
cabinet squabbling, or at least to keep the 
squabbles from being aired in public. 
Since coming into office immediately 
after the re-election on May 5th of Presi- 
dent Jacques Chirac, Mr Raffarin has had a 





hard job keeping his ministers in line, in 


his first, interim government as in the 
present one, formed on June 17th after the 
election of anew parliament. 

A striking example came in early June, 
after France’s family doctors, by dint of 
several strikes, won an increase in con- 
sultation fees. The question for the govern- 
mentis how to finance it. The social-affairs 
minister said the public “will have to ac- 
cept that they have to pay for their health.” 
A few days later, the minister for small and 
medium businesses said the only way was 
by an increase in payroll charges: “Anyone 
who says otherwise is a charlatan.” Bring 
on the charlatans: Jean-Francois Copé, the 
government's spokesman, said a rise in the 
main social charge had never been consid- 
ered, and the health minister says repeat- 
edly that there is “no question” of that. 

In which case, how will the finance 
minister, Francis Mer, a former steel boss, 
balance the books, especially since the 
budget deficit is likely to be 50% worse 
than was predicted by the previous left- 
wing government as recently as February? 

Poor Mr Mer, unused to politics, occa- 
sionally calls a spade a spade. This month 
he admitted that, though income tax will 
fall, as promised by Mr Chirac, by 5% for 
2002, itis "a little premature to pronounce 
now on future cuts." His junior minister, 
Alain Lambert, says breezily that next year 
there will certainly be another tax cut of 
“6,7,8%, I don't know." Mr Lambert once 
declared that tax cuts for the better-off 
would be matched by an increase in the 
"job bonus", a sort of tax credit for those 
too poor to pay income tax. He had to 
backtrack. He has said that civil-service 
numbers will fall next year; Mr Mer says 
that "at this stage, one cannot tell". 

Can Mr Raffarin get his ministers work- 
ing as a team and “on message"? The trou- 
ble is that the message dictated by Presi- 
dent Chirac is full of contradictions: France 
is to become more business-friendly, with 
lower taxes and payroll charges—but the 
government is also to throw money into 
job-creation, prisons, police and care for 
the elderly and handicapped. Even were 
the economy to grow at the 3% a year as- 
sumed by Mr Chirac, the arithmetic would 
be difficult. In fact, growth is likely to be 
lower, the figures will not add up and Mr 
Mer will have one headache after another. 

His bad luck, seems to be Mr Raffarin's 
reaction. To his camp, keeping grassroots 
support matters more than balancing the 
books. Price rises are threatened, or hap- 
pening, for petrol, telecoms, gas, electric- 
ity, trains and buses. So those house- 
holds—half of all-below the taxable level 
must be protected. How? Jacques Barrot, 
leader of the main party in parliament, 
says cheerily: "The prime minister will see 
it gets done in the autumn." Refreshed 
from his holiday, no doubt, while Mr Mer 
sweats to get two and two to make five. @ 
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Germany's pre-election politics 


Another goodbye 


BERLIN 
Opinion polls barely show it, but the 
Scharping affair does Schréder no good 


f pa months before an election, with 
the government behind in the polls, is a 
fine time for a minister to fall into disgrace. 
Stern, a weekly magazine, revealed that 
Rudolf Scharping, Germany's defence 
minister, had received the equivalent of 
$76,000 in 1999 from a public-relations 
man, one Moritz Hunzinger. Mr Scharping 
refused to resign, saying that would look 
like an admission of wrongdoing, which 
he denies. So on July 18th the chancellor, 
Gerhard Schróder, sacked him. 

The chancellor has rediscovered his re- 
markable talent for losing people. Mr 
Scharping was the first minister to depart 
for17 months, but the eighth in less than 32 
years. And only two days before he was 
fired, the government had forced out Ron 
Sommer, boss of Deutsche Telekom. Fair 
enough, shares in the debt-laden telecoms 
giant are worth only about a tenth of their 
peak price. But the shambles has not aided 
the government's standing (or wealth: it 
holds 43% of the shares). 

Is the sacking of Mr Scharping the last 
nail in the hopes of Mr Schróder's Social 
Democrats, already three to six percentage 
points behind the centre-right Christian 
Democrats and their Bavarian allies, the 
Christian Social Union, in opinion polls? 
You might think so. The pollsters do not. 
One poll says 54% of voters reckon the 
sacking will make no odds; 21% say it will 
hurt Mr Schróder; 20% that it will help him. 

One reason is that Mr Scharping was 
damaged goods. Once he was the Social 
Democrats' top man: their youngest-ever 
leader and candidate for chancellor, no 
less, in 1994, when he lost to Helmut Kohl. 
Those days are long gone. So is his past 


{ And now? 
Opinion-poll support for Germany's main 
political parties, % 

— SPD — (Green 
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reputation for unrelieved colourlessness. 
Many thought him lucky to keep his job 
last year, when he cavorted in a swim- 
ming-pool with his girlfriend for a glossy 
magazine. German voters do not actively 
object to men who like women, though, 
for some, marriage puts its own gloss on 
them;the attractive 38-year-old attached to 
Mr Schróder is, after all, his wife (albeit his 
fourth). But the snaps of the defence minis- 
ter's frolics appeared just as the cabinet 
was due to discuss sending troops to Mac- 
edonia. He also had to fend off allegations 
that he had used military aeroplanes to 
visit the lady. 

Nor was Mr Scharping's the only name 
in Mr Hunzinger's contacts book. Politi- 
cians of all sorts visit his “political salons". 


Racism in Russia 


It has been revealed that he lent a young 
Green member of the Bundestag, Cem Óz- 
demir, a large sum to pay a tax bill. Besides, 
these are but part of a series of whiffy sto- 
ries about politicians in general, not just 
progressive ones. The Christian Demo- 
crats are still in the shadow of a party- 
funding scandal. This week, separately, 
the Christian Democrat justice minister in 
the state of Brandenburg resigned after a 
tale of fishy property deals while he was 
an official in Mr Kohl's government. 
Yetnone of this makes Mr Schróder any 
better off. His party is much less popular 
than he is, and still behind in the polls. 
With perhaps 30% of voters undecided, Mr 
Scharping's sacking was a distraction the 
chancellor could have done without. m 


There are thugs and thugs 


MOSCOW 


Anew law against extremism is being extremely misused 


O JUDGE from its representatives, viol- 

ent Russian nationalism holds special 
appeal for confused, skinny, sickly-look- 
ing suburban youths with unhealthy 
skins. That, at least, describes five young 
men now on trial accused of taking part in 
a racially motivated rampage at Moscow's 
Tsaritsyno outdoor market last October, 
which left three people dead. This is the 
first trial of its sort in Moscow since Presi- 
dent Vladimir Putin declared war on ex- 
tremism this spring. 

The five, crowded into a small metal 
cage in the stuffy courtroom of the Mos- 
cow city court (a standard Russian way of 
displaying people on trial), will no doubt 
be found guilty. Their trial is a show-case 
meant to send a message rather than mete 
out justice. The message, however, is 
about as confused and unhealthy-looking 
as the young men chosen to carry it. 

A law on extremism, proposed by Mr 
Putin himself and passed by the parlia- 
ment, is awaiting his signature. It followed 
several embarrassing incidents: threaten- 
ing letters sent by Moscow neo-Nazis to 
foreign embassies, declaring a “war on for- 
eigners”; a booby-trapped anti-Semitic 
sign blowing up in the face of the woman 
who tried to remove it; a riot in the centre 
of Moscow, after Russia's World Cup foot- 
ballers lost to Japan's, at which the rioters 
focused on Asian-looking passers-by. 

Thelaw was rushed through the parlia- 
ment in two weeks, over the fierce protests 
of human-rights advocates, who claimed 
its vague provisions could be used to close 
any organisation making street protests. 
The bill had the heartfelt support of Vladi- 





Hey, that was my shop-window 


mir Zhirinovsky, a political showman 
once famous for his rabid anti-Semitism. 

Though this law is not the one invoked 
in the Tsaritsyno case, its spirit-defined by 
the head of the pro-Kremlin faction in the 
parliament as "responding to violence 
with violence”—floats around the court- 
room. On the first day of the trial, one de- 
fendant tried to withdraw his confession, 
saying it was beaten out of him by the in- 
vestigating policemen. 

The young man initially admitted to 
buying 150 metal bars and distributing 
them to the participants in the rampage. 
Oddly, police have not found either the 
people who sold the bars or even one of 
the150to whom they were given. Out of 32 
prosecution witnesses, so far only one has 
showed up; the rest probably fear revenge 
from other Moscow skinheads if they do. 
But the young man's lawyers had no trou- 
ble finding medical evidence that after the 
interrogation he had a whole array of fresh » 





> bruises on his body. 

The trial shows how hard it will be to 
rid Russia of the ethnic intolerance that 
has quietly grown in recent years under 
the blind, and occasionally benevolent, 
eye of its government. Shaken national 
pride, a brutal war in the Caucasus and 
years of mismanaged reforms have landed 
many without perspectives but with a 
clear enemy to vent their anger on. 

Movies stereotyping Caucasians and 
openly promoting violence against them 
have been selling out in recent years. 
Bands have made careers on merry songs 
about “killing the nigger”. Those who knife 
some African student mostly go unpun- 
ished, since the police mostly don’t care, 
and wouldn't catch them if they did. 

In the Krasnodar region, in the far 
south, anti-Semitism and persecution of 
Caucasians became all-but official policy 
under a former governor, Nikolai Kondra- 
tenko. Mr Kondratenko is not, however, 
awaiting trial for extremism, but enjoying 
the cosy life of a member of the upper 
house of the parliament, complete with a 
medal for his "distinguished service to the 
fatherland". Moscow's mayor, Yuri Luzh- 
kov, pays lip service to tolerance, but the 
city police keep on stopping dark-skinned 
or Asian-looking people to “check their 
passports", while refusing to react when 
the same people get bludgeoned in the 
metro by groups of skinheads. 

The message has been heard in the big- 
city suburbs, where most of the dissatis- 
fied young men reside. "Spiritually, we 
have lost an entire generation, and now it 
is practically impossible to reach them," an 
education-ministry official sums up the re- 
sults. It will take more than a clumsy law, 
violently incompetent police and a hand- 
ful of caged teenagers to put that right. m 





Italy's media 


RAI and other 
wrongs 


President Ciampi wants media reform. 
Whathe has gotis a political circus 


«p LURALISM and impartiality of in- 
formation." These, wrote President 
Carlo Azeglio Ciampi to Italy's parliament 
on July 23rd, are “essential tools to build a 
full democracy." Solet there be a law to en- 
sure them. Who could disagree? Not Silvio 
Berlusconi, though he happens to com- 
bine being prime minister, and so at one 
remove boss of the state broadcaster, RAI, 
with being boss of most of Italy's private- 
sector television too. He countersigned the 
presidential message "readily and with 
satisfaction", he told his fellow-citizens, 
albeit adding caustically that there hadn't 





Ciampi in presidential mode 


been much pluralism around (he meant at 
RAI) in the days when he was in opposi- 
tion fighting a centre-left government. 

Whoopee, crowed today's opposition, 
gleefully seizing on Mr Ciampi's message 
as a tool against the feeble draft law on 
conflicts of interest that is supposed to sort 
out those of Mr Berlusconi. It has still to go 
through the lower house, and to get the 
president's signature—which he can re- 
fuse. Mr Berlusconi's own ambiguous me- 
dia role was plainly at the centre of Mr 
Ciampi's thoughts, and the president has 
been uneasy about him for months; an un- 
ease not lessened by the prime minister's 
recent suggestions that Italy needs a di- 
rectly elected prime minister, just the job 
for one S. Berlusconi. So, although the 
courtesies were observed this week, fresh 
tensions between the two office-holders 
are on the cards. 

Yet there is another issue: remember it, 
the media? Mr Berlusconi was actually 
right about RAr: it isn't impartial. The les- 
son comes oddly from a man whose politi- 
cal allies in February appointed a friendly 
new RAI board that has already busied it- 
self gagging hostile old journalists. But it is 
true, as his critics complain now and as he 
complains of the past. Mr Berlusconi's tele- 
vision tycoonery is a problem in itself. But 
it has only made the trouble with RAI 
more visible, not created it. 

Some think the answer is to privatise 
RAI. Mr Ciampi believes in its "central" 
role. If Italy's politicians, for once, could 
forget the politics of the issue and look at 
the substance, they might devise the rules 
for a RAI that would deserve that role. 

That'll be the day. If it ever comes. 8 


Poland's economy 
Nice holiday, pity 
about the job 


WARSAW 
The government has a plan for 
economic revival 


HE Poles take summer almost as seri- 

ously as the French do. Few of them, ca- 
noeing in the Masurian lakes or sprawled 
on silvery Baltic beaches, bothered with 
the details of a crisis package pushed 
through the cabinet this week by their new 
finance minister, Grzegorz Kolodko. What 
mattered to them was that the government 
had admitted there was a crisis. 

Not before time. Blame it on the last 
government maybe, as this one does, buta 
crisis there is. Unemployment is 17%, and 
likely to rise in the autumn. The Szczecin 
shipyard in the north-east filed for bank- 
ruptcy in June, devastating that area’s al- 
ready weak economy. Many companies 
are failing. Negotiations on joining the 
European Union are going badly: the terms 
offered to Poland are not generous enough 
to guarantee acceptance in the referendum 
planned for next year. After 12 years of 
painful reforms and heroic restructuring 
many Poles feel the economy is sinking. 

Mr Kolodko's package throws a lifebelt 
to some floundering businesses, espe- 
cially in coal-mining and the arms indus- 
try. Companies will earn tax breaks and 
have some of their debt to the state for- 
given in return for yet more restructuring. 
Many in Warsaw see this as throwing good 
money after bad. Which companies will 
getthe benefits? Those with close ties with 
the government? There is certainly plenty 
of debt to forgive. The coal industry owes 
the state $4 billion. The state railways owe 
$2 billion and have paid no social-insur- 
ance dues for employees since January. 

Mr Kolodko's package will buy the gov- 
ernment time: workers who had threat- 
ened to spend their holidays striking and 
marching on Warsaw will stick at their bar- 
becues, at least for now. What it cannot do 
is tackle the central concern of what Po- 
land will export to support its 40m people: 
if not ships from Szczecin, then what? The 
trade deficit for the first five months of the 
year was $6 billion. For all the efforts of the 
former finance minister, Marek Belka, and 
the central-bank governor, Leszek Balce- 
rowicz, the budget deficit will rise this year 
to about $10 billion, or 5% of GDP. 

Mr Balcerowicz, who guided Poland 
through its early post-communist reforms, 
is pessimistic. He reckons the economy 
will grow by 1.5% at most this year, far 
short of the 5% that many Polish econo- 
mists think is needed to cut unemploy- 
ment. Great news for ordinary Poles when 
they come back to work-if there is any. 8 






ne Finland’s Paavo Lipponen 





Finland joined the EU long ago. Should it now join the p NATO too? 








EARS ago, there was an unwise British lord. No rarity, it's 

true, but this one was so unwise as to combine chairmanship 
of a thing called the British Overseas Trade Board with telling 
the then European Management Forum in Davos that Finland 
was behind the iron curtain. Murmurs of disbelief rumbled 
round the hall; in one strange minority language, murmurs of 
rage. Milord was soon forcefully put right, and duly corrected 
himself. Yet he had some thin excuse. To north-eastern Europe, 
Finland's success in staying out of the Soviet bear-hug was a 
near-miracle; its long-time (1956-81) President Urho Kekkonen 
was a world authority on dilly-dally, compromise, yes-butting 
and agreeing when it didn't matter but not when it did. Yet far- 
ther west, the word was "finlandisation"-the idea, less than dis- 
couraged by that country's far-left trade-union leaders, that 
non-alignment was quasi-communism and that today's neigh- 
bour of Russia must be tomorrow's satellite. 

And, hey presto, how things have changed. The Baltic states 
are independent, nay eager to join the European Union and 
NATO. Russia, once hostile to their dreams, is almost in bed with 
NATO itself. How is Finland to respond? Emotionally part of the 
West for decades, it has been an EU member since 1995. It al- 
ready belongs to NATO’s "partnership for peace"; why not, 
some Finns are now asking themselves, go the whole hog? 

Ex-president Martti Ahtisaari thinks that is what, eventually, 
his country will do; today's President Tarja Halonen sees no 
need; 65-70% of Finns are against, only 20% for. On poll evi- 
dence, a fifth of armed-forces officers favour joining as soon as 
possible, a quarter say no to membership at all. The “rainbow” 
coalition led by the Social Democratic Paavo Lipponen, prime 
minister since early 1995~longer than any other in the Eu, bar 
Luxembourg's-in April agreed to study whether Finland's air- 
fields and ports were technically suited to NATO forces. But he is 
in no hurry: a cross-party committee, opposition included, will 
report on the country's security needs in early 2004. “We all 
agree on non-alignment," he says, which (as Mr Kekkonen could 
never say) "includes the right to decide for ourselves." 

The issue is seen as one of foreign policy, not defence. The 
army, says one observer, doesn't think much of the NATO 
troops its peacekeepers have met abroad; and Finland, says Mr 
Lipponen, any way has "solid" defences of its own, its small reg- 


ular force backed by 400,000 reservists. Though many say the- 
same, in a real-world war this would be nonsense; but then the 
only imaginable enemy also lives in the real world. On the otl 
hand, NATO is changing its skin, from defensive alliance to a 
semi-political peacekeepers’ club. Why not join, if the neigh- 
bours are doing so and big brother in Moscow does not object 
Small countries carry little enough weight; why reject this way 
of modestly increasing it? “It’s important to have the NATO op- 
tion,” says Mr Lipponen's interior minister, Ville Itala, leader of 
his Conservative allies. The opposition Centre Party too, the ru- 
ral and northern rival of the Conservatives, at a party congress - 
this summer formally replaced its old hostility to any military al 
liance with readiness to look at the idea and the arguments. 

These are not quite such a clear "foreign affairs, yes, defence, 
why bother?” as they sound. After all, the Baltic neighbours ..- 
aren't in NATO yet, and may never be; and Sweden has barely 
begun to think about it. On the other side, though big brothers 
claws are sheathed today, they still exist, and who can foresee 
the Russia of 2020? Finland was Russian-ownedfrom 1809to = 
1919, and cynically attacked by Stalin in 1939. Fighting heroically, — 
the Finns saved their skins then, took revenge, with German aid, 
after 1941, and were duly punished in 1944, losing an eighth of - 
their land. They have not forgotten history. No official Finn 
would dream of saying it, but it might one day be comforting to 
have, yes, allies. If political leaders are willing, voters probably 
would be; this, after all, is a country where foreign affairs were 
for decades almost the private business of its president. 


Squaring the EU circles 
Finns have another worry abroad, the enlargement of the Eu. 
Though, unlike Swedes and Danes, they use the euro, few care 
much for the Eu: only one in five, half the EU-wide average. And 
though most would happily see it widen, they fear an influx of 
Balts under its rules on free movement. Finland also needs an 
EU that both works and yet does not trample over small mem- 
bers to do so. Mr Lipponen has to square these circles. He says —. 
yes to enlargement, but "get the first new countries integrated"— 
he means, nearer EU levels of wealth and wages—“and don't E 
make loose promises to further ones. We can't swallow more.” = 
And how can a wider gu be run? He is firmly against any sort of - 
big-country directoire, and the privileged inner circle it would . 
imply. For the same reason, let the (intergovernmentab Council. 
of Ministers be "the strategic policy-setter", but “don’t tilt the i in- 
stitutional balance and relegate the commission." x 
Wider EU or not, Finland already sees the foreigners at it 
gates. To British eyes, they are hard to spot. Finland has its own 
Swedish-speakers, with a party of their own that regularly gets . 
5% of the vote. But resident aliens are few indeed, and the arrival. 
of a mere 40-odd asylum-seekers is front-page news. Yet illegal — 
migrants from Estonia, just across the water, are already a 
worry. Drugs, organised crime, prostitution: not unfairly, much 
is blamed on them. Finland belongs to the "Schengen" group of 
EU countries that have scrapped internal border controls; so it is 
keen that the EU newcomers should build strong external ones. 
The unspoken fear is not Balts; itis tens of millions of impover-. 
ished Russians. The land frontier with Russia is long, but hard 
for Russians to reach and sharply policed by both sides. But 
imagine Russians, once in Estonia, facing no controls at the 
quays of Helsinki. Finns are tolerant enough, say a bunch of tat- 
tered Somalis. But tolerance—ask the Dutch—has limits. = 
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OLD ABA ROAD, RUMUOBIAKANI, 
POST OFFICE BOX 263, PORT HARCOURT, NIGERIA 


“INVITATION TO 
PRE-QUALIFICATION EXERCISE E 


der r reference: — $14 9? — i | 
; HIRE OF 10K SHALLOW DRAFT 
OFFSHORE JACKUP RIG 


inttodiiction and outline scope of work: 
: Shell Petroleum Development Company of Nigeria Limited has a 
© work programme to drill wells in offshore Forcados Yokri field in 
-the Western Division. The campaign is a continuation of the 
“ongoing Forcados Yokri Integrated Project Drilling Campaign. The 
"wells to be drilled are located in shallow offshore waters, and will 
therefore require a state-of-the-art Shallow Draft Offshore Jackup 
Rig. The estimated duration for the drilling campaign is about 
twenty-four (24) months. Agents are advised to bid jointly with the 
rig owners. 
=: The scope of work comprises provision of one 10K shallow draft 
: offshore Jackup Rig, support services for drilling rig operations and 
Hi testing. The minimum specifications for the rig shall be as 
ollows: 


a) Depth rating of 20,000 ft. 

b | Drawworks capacity of 2000 HP. 

c) | Hookload capacity of 1,100,000 Ibs. 

d) Accommodation for 90 persons minimum 

e) Maximum drilling variable deck load of 4,500,000 Ibs. 
f). Min/max operating water depth of 8ft/150ft 


g) Varco TDS-4 Top Drive or equivalent (Minimum Continuous 
torque of 40,000 ft-Ibs) 


h) Well control equipment rated to 10,000psi working pressure 


i) Managed and operated to SPDC's standards for Health, 
Safety and Environment, and equipped for total waste 
containment and to skip and ship drilled cuttings. 

j) | Compliance with DPR 1997 zero discharge for hazardous 
waste as per Environmental Guidelines and Standards. 


November, 2002 





Commencement date: 


Pre-qualification Packages 
Interested, reputable Drilling Contractors/Companies can obtain 
the Pre-Q Package by calling at The Vendor Service Centre at the 
address above or by sending an email to vsc.v.tender- 
bids@spdc.shell.com. 

The Pre-Q Package is available in electronic copies (diskettes). 

C Applications for the Pre-Q Package must be submitted to the 
=2 Vendor Service Centre at the address below before the package can 
«be collected. Closing date for collection of bid packages shall be 
< August 23, 2002. 

/« Submission of Pre-qualification documents 

The Pre-Q documents should be submitted in a sealed envelope 
marked Pre-qualification Document. 

Note: The Pre-qualification document should be submitted in two 
hard copies plus one electronic copy. The envelope should be 
addressed to: 

The Secretary to Tender Board Eastern Division (CSE-PPS), 
Via the Vendor Services Centre (CSE-VEN), 

Ref: 514197 — HIRE OF 10K SHALLOW DRAFT OFFSHORE JACKUP 
RIG (Attention: CSE-WELL) 

Shell Petroleum Development Company of Nigeria Limited, 

P.O. Box 263, Port Harcourt, Nigeria. 


The Marked and sealed document can be physically submitted to 
the Vendor Services Centre, Shell Petroleum Development 
Company of Nigeria Limited, Eastern Division, Port Harcourt, to be 
received not later than four (4) weeks from the date of first 
publication of this advert. 


incorrectly addressed or labeled submissions, and those received 
after the specified date and time shall be rejected. 


In all correspondence, please quote the Tender reference and title 
shown above. 
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X Tender Reference: $14308. 


PROVISION OF METEOROLOGICAL R 
OCEANOGRAPHIC (METOCEAN) SERVICES 


INTRODUCTION AND OUTLINE SCOPE OF WORK: | 

The Shell Petroleum Development Company of Nigeria Limited (SPDC) acting as the 
Operator of the NNPC/SHELL/ELF/AGIP joint Venture on behalf of its Joint Venture 
Partners, hereby invite suitable and reputable contractors to submit pre- 
qualification documents to provide meteorological and oceanographic (Metocean) 
services for SPDC Operations. 


Tender Title: 


Detailed Scope of Work: 

- Supply of Onshore/Offshore Metocean Equipment within SCiN operational 
areas. 

- Automatic flood/river gauges in selected operational locations. 

- Conventional tide pole for some remote operational locations. 

- Acoustic Doppler Current Profiler (ADCP) for both inshore and offshore 
environment. . 

- Squall monitoring/warning equipment in select operational zones. 

- Temperature/salinity Meter, Waver Rider system including moorings, Weather 
monitoring stations. 

- Establishment of the SCiN Metocean monitoring Network system. 

- Provision of relevant hardware/software for the relay and archiving of data 
real-time to SCIN Intranet and.on Metocean3 (MO3) database. 

- Provision of support maintenance for MO3/MatLab databases. 

- Provision of weather forecasting services. 


Commencement: Q2 2003 
Completion: The Contract is planned to end in Q2 2006 
with a possibility of a six-months extension 


PRE-QUALIFICATION 
Interested contractors/companies or their accredited representatives should submit 
pre-qualification documents containing the following: 


| Company profile including details of ownership and evidence of incorporation. 

il Detailed information on key personnel (including CV and list of management) 
and company organization. 

IH Curriculum vitae of key personnel that would work on this project. 

IV Evidence of Health, Safety and Environment Management Systems including 
copies of company's Health Safety and Environment Management System 
(HSE-MS) manuals of any of such projects successfully carried out and 
documentary evidence of HSE records. 

V Evidence of comprehensive Security and Community Management (Relations) 
plans for such project to be executed within the Niger Delta area. 

VI Evidence of financial capability, including audited accounts for three (3) years. 

VII. List of own equipment (hardware/software), including an advance technology 

. . Capabilities in carrying out Metocean/Forecasting services in Warri, Port 
Harcourt or Lagos. 

Vill Evidence of relevant experience in the provision of similar services within the 
Shell Group and/or other oil and gas companies. 

IX Evidence of ownership of complete and fully developed and internationally 
acceptable Metocean/Forecasting software packages, monitoring network, 
arid data analysis and storage capabilities that is compatible with systems 
existing: within the Shell Group. 

X Evidence of Department of Petroleum Resources (DPR) permit (if available). 


Pre- -qualification Documentation Packages must be submitted at the Vendor 
Services: Centre, in the address below, latest August 19, 2002. Pre-qualification 
Documentation Packages not received on or before August 19, 2002 shall be 
disregarded. 


NOTE: - 

1) Tender packages will be sent to any contractor/company that fulfilled the above 
requirements and also passed the subsequent SPDC Pre-qualification Evaluation 
Exercise, - 


Submission of pre-qualification documents 


The Pre-qualification package should be submitted/courier to: 

The Vendor Services Centre (CSE-VEN) 

Contractors and Visitors Gate, 

The Shall Petroleum Development Company of Nigeria Limited 

Port Harcourt. 

in all correspondence, please quote the Tender Reference and Title shown above. 
Notwithstanding the submission of this pre-qualification information, SPDC is 
neither committed nor under obligation to include any company/contractor in the 


final bid list or award of any form of contract to any company/contractor or their 
associates. 





Britain 


Labour and the unions 





Of strikes and rumours of strikes 


Britain’s trade unions are not the force they used to be. But they can still cause 


trouble for the government 


HE multiple recounts; the allegations 

of chicanery; the belated admission of 
defeat—they all seemed familiar. Perhaps 
the rancorous contest between Derek 
Simpson and Sir Ken Jackson for the joint 
general-secretaryship of Amicus, Britain’s 
second-biggest union, didn't have quite 
the drama, or the import, of Bush versus 
Gore. But Mr Simpson's victory last week, 
after Sir Ken's eventual concession, was 
widely greeted as a symptom of a new era 
of industrial relations in Britain—or rather, 
of areturn to an old era of union militancy. 

The replacement of Sir Ken, an ally of 
the prime minister, by a former commu- 
nist, in a union that had been a bulwark of 
the Labour right, is bad enough for Tony 
Blair. But Amicus is only the latest in a se- 
ries of unions to choose such inconvenient 
leaders. Two other leviathan unions, and 
the Trades Union Congress (ruc)—whose 
conciliatory current boss, John Monks, has 
helped Mr Blair to portray the Labour 
movement as sane and respectable—will 
also change hands soon. 

Meanwhile, industrial unrest has been 
manifesting itself in a more practical form. 
On July 17th, around 750,000 council 
workers, from librarians to binmen, staged 
a one-day strike; two more national stop- 
pages are planned. On the 18th, a tube 
strike obliged Londoners to stay at home or 


walk to work. Strikes on the railways are 
becoming almost as regular as the trains. 
Postal and airport staff, and tube workers 
(again) are all grumbling. The firemen are 
demanding a 40% pay hike—or else. 

All of which has provoked compari- 
sons with the “winter of discontent” of 
1979, which helped to destroy the last La- 
bour government and brought in Margaret 
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Thatcher. The analogy, though, is mis- 
placed: many of the now-rumoured 
strikes may not materialise; and on closer 
inspection, Mr Simpson seems to be a not 
unreasonable sort of bloke, who denies 
that his election constitutes a “smack in 
the teeth for Tony Blair”. Mr Monks, of the 
TUC, considers the idea “that unions and 
the government are completely at each 
other's throats” to be “totally exaggerated". 
This rash of strikes, he argues, only seems 
exceptional because of their recent rarity. 
Still, while the disruption may be small 
in comparison with the upheavals of the 
1970s and 1980s, it is far from negligible. 
And the events of the last two weeks have 
suggested a swelling  dissatisfaction 
among union members with the Labour 
Party—a party that, a hundred years ago, 
the unions helped to create—and with un- 
ion leaders who cosy up to it. A “summer 
of discontent" is unlikely; but it may prove 
aninglorious one for Mr Blair. 


What has Tony ever done for us? 

He is entitled to be perplexed. As David 
Metcalf, of the London School of Econom- 
ics (LSE), says, Labour has delivered "as 
good a tranche of pro-employee legisla- 
tion as there has been in a generation or 
longer". Union leaders (as is their job) 
want more; but, for instance, the govern- 
ment has already given them a minimum 
wage and new recognition rights. 

Mr Blair's style is part of the explana- 
tion. Union leaders don't like the company 
he keeps in Europe; and they don't appreci- 
ate the public insults he occasionally flings 
their way. Several have responded by cut- 
ting their contributions to the Labour 
Party, which, combined with declining 
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* binge, has left it £6m ($9.4m) in the red. 
. A But Labours difficulties with the un- 
ions are also a product of its success. Just as 
Labour continued to behave like an oppo- 
sition after it was elected, so the unions, 
equally scarred by the many Tory years, 
trod carefully during Labour’s first term. 
Now, after a second Labour landslide, and 
with little opposition to speak of, the 
gloves are coming off. 

And after last week’s spending re- 
view~in which Gordon Brown, the chan- 
 cellor, pledged to raise public expenditure 
by £93 billion over three years—so have the 
hair-shirts. The public-sector unions (as is 
their job) want some of that cash; the 
council workers, for instance, are demand- 
ing a 6% pay rise. Some of them are indeed 
'stingily remunerated. In other parts of the 
public sector, the government will have to 
spend some cash to recruit and retain 
Workers. But Mr Brown is understandably 
keen to dispel the notion that all that tax 
revenue is simply being passed on to pub- 
lic servants, in exchange for little. 

Unfortunately for the government, in a 
tight labour market the workers don't feel 
obliged to ask nicely. And one of the things 
ministers want in return for the extra 
cash—more private involvement in public 
services-is particularly unpopular with 
the unions, who worry about the terms 
and conditions of workers transferred to 

-private contractors. The differences may 
not be irreconcilable: on July 23rd, the gov- 
ernment came up with a placatory for- 
mula for transferred local government em- 
ployees; and Unison, a giant public-sector 
union, approved government plans for 
staff arrangements in hospitals run under 
the private-finance initiative. But the pri- 
vatisation of public services could still 
bring Mr Blair to grief. 





. The undead 

: That's partly because of the profile of un- 
- ion membership. After shedding around 
5m members in 20 years, as labour laws 
and economic restructuring shrunk the 
unions' power and industrial base, mem- 
bership, though ageing, has stabilised. But 
the unions' stronghold, inconveniently for 
the government, is the public sector (see 
chart on previous page). That may also be 
one reason why the unions want public 
servants to remain public. 

Strikes aren't in the long-term interest 
of the unions. As Mr Metcalf, of the Ls, 
says, militancy is unlikely to impress either 
prospective raembers, or employers con- 
sidering a recognition deal. But, along with 
obstreperous delays to reform, strikes will 
damage a government which, perhaps un- 
wisely, has gambled its future on its ability 
to improve public services. If Britain is un- 
likely to revisit the mythologised days of 
1979, when, legend has it, the dead lay un- 
buried, neither are the unions themselves 
dead and buried. && 
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Subtract rows, add sex 


*Happiness economics" has arrived. Will public policy be the same again? 


HO is the happiest person in Britain? 

According to one recent study, she is 
educated, married, well-off and retired. In 
another, she is Scottish, and unlikely to 
live in London. To judge by a third, her av- 
eragely happy friends are glummer than 
their counterparts in Denmark, Australia 
and the United States. The happiest person 
in America is not a woman. 

Happiness surveys have been around 
for some time, and not everyone takes 
them seriously. One academic study fam- 
ously concluded that marital satisfaction 
could be predicted by the frequency of in- 
tercourse minus the number of rows. But 
in the past few years, economists have ar- 
rived on the scene; and Andrew Oswald, 
professor of economics at Warwick Uni- 
versity, thinks happiness economics could 
revolutionise public policy. 

Take the idea that money can buy hap- 
piness. Wrong, say researchers. Although 
income makes a difference, other factors— 
notably health and love—-make more. And 
although Britain is nearly three times 
richer than it was half a century ago, over- 
all well-being levels have hardly budged. 
That, says Professor Oswald, should en- 
courage the government to look beyond 
GDP as a measure of quality of life. 

More controversially, Professor Os- 
wald's group has come up with a way of 
putting values on “life events”. On average, 
he says, getting married brings the same 
amount of happiness as about £60,000 


($90,000) a year in income. The loss of 
well-being caused by widowhood would 
take £170,000 a year to offset. Unemploy- 
ment brings psychological costs equiva- 
lentto much morethan the average drop in 
income, if you live in a place with few jobs 
and want to work. 

Some of Professor Oswald's colleagues 
think all this is pie in the sky. They point 
out that happiness is subjective, and that 
happier people may simply be more likely 
to get on in life. Researchers reply that their 
samples are large enough to average out 
individual answers, and that measuring 
the benefit that, say, marriage brings deals 
with variations in temperament. 

Even so, different surveys can produce 
wildly different results. While most find 
that education equals increased happi- 
ness, one suggests that British graduates 
have lower life-satisfaction ratings than 
other workers. And comparisons between 
countries can throw up some outlandish 
figures: one substantial survey found that 
Danes are five times happier than Italians. 

Professor Oswald thinks these pro- 
blems can be ironed out with more de- 
tailed research. And in 20 years' time, he 
predicts, his figures will be common cur- 
rency. He can already see plenty of practi- 
cal applications. Divorce lawyers, for in- 
stance, might be interested to know the 
true cost of infidelity. That should be 
enough to make many people's happi- 
ness-levels plummet. 8 














Agriculture 


Learning the hard way 


SETTLE, NORTH YORKSHIRE 


The failure to learn the lessons of the past turned last year’s foot-and-mouth 
epidemic into one of Britain’s worst peacetime disasters 


INCE Britain was declared free of foot- 

and-mouth disease six months ago, the 
town of Settle in the Yorkshire Dales has 
scarcely lived up to its name. Last year the 
local economy, dependent largely on tou- 
rism, was badly hit by the outbreak, which 
led to the closure of footpaths, a halt on an- 
imal movements and piles of slaughtered 
livestock. The town’s outdoor travel store, 
Cave and Crag, saw its earnings fall by 60% 
from the previous year. 

Settle, however, is now once again bus- 
tling with activity and the ramblers are 
back in force. The disease has proved, says 
Angela Campbell, one of the planners on 
the town's new business development 
scheme, a useful catalyst for change that 
was long overdue. 

All eyes are now on government to see 
if it will also learn from its mistakes. The 
foot-and-mouth epidemic was one of the 
worst peacetime disasters since 1945: the 
outbreak lasted 221 days, led to the slaugh- 
ter of at least 6.5m sheep, pigs and cows 
and cost the country £8 billion. The gov- 
ernment has been widely blamed for mis- 
handling the crisis. On July 22nd, the last 
of three official investigations into the 
mess, the “Lessons to Be Learned” inquiry 
led by lain Anderson, a former special ad- 
viser to Tony Blair, gave its verdict. 

Mr Anderson is keener on reforming 


procedures than blaming individuals. 
There is plenty of scope for improvement. 
The old Ministry of Agriculture, Fisheries 
and Food (MAFF) is criticised for being far 
too slow in responding and for underesti- 
mating how much needed to be done. 
MAFF waited four days from the moment 
foot-and-mouth was suspected in an abat- 
toirin Essex in February 2001 before order- 
ing a halt to all animal movements, which 
made later control more difficult. As the 
disease spread there were further long de- 
lays in getting animals to slaughter and 
disposing of carcasses either by burning or 
burial. 

MAFF failed to make the most of local 
know-how, had inadequate information- 
gathering and management systems, and 
did a poor job at communicating its deci- 
sions to farmers. It was not until the Cabi- 
net Office took over in March, and the 
army was called in, that the plague was 
brought under control. 

Why was this not done sooner? Mr An- 
derson says he can find no evidence of po- 
litical meddling in the way the crisis was 
handled, beyond the usual pre-election 
preoccupations of politicians. What does 
frustrate him, however, are the hazy ac- 
counts of how key decisions—for example, 
closing footpaths or the swift cull of seem- 
ingly uninfected animals on neighbouring 




















farms—were made. It seems thatthe origin _ 
of these controversial moves, like the way 
the disease came to Britain in the first 
place, will remain a mystery. 

Along with calls for better record-keep- 
ing, stronger disease surveillance, boost- 
ing the country’s veterinary resources, and 
tighter controls on illegal food imports, Mr 
Anderson’s findings largely echo the Royal ^ 
Society's inquiry into the technical aspects 
of controlling infectious diseases in live- - 
stock, published last week. Controver- — 
sially, it called for emergency vaccination 
as an integral part of any future strategy. 
During the British outbreak, the National E 
Farmers’ Union fiercely resisted this 
course, in part because it feared that retai 
ers would refuse to sell meat from vacci 


nated animals. But Sir Brian Follett, head 


of the Royal Society's inquiry, says that his. 
team was unable to substantiate such re- : 
sistance by supermarkets. In any case, 


most meat on shop shelves already comes 
from animals which have been vaccinated .: 


against one disease or another. 

Historically, vaccination has also ham- 
pered trade, because blood tests used to 
detect infections in animals also pick up 
vaccinated animals as false positives, and 
both are excluded by international au- 
thorities for export. However, more so- 
phisticated vaccines, and better diagnostic 
tests, are now being developed and 
should, with time, help to remove this ob- 
stacle. Ultimately, says Sir Brian, more 
money and manpower should be devoted 
to coming up with a new vaccine which 
could be used to protect animals long be- 
fore an outbreak starts. 

Sir Brian also wants to see a regularly 
revised contingency plan for dealing with 
various infectious animal diseases, to be 


given equal priority as other civil emer: - 


gencies such as bio-terrorist attack. The 
Netherlands already has such an arrange- 
ment, which meant that it stopped animal _ 
shipments two days before Britain did, — 
and helped it to contain the outbreak 
when it spread to its country. 

Whether such lessons will be acted 
upon remains to be seen. Margaret Beckett, 
in charge of the restructured agriculture 
ministry, admits that mistakes were made, 
but insists this is largely the benefit of 
hindsight. That ignores the fact that impor- 
tant lessons from previous inquiries could. 
have been followed, but were not. For ex- 
ample, some recommendations from the 
last outbreak in Britain, in 1967, such as 
better planning before an outbreak, were 
not implemented. Even lessons from more 
recent inquiries, such as the Phillips report 
into BSE, which suggested changes to the 
way government ministries communicate. : 
with one another and the public, appear to — 
have been ignored. Although the govern- 
ment is now promising change, the record 
of those who run British agriculture does 
notinspire confidence. m 




















ND so to Edinburgh. Hoping to escape, however briefly, from 
the confines of the Westminster “bubble”, Bagehot ventured 
north to celebrate with proud Scots the third anniversary of 
their brave new Parliament at Holyrood. Here, perhaps, would 
be found an optimistic new politics that would stand in bright 
contrast to the wearying games being played out in London. 
Well, yes and no. Politics north of the border is different all right, 
and becoming increasingly so. But that may be the best that can 
be said for it. 
^ A As good a starting place as any to understand its distinctive- 
ness is with the Liberal Democrats, partners with Labour both in 
the project that led to devolution and, from the outset, in the 
new executive that governs Scotland. The Lib Dems are rather 
<-> chipper about their role in the ruling coalition, having forced the 
-© ^Labour-led executive to spend more money than it would other- 
wise have done. Thanks to their efforts, Scottish university stu- 
- dents, unlike their English counterparts, don’t have to pay 
. up-front tuition fees. And from this month, again in contrast to 
England, many elderly Scots will qualify for free home care. 

But with parliamentary elections due next May, there is al- 
ready speculation that the coalition will not last. Maybe, maybe 
not, says one Lib Dem Mspr; it will depend on the results and the 

- outcome of some very tough negotiations. Negotiations on 
some major issues of principle? “Er, no, not exactly." On what 
then? “Well, on pork. What we want is more money spent on 
-the things we want in the places we want. It’s pure pork-barrel 
politics. We might as well be honest about it." 
_ Nor are the Lib Dems alone. The Scottish Nationalists (SNP), 
the second biggest party at Holyrood, are also dedicated spend- 
ers, while the poor old Tories, without a single constituency MP 
in the parliament (Msps are divided into those who are directly 
elected to represent constituencies and others who are voted in 
because they're on party lists), are so desperate to be loved that 
they'll put their hands up for anything popular. Supporters of 
the parliament claim that it quietly gets on with a good deal of 
useful work, but that's not the stuff that hits the headlines. 

The colossal overrun in the cost of building the parliament- 
the final bill will be well in excess of £300m ($450m), eight times 
an original estimate of £40m-hasn't helped, but nor have the 
politicians. Apart from tuition fees and home care, msps also 




















` Devolution was meant to revitalise Scottish politics. Three years on the Scots are still waiting 








voted a few months ago to give themselves a 13.5% pay rise. 
Other votes have included the abolition of Section 28 of the Lo- 
cal Government Act, which forbids “the promotion of homosex- 
uality” in schools, and a sloppily drafted ban on hunting with 
dogs. A silly rule limiting speeches to four minutes and a clock- 
ing-off time of 5 pm have resulted in a lifeless debating chamber. 

Meanwhile, the executive has proposed making it illegal to 
smack children under three and has rewarded its chums in the 
teaching unions with a 35-hour week linked to a 21.5% pay in- 
crease over three years, since when teacher productivity has 
gone steadily downhill. Public-sector employment is rising rap- 
idly, as is the cost of the executive itself, which has increased by 
44% since 1999. As one Scottish and very-New-Labour mp at 
Westminster admitted ruefully: “It’s basically old-style munici- 
pal socialism with an overlay of political correctness.” 

Fortunately, there is plenty of money slopping around to pay 
for all this. Scotland already receives, thanks to the “Barnett For- 
mula”, a subsidy from Westminster that controversially funds a 
level of public spending 23% higher per head than in England. 
As long as that lasts, and Gordon Brown's gusher from London 
continues to flow, the Scottish Parliament may not even have to 
worry about raising taxes by the paltry 3p it is permitted. But it's 
hardly a recipe for fiscal responsibility. 


Mickey rules, OK 

For all the bright talk about the dynamising affects of devolu- 
tion, the truth is that the transfer of powers to Edinburgh has 
been too limited to produce any other kind of politics. Neither 
the executive nor the parliament display any interest in the per- 
formance of the wealth-creating sector or in doing anything to 
reverse Scotland's long-run economic decline relative to Britain 
as a Whole. But even if it were otherwise, they lack the policy 
tools to do anything useful. As a big cheese in one of Edin- 
burgh's successful financial-services firms said contemptuously: 
“We have a Mickey Mouse parliament run by Lanarkshire coun- 
cillors. Such people don't like straying far from their comfort 
zones. The best they can do is get out of our way." 

The frustrations of the devolution settlement were one rea- 
son for the resignation from the executive in May of Wendy 
Alexander, a protégé of Gordon Brown's and, by most reckon- 
ings, the only member of the executive with any star quality. 
Another was a fairly poisonous relationship with the new first 
minister, Jack McConnell, who, having succeeded the disgraced 
Henry McLeish last year, has done more to reward loyalty than 
competence. Ms Alexander was interested in Scotland's econ- 
omic underperformance, but belatedly realised she was in the 


wrong place to do anything about it. So too is the sNp’s bright 


young economics spokesman, Andrew Wilson. Mr Wilson 
dreams of following the example of Ireland, creating a business- 
friendly climate by cutting taxes on companies and encouraging 
investment. Unfortunately, his left-leaning party is increasingly 
intent on marginalising him. 

Although it is still early days, it's hard to see a more grown-up 
politics emerging. Opinion polls suggest that while few Scots 
want to turn the clock back to pre-devolution days, there is no 
clamour to give their mildly despised new Parliament significant 
additional powers. And full-blown independence remains a mi- 
nority taste. It’s no wonder that the politicians who are thriving 
are parochial pragmatists, happy to play on the court as it has 
been marked out by Westminster. @ 





















Corporate culture 


When something is rotten 


sie 


Srey 


The best defence against “infectious greed” is a healthy corporate culture 


HEN WorldCom revealed in June 

that it had fiddled its accounts to the 
tune of $3.9 billion in the 15 months to the 
end of March, it was the tip of an iceberg. 
Employees have since alleged that the 
practice had been going on for much lon- 
ger. Moreover, malpractice was not con- 
fined to the accounts department. World- 
Com’s sales staff were also fiddling the 
figures. In February three WorldCom 
salesmen at the company’s Arlington, Vir- 
ginia, office were suspended in a case in- 
volving millions of dollars of overpaid 
commissions. The company’s Chicago and 
Baltimore offices were investigated at the 
same time. 

Former employees say that a practice 
known as “rolling revenue” was endemic 
in the sales hierarchy of WorldCom. The 
practice involved registering a single sale 
many times over, even if it meant paying 
salesmen several commissions in the pro- 
cess. At WorldCom, which filed for Chap- 
ter 11 bankruptcy this week (see next 
story), increasing reported revenues came 
above all else. 

It is a pattern repeated elsewhere. 
When James Bingham, an assistant trea- 
surer at Xerox, first blew the whistle on the 
photocopier company's accounting tricks 
in 2000, he admitted that he had initially 
been an enthusiastic participant in a cha- 


rade that led the group to overstate its pro- 
fits by $1.4 billion between 1997 and 2001. 
"Sometimes I fed the beast," he said. "The 
beast was a Xerox culture that created an il- 
lusion of value." 

Early this month Xerox admitted in a 
regulatory filing that, in an effort to push 
sales at its Indian unit, it had made “im- 
proper payments over a period of years" to 
government officials there. In 2000, when 
the bribery is said to have stopped, pay- 
ments amounted to “approximately 
$600,000-700,000". Xerox is also investi- 
gating allegations that transactions by its 
South African affiliate were "improperly 
recorded" and that a South American divi- 
sion made "improper payments". 

Last week Alan Greenspan, chairman 
of America's Federal Reserve, spoke of the 
"infectious greed" that had gripped much 
of American business, a greed that ulti- 
mately pushed companies such as Enron, 
Global Crossing and now WorldCom into 
bankruptcy. Greed is not the only infec- 
tion that can grip a corporation. If, in the 
19908, Arthur Andersen (auditor of Enron, 
Global Crossing and WorldCom) had been 
less envious of the high-rolling consul- 
tants at its former twin, now called Accen- 


ture, and had not gone chasing blindly 


after their business, it might now have a fu- 
ture beyond the end of next month, when 
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itis to cease operations. 

Infections spread via an organisation's 
culture—meaning the set of rites and ritu- 
als, symbols and signals that give it its un- 
ique character. Culture is the “way things 
are done around here"—the HP Way, for ex- 
ample, the open-plan, walkabout manage- 
ment style laid down in the 1950s by Bill 
Hewlett and Dave Packard, a style that still 
imbues the company today. But cultureisa 
concept that many business leaders find 
difficult to grasp. They consider it too soft 
to be managed-even though its impor- 
tance is more appreciated now than it was ~~ 
when one executive some years ago as- - 
serted that "the only culture round here is 
in the yoghurts in the canteen". 


Good for more than the yoghurt 

"A corporation's culture is what deter- = 
mines how people behave when they are = 
not being watched," says Tom Tierney, a. 
former managing partner of Bain, a con- 
sultancy, and author of "Aligning the 
Stars", a book about the culture of profes- 
sional-service firms. Cultures are formed 
over time, by big events and small ones. 
The $110 billion merger of Aor and Time 
Warner has tried, so far disastrously, to - 
weld a nifty e-culture to a sedate media 
business. The departure of Bob Pittman, - 
the group's chief operating officer and an . 
AOL man, marks a return to dominance by 
the old-media culture (see page 55). 

At the best companies, the way manag- 
ers interact helps to set the tone. The cul- _ 
ture of Jack Welch's General Electric was. _ 
forged to a large extent by what have been | 
described as something "close to revivalist ` 
prayer meetings", gruelling question-and- 
answer sessions with managers at the 
company's training centre in upstate New > 









» York. Wal-Mart's 
ing zealotr 
weekly Saturday morning meetings for 
managers and their families—part evan- 
gelical revival, part corporate Oscars. 

Cultures are influenced by the sort of 
people a company recruits. Enron had a 
policy of recruiting fast-track MBA “talent” 
into the culture of an electric utility. It 
didn’t work, and the firm ended up pro- 
moting the pushy over the prudent. But 
the biggest single influence on a culture is 
the company’s boss. Lawrence Weinbach, 
head of Unisys, an rr-services firm, told a 
recent meeting of leading American chief 
executives: “Once you as CEO go over the 
line, then people think it’s okay to go over 
the line themselves.” Employees set their 
behaviour by the pole star at the top. If 
they have been disoriented in recent years, 
it is partly because there has been an un- 
precedented turnover in bosses. 

First came the boom in mergers (which 
inevitably throw one of the merging com- 
panies’ bosses out of the top chair). Many 
of America’s downfallen (Tyco, Global 
Crossing, WorldCom) were hastily bun- 
dled together amalgamations of compa- 
nies that lost their distinctive ways and 
found nothing to replace them. Then came 
the dotcom bust, which forced many chief 
executives to fall on their swords. Now, 
says Challenger, Gray & Christmas, a head- 
hunter, “we are seeing CEOs leaving under 
a cloud of suspected or substantiated 
wrongdoing.” 

All this is unhelpful to the growth of a 
healthy culture, “the key to which is consis- 
tency,” says Dominic Dodd of Marakon, a 
consultancy that has advised some of the 
world’s most consistently successful com- 
panies, including Boeing, Dow Chemical 
and Lloyds TSB. One recommended aid to 
consistency is "the broken record", the 
mantra repeated over and over again by 
the boss. Sir Richard Branson, the uncon- 
ventional head of Britain's Virgin group, 
has a few such phrases; one is, “common 
sense counts for way more than pure intel- 
lect." A favourite saying at Cadbury 
Schweppes is “the tyranny of ‘or’ and the 
beauty of 'and'" Easily remembered, 
phrases like these set the tone for an entire 
organisation's behaviour. But, says Mr 
Dodd, bosses need to know when to 
change the record. Jack Welch, he believes, 
was a master at that. 








Drug culture 

Mergers and a change of chief executive do 
not necessarily cause a culture to rot. Look 
at Aventis. Created in 1999 by the merger 
of two chemicals companies-Germany's 
Hoechst and France's Rhóne-Poulenc-it 
not only integrated two firms of different 
nationalities, each with over a century of 
its own traditions, but also transformed 
the industries they were in. Since 1999 
Aventis has moved to being a pure 





ris reinforced by the company’s 's 


tween French and German rulers) and it 
relocated its three inherited American HQS 
to one base in New Jersey. 

At the core of its cultural change was an 
unusually close relationship between the 
company’s two heads: Jürgen Dormann 
from Hoechst and Jean-René Fourtou from 
Rhóne-Poulenc. Their rallying cry—“we 
want to create something new”—seems to 
have had the desired effect on the group’s 
75,000 employees: Aventis’s earnings per 


pharmaceuticals firm. It set upanew head 
office in Strasbourg (historically tossed be- ` 






har are growing by sc some 4095 a year, and 





“Ttis no surprise that Mr Fourtou was 
picked to replace Jean-Marie Messier, the 
disgraced boss of Vivendi, a Franco-Ameri- 
can cultural and commercial disaster. 
When your culture is putrid, recruiting a 
chief executive from outside is not a bad 
idea. Challenger, Gray & Christmas says 
the biggest challenge facing corporate 
America is “finding replacement CEOs 
who are above reproach yet still able to 
lead companies back from the depths.” 





Telecoms 


The only way is up, maybe 


WorldCom’s bankruptcy may mark the low point for the telecoms industry 


IGHT this be remembered as the 
week when the shattered telecoms 
industry started to pick itself up off the 
floor? It seems an odd question to ask only 
a few days after WorldCom, a disgraced 
American operator with over $100 billion 
of assets on its books, became the largest 
American company ever to file for bank- 
ruptcy (see chart). Other telecoms compa- 
nies also reported bad news: AT&T, a rival 
long-haul operator, announced a $12.7 bil- 
lion quarterly loss; Lucent, an equipment 
vendor, a $7.9 billion loss and 7,000 new 
job cuts; and BellSouth, a regional oper- 
ator, said that its earnings would fall far 
short of expectations. But amid the car- 
nage, there were faint signs that an end to 
the industry’s woes could be in sight. 
Announcing his firm's bankruptcy fil- 
ing on July 22nd, WorldCom’s chief execu- 
tive, John Sidgmore, gamely tried to 
present it as good news, on the grounds 
that it would reduce uncertainty and sta- 
bilise the situation. His plan is to sell some 
assets-probably starting with MCI, 


WorldCom's long-distance phone busi- 
ness, and Sky Tel, its paging unit—and to re- 


focus the company around UUNET, its In- 
ternet-backbone operation, which carries 
over half of America's Internet traffic. 

WorldCom plans to appoint a "chief re- 
structuring officer" within three weeks, 
and to emerge from bankruptcy protection 
within a year. But not everybody is con- 
vinced that the company can survive. A re- 
port from Gartner, a consultancy, puts 
WorldCom's chances of avoiding liquida- 
tion at 60%, and suggests that even then, 
the firm would probably be taken over. 

The behaviour of WorldCom's custom- 
ers will be crucial. Neil Rickard of Gartner 
says his firm has been advising its clients to 
avoid knee-jerk reactions. Customers who 
jump too quickly to a different operator, he 
warns, could face penalties for breach of 
contract. And by rushing into the arms of 
another operator without carefully con- 
sidering all the options, they may end up 
paying over the odds. Instead, says Mr 
Rickard, WorldCom customers should 
take a more measured approach, switching 
only new business to a different operator, 
but making contingency plans for a com- 
plete switch-over just in case. 
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Two carriers that claim to be picking up 
customers from WorldCom are AT&T and 
Equant. Indeed, AT&T seems to be over- 
whelmed with potential customers, says 
David Willis of Meta Group, a consul- 
tancy. Some of his clients have com- 
plained that AT&T is not responding to 
their inquiries fast enough. For his part, Di- 
dier Delepine, chief executive of Equant, 
says his firm has 130 big WorldCom cus- 
tomers “knocking at the door”, seven of 
whom have already switched. Equant has 
made preparations to make possible 
speedy connections for any WorldCom 
customers who want to be able to switch 
at short notice. 

All of this suggests that WorldCom will 
bleed, but only slowly, as expiring con- 
tracts are not renewed and new business 
goes elsewhere. Mr Sidgmore insists there 
is no “exodus” taking place. But Mr Willis 
estimates that big companies are switch- 
ing about10% of their WorldCom business 
to other operators, and will have switched 
20% within six months. The chief benefi- 
ciaries will be former monopoly operators 
in Europe and the “Baby Bell” regional op- 
erators in America, plus a handful of other 
carriers, including AT&T, Equant, Cable & 
Wireless and Infonet. 

These firms are seen as relatively safe 
bets by large companies, and can therefore 
charge premium rates. “The days of bar- 
gain-basement communications are al- 
most over,” says Mr Willis. As the industry 
prepares for a round of mergers, he sug- 
gests that firms that sign new contracts 
with telecoms operators should be asking: 
“Are you making money on this?” If the 
operator is taken over, he notes, “you want 
to have a contract that an acquiring com- 
pany would want to have." 

The prospect of rising prices is not the 
only signal that the market could be about 
to turn. This week it emerged that, in the 
three months to June 3oth, executives at 
American telecoms firms bought more of 
their companies' shares than they sold. 
(Across American firms in general, sales 
exceeded purchases by 15 to one.) With 
shares in many firms having fallen by over 
99%, this looks like speculative buying in 
advance of an expected wave of acqui- 
sitions over the next year or so. 

Another hopeful sign was the $1.1 bil- 
lion bid by Level 3, a long-distance-net- 
work operator, for Williams Communica- 
tions, a bankrupt operator that is now 
restructuring its debts. A consortium of in- 
vestors including Warren Buffett, a long- 
time telecoms sceptic, recently announced 
an investment of $500m in Level 3, which 
said it would use the money to finance ac- 
quisitions. A takeover of Williams could, 
says Mr Rickard, constitute "the first glim- 
mer of the consolidation phase". And that, 
in turn, would mark the beginning of what 
is sure to be a long and painful turnaround 
forthe industry. m 


AOL "e ind 
Dotcom 
downsizing 


NEW YORK 


The shake-up at AOL Time Warner has 
put the Internet in its place 


HEN America Online and Time War- 

ner announced their merger in Janu- 
ary 2000, at the height of the Internet 
boom, this mega-marriage of new technol- 
ogy and old media was enthusiastically re- 
ceived. The world's biggest online service 
was expected to inject its "Internet DNA" 
into the stodgy media giant. Together they 
would come up with all sorts of lucrative 
synergies and "cross-fertilisation". Even 
The Economist was excited: "For once, the 
superlatives and the hype seem justified," 
we opined. 

How wrong we were—as, it must be 
said, was almost everybody else. On July 
18th Bob Pittman, the company's chief op- 
erating officer and the merger's biggest 
cheerleader, resigned, having failed to turn 
round troubled AOL. Time Warner veter- 
ans are now firmly in control of the media 
conglomerate. Don Logan, the former 
chairman of its magazine group, will now 
oversee AOL as one of two "group chair- 
men", Attempts to create synergies, mostly 
ill-fated so far, are no longer a priority. The 
group's divisions can again more or less 
mind their own business, just as at the old 
Time Warner. 

Like its big media rivals, AOL Time War- 
ner has been clobbered by the weakness 
of the advertising market. On July 24th the 
company reported that advertising reve- 
nues in the second quarter were down by 
11%, to $2.1 billion, with AOL’s ad revenues 
falling 42%—though overall revenues were 
10% higher at $10.6 billion and the group 
was able to book its first quarterly net pro- 
fit since completing the merger. 

Inevitably, there are also questions 
over AOL Time Warner's accounting. 
Shortly before Mr Pittman's resignation, 
investors had begun to worry that the 
company might be guilty of pulling a 
WorldCom, shifting everyday expenses to 
capital accounts. Newspapers, led by the 
Washington Post, began chronicling the cre- 
ative ways in which Aor had accounted 
for some advertising deals. On July 24th 
the company disclosed that the SEC was 
looking into its accounting practices. 

So far, though, there is no evidence that 
AOL Time Warner's accounting was un- 
usually aggressive. Nor does the group 
seem to face a financial crunch à la Vi- 
vendi, a Franco-American media rival. Its 
main problems, for now, are more opera- 
tional in nature. The most immediate chal- 
lenge for the new management team is to 
calm the waters internally. Many Time 





Pittman couldn't get a grip on AOL 


Warner veterans are still angry at the AOL 
newcomers, holding them responsible for 
a fall in the share price of more than 7596 
since the merger. Conversely, AOL em- 
ployees may not appreciate being ordered 
around by old-media types. Much will de- 
pend on whom the firm picks as AOL’s 
new chief executive, a job that Mr Pittman 
had taken over temporarily. 

The new boss will have his work cut 
out. AOL has suffered from the advertising 
slowdown more than the group's other 
units, mainly because most of its clients 
were dotcoms. Worse, subscriber growth 
has slowed. In the past two years, AOL's 
share of the American Internet-access 
market has slipped from 41% to 37%, ac- 
cording to Odyssey, aresearch company. 

Furthermore, AOL is having trouble ne- 
gotiating the shift from dial-up to broad- 
band connections. It has only a 5% share in 
broadband, in part because it has an inter- 
est in not moving its customers too 
quickly: AOL makes $10 profit a month 
from the average dial-up customer, but less 
than half that from broadband customers. 
Yet this leaves an opening for competitors. 
Microsoft, in particular, is investing seri- 
ous money to get broadband distribution 
for its MSN online service. 

If AOL's new boss cannot turn things 
round, it may be spun off. But even if the 
new leader succeeds, AOL will remain sev- 
eral pegs below where it was just after the 
merger; from now on, it will be merely a 
part of a big media group. The manage- 
ment shake-up has put the Internet in its 
place. Rather than turning the world on its 
head, the web is turning out to be only an 
extra distribution and marketing channel. 
With the hype and superlatives now gone, 
the merger—and the search for synergies— 
can begin in earnest. 8 
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Business schools 


The $100,000 
question 


Do you really need that MBA? 


ERY year another 100,000 or so MBAS 
pour on to the American job market. If 
they have done a full-time two-year course 
at one of the top schools, they will have 
spent as much as $100,000 to get their de- 
gree. They may end up in illustrious ca- 
reers: even George Bush is a Harvard MBA. 
But will that be thanks to what they have 
been taught? Not if a new study (by Jeffrey 
Pfeffer, a professor at Stanford's business 
school, Harvard's great rival) is right. 

In academic terms the MBA, invented 
in America in 1908, has been a success 
story. Demand has soared, and not only in 
the United States. According to a survey by 
the Institute for International Education, 
14.4% of MBA students studying in Amer- 
ica in autumn 2000 were from abroad. 
Even German MBA programmes are gain- 
ing in popularity, albeit slowly (see box). 
But Mr Pfeffer and his co-author, Christina 
Fong, writing in the first issue of a new 
journal, Academy of Management Learn- 
ing and Education, argue that there is little 
evidence that getting an MBA has much ef- 
fect on a graduate's salary or career. 

Hunting through 40 years of studies, in 
search of a link between MBA results and 
future salary, Mr Pfeffer was struck by this 
lack of evidence. He cites internal studies 
by consulting firms and investment 
banks—two prime employers of MBAs- 
that suggest that non-MBAs do no worse 
than their more qualified colleagues. “Usu- 
ally it just makes you a couple of years 





Not always money well spent 


^ 


older than non-MBA peers,” the author of 
one such study told him. 

Of course, as Mr Pfeffer admits, the 
course content may not be the only reason 
for getting an MBA. A top business school 
plugs students into an invaluable network 
of contacts. It also screens them. Charles 
O'Reilly, one of Mr Pfeffer’s colleagues at 
Stanford, points out that MBA students at a 
top school are "smart, ambitious, willing 
to make sacrifices and keen to play the cor- 
porate game." That makes it a good place 
for firms to recruit. 

Recruitment for MBA courses is boom- 
ing—after all, enrolling is better than sitting 
around waiting for an unlikely dotcom re- 
covery. But criticism of MBA programmes 
is on the rise, too—and not only on grounds 


German business schools 
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of failing to deliver higher pay. Earlier this 
year the Aspen Institute published the re- 
sults of a survey of 2,000 MBA students. It 
found that students' values changed dur- 
ing the course: by the end, they rated cus- 
tomer needs and product quality lower 
and shareholder value higher. It called for 
courses to give more concrete examples of 
how bosses balance the conflicting needs 
of business and society. (Moral tales may 
bein short supply these days.) 

Another recent study, by the AACSB, 
which accredits American MBA courses, 
found that MBA graduates thought that the 
ability to communicate effectively with 
another person was the single most useful 
skill in their career—but that only 6% of 
business schools were even “moderately » 


The cautious classmate 


Embracing American-style executive education, sort of 


ERMANY has never much warmed 
to American-style business educa- 

tion. Although plenty of Germans hold 
business degrees, these are mostly very 
different from the MBA; the long slog 
through theoretical economics and busi- 
ness mathematics bears little resem- 
blance to the shorter, American-style 
degree, packed with case studies. The 
MBA was not even recognised in Ger- 
many until the late 1990s. Even now, 
Germany graduates only about 1,600 
MBA Students each year, compared with 
13,000 in Britain. 

Things are changing, slowly. Ger- 
many could gain a big new business 
school in October, when the European 
School of Management and Technology 
is expected to open in Berlin (though the 
first MBA students will not start until 
2004). The school is backed by Ger- 
many's corporate heavy weights, such as 
DaimlerChrysler and Deutsche Bank. It 
hopes that its English-language pro- 
gramme will attract an international mix 
of students and professors, and thus al- 
low itto compete with Europe's current 
leading business schools, such as Insead 
and the London Business School. 

If successful, the new school should 
also help to improve the quality of Ger- 
man MBA programmes, which is a 
worry-especially as more and more 
state-funded professional schools spring 
up to teach business. FIBAA, a body that 
accredits German business schools, re- 
ports that there are about 70 unofficial 
MBA programmes in Germany, against 
only 35 that are officially recognised. 

Germany's leeriness owes much to 
the structure of its educational system. 
Until recently, a single masters degree— 


typically lasting at least five years—was 
the university standard. Only now is 
that changing, as universities switch to a 
system that makes a short professional 
degree possible for the first time. But 
many university professors, especially 
the older ones, oppose the new system. 

Another factor behind the MBA's 
slowness to spread is the "corporate uni- 
versity". Many big German companies, 
such as Lufthansa and Allianz, run their 
own training centres for company man- 
agement. This complements Germany's 
brand of capitalism, in which many 
workers stay at the same company for 
most of their working lives (making it 
worthwhile for the company to invest in 
their training). As labour becomes more 
mobile, says Michael Dowling, a profes- 
sor at the University of Regensburg, 
other institutions are moving into execu- 
tive education, but change is slow. 

To outsiders, Germany may look like 
a rich market, poised to grow. Some 
American business schools have been 
pleased with the partnerships they have 
struck up with German schools-for ex- 
ample, the Kellogg School of Manage- 
ment, which has joined with wHu, a 
privately funded business school near 
Koblenz. But Germany has no stomach 
for a full-fledged American onslaught, as 
Duke University's Fuqua School of Busi- 
ness found out. With much fanfare, Fu- 
qua opened a campus in Frankfurt three 
years ago to support a lavishly priced 
"cross-continent MBA" for executives 
willing to commute between Frankfurt 
and Durham, North Carolina. But the 
campus was quietly scaled back this 
spring, owing to a lack of takers. Ger- 
many, it seems, will not be rushed. 





> effective” in teaching that skill. 

How to rectify these shortcomings? In 
another article in the new journal, Henry 
Mintzberg, a professor at McGill Univer- 
sity in Quebec and long-time critic of 
MBAS, argues that management should be 
taught only to people who already have 
management experience; and that it must 
offer an opportunity for reflection as well 
as learning. He examined the careers of 19 
Harvard MBAs who had made it to the top 
(40 of America’s 100 largest companies are 
now run by MBAs) and found that ten sub- 
sequently ran into big difficulties: gener- 
ally, their company went bust or they lost 
their job. And that most famous graduate 
from the Harvard class of 1975? “Stay 
tuned,” says Mr Mintzberg. m 


Open-source software 


Going hybrid 


SAN FRANCISCO 
Rumours of open-source software’s 
demise are exaggerated 


Wits the hordes of volunteer pro- 
grammers who make up the open- 
source movement met this week for their 
annual convention in San Diego, one con- 
stituency was conspicuously absent: en- 
trepreneurs. Many start-ups that tried to 
make money from open-source software 
have already gone bust, and many of those 
that have survived are in a sorry state. 

This is not all that is worrying open- 
source advocates. Microsoft is leading an 
increasingly nasty campaign against pro- 
grams such as Linux, the free operating sys- 
tem, and has even been putting it about 
that such programs make it easier for terro- 
rists to hack into computers. Worse, Linus 
Torvalds, the inventor of Linux, appears to 
have reached his limits as a manager. 
There is growing frustration among hack- 
ers that he is ignoring their contributions. 
Is open source doomed? 

In part, the movement is a victim of its 
own hype. At the height of the “new econ- 
omy" craze, open source was billed as radi- 
cal new economics based on sharing. Pro- 
grammers around the world contribute 
their time to write free programs so as to 
gain reputation among their peers. For this 
to work, the source code of a program—its 
basic ingredients—must be freely avail- 
able, in contrast to the proprietary soft- 
ware of such firms as Microsoft. 

Venture capitalists and Wall Street were 
wowed by the open approach. In 1999 
public offerings by open-source firms 
broke all records: the shares of vA Linux 
Systems, for instance, gained almost 700% 
on their first day of trading. But these start- 
ups have since been flattened by the dot- 
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Hands across the sea 


FARNBOROUGH 


Boeing and EADS trade insults, then sign a missiles pact 


OR a while, it was business as usual 

at this week's Farnborough air show. 
Boeing badmouthed its European rival, 
Airbus, for building aircraft on spec and 
flooding the market. Hogwash, replied 
Airbus, which is catching up with the 
American market leader. Such spats are 
nothing new, though they are more pi- 
quant now that the pair are fighting over 
slim pickings in a market that has 
shrunk by half in the past year. 

Fast forward to the afternoon of July 
23rd and behold Rainer Hertrich and 
Philippe Camus, the co-chief executives 
of Airbus's parent, European Aeronautic 
Defence and Space (EADs), alongside 
Phil Condit, Boeing's chairman, posing 
for the cameras after signing a deal, all 
smiles. Welcome to the weird and won- 
derful world of defence aerospace, 
where politics often pushes together the 
deadliest of business rivals. 

Just as most governments stop for- 
eigners owning airlines on "strategic" 
grounds, so defence remains a national- 
istic business. Cross-border deals tend to 
be ad hoc alliances and joint ventures 
rather than full mergers—much as air- 
lines have to rely on alliances or forge 
code-sharing links to market each other's 
flights. The deal between Boeing and 
EADS is of this type. The two plan to co- 
operate on missile defence, Boeing being 
the lead contractor for the “ground- 
based interceptor" part of America's na- 
tional missile-defence system. 


com bust faster than other firms, in part be- 
cause most of their customers were other 
start-ups fighting for survival. 

To stay afloat, open-source start-ups 
such as VA are now having to become 
more proprietary. Even Red Hat, the lead- 
ing distributor of Linux, is going hybrid. In 
January it introduced a high-end version 
of Linux that is not entirely open-source. 
Development of Linux is increasingly dri- 
ven by large computer makers, such as HP 
and 1BM, which are spending serious 
money to make Linux run on their hard- 
ware. IBM even discounts its mainframes 
if buyers use them to run Linux. Enter- 
prise-software firms, such as Oracle and 
SAP, have rewritten their applications so 
they also work on Linux. 

Their aim is to undermine the market 
power not just of Microsoft, the firm be- 
hind Windows, but also of Sun Microsys- 
tems, which dominates the market for 
high-end server computers. If operating 
systems become a commodity, reason 





Brothers in arms 


This looks to be a feather in the Euro- 
peans' cap, since EADS has been strug- 
gling to break into the American defence 
market as Airbus has in civil aircraft. 
EADS and Boeing have joined forces on 
missiles before: for instance, Boeing 
helps to market the new EADS/BAE Sys- 
tems Meteor. Most deals concern mar- 
keting or subcontracting. But this week's 
deal is about sharing development 
work. For once, it seems, America is 
treating the Europeans as equal partners. 

The real motive, however, is the 
American government's desire to get the 
Europeans to warm to its controversial 
missile-defence system. America wants 
missile defence to be stretched to cover 
NATO's European members. One way of 
wearing down opposition among Eu- 
rope's politicians is by demonstrating 
that there are jobs in it. 


IBM and other Linux backers, then compa- 
nies will spend more money buying their 
hardware, software and services. For simi- 
lar reasons, RealNetworks, a multimedia- 
software vendor, said this week that it 
would publish the source code of a new 
set of programs called Helix. In doing so, it 
hopes to keep Microsoft from dominating 
the multimedia-software business. 

Although this is all appalling to open- 
source purists, it may not spell the end for 
their beloved programs. On the contrary, it 
is likely to speed their adoption. Indeed, 
open source looks ideal for these difficult 
times. Free software is an attractive propo- 
sition when technology budgets are tight. 
Also, because more eyes look at the source 
code, it tends to be more secure and robust 
than proprietary software. Linux is thus 
winning unexpected converts, such as in- 
vestment banks and government agen- 
cies. Since April, for instance, Credit Suisse 
First Boston's global trading system has 
been running on Linux. 
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Small wonder that Microsoft should 
still be so rattled by open-source software. 
Itisnotso much the programs that the firm 
takes aim at, as the licence that comes with 
many of them: the general public licence 
(GPL). The GPL destroys intellectual prop- 
erty, argues Microsoft, because it dictates 
that all improvements, say to Linux, auto- 
matically become a public good. 

Yet even Microsoft admits that open- 
source groups have many benefits, mainly 
because of better feedback between soft- 
ware developers and users. Thus, the firm 
has launched an initiative, called Shared 
Source, in which large customers can have 
access to the Windows source code, on 
condition that they do not modify or reuse 
it. Even Apple Computer, which guards its 
intellectual property jealously, has made 
an open-source program the core of its 
new operating system, called os x. 

Most surprising, however, is that firms 
outside the technology industry have 
taken to using open-source techniques. For 
instance, Dresdner Kleinwort Wasserstein, 
an investment bank, has released the 
source code for programs that link differ- 
ent computer systems within the firm. Bar- 
clays Global Investors, an investment- 
management firm, lets its programmers 
use the same development tools as open- 
source groups. Both firms are customers of 
CollabNet, one of the more promising 
open-source start-ups. 

Having shown that there is, in many 
cases, a better way to develop code is un- 
doubtedly the open-source movement's 
biggest achievement so far. And if Linux 
does one day become the standard for op- 
erating systems, as some enthusiasts pred- 
ict, it will have taught the computer indus- 
try that it is more efficient to maintain its 
software infrastructure collectively. This 
would be bad news for Microsoft and Sun, 
but it would benefit customers—through 
greater competition, lower prices and, not 


> =e ahh Ss ‘we 





least, better software. m 
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Potions and profits 


HONG KONG 


Unorthodox treatments with plenty of potential, regulators permitting 


HARLES HSU faces a dilemma. A ven- 

ture capitalist with Walden Interna- 
tional, an American firm, he knows that 
traditional Chinese medicine is a potential 
gold mine, and he has already scrutinised 
dozens of manufacturers in China. But so 
far he has had to turn them all down, be- 
cause, as promising as their herbs and 
granules sounded, none could produce 
data or remedy definitions of the sort that 
regulators in America or Europe insist on. 

That is frustrating, for the Hong Kong 
Trade Development Council reckons that 
the world market for Chinese medicine 
has doubled over the past eight years to 
about $23 billion. China, with its ageing 
population and rising wealth, accounts for 
part of this growth, but the biggest market 
is Europe. The Germans, in particular, 
have long welcomed "alternative" medi- 
cines and often stock them on pharmacy 
shelves alongside western drugs. The big- 
gest potential market is the United States, 
where consumption of Chinese medicines 
has been growing by 25% a year since the 
late 19905. 

The problem is that regulators in rich 
countries are not keeping up with their 
consumers. Neither America's Food and 
Drug Administration (FDA) nor Europe's 
regulators consider traditional medicines 
to be proper drugs. Hence, Chinese medi- 
cine goes under categories such as *dietary 
supplements" or *health foods". This caps 
the profitability of manufacturers, since 
the real money is in patented drugs. 

Both the European Commission and 
the FDA have recently declared them- 
selves open-minded about licensing tradi- 
tional medicines. But the nature of such 
remedies throws up complications. West- 
ern drugs are made from single, identifi- 
able molecules, whereas traditional Chi- 
nese or Ayurvedic (Indian) medicine is 
based on molecular cocktails. 

To fans of the latter, this is exactly its ap- 
peal. Western medicine treats diseases in 
isolation, they argue, whereas Chinese 
medicine takes a holistic approach that 
has been refined over thousands of years. 
Western doctors and regulators counter 
that this does not remove the need for 
quality controls. At the very least, they 
want to be sure that each pill of a given 
brand is identical to every other. 

Proving this is difficult. Often, tradi- 
tional formulae are passed from one gen- 
eration to the next, and much of the indus- 
try is located, literally, in the living rooms 





Money-spinning molecular cocktails 


of practitioners. Traditionally, word of 
mouth has been the main form of industry 
regulation. 

This has not stopped big companies in 
China, or conglomerates owned by over- 
seas Chinese, from piling into the market 
over the past decade. Almost every Chi- 
nese university now has a research centre 
for traditional medicine that works with 
the industry. Realising that some quality 
control was needed, the Chinese govern- 
ment started monitoring production pro- 
cesses and awarding a "good manufactur- 
ing practices" label—the closest thing the 
industry has to a standard. 

Wu Yibing of McKinsey's Beijing office 
thinks that western regulators and doctors 
will accept traditional medicines by a 
"slow evolution". Hong Kong's govern- 
ment has identified Chinese medicine as a 
competitive niche and has asked Edmund 
Lee, who runs a research centre for tradi- 
tional remedies in the city, to establish 
standards so that medicines can be better 
exploited commercially. Meanwhile, with 
or without venture capitalists, more and 
more Chinese companies involved in the 
business are striking it rich. In June, Chang- 
chun Da Xing, a mainland company that 
gets 80% of its profit from a traditional 
treatment for cervical ailments, issued 
shares in Hong Kong and found them ten 
times oversubscribed. m 
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These are lucrative times for bankruptcy specialists such as Marty Pichinson 


| 


— 
— 

= 

- -- 

— ——— 
P — 
ee 
— 


Í 


Mil 


F THE grim reaper were to relocate to 
the west coast of the United States, he 
might look a bit like Marty Pichinson. The 
polo shirt and slacks are regulation black. 

But the face is tanned and relaxed, and 
the hips sport a mobile phone and a 
BlackBerry e-mail device, bringing mod- 
ern productivity improvements to an an- 
cient business. Sure enough, Mr 
Pichinson is a reaper, of sorts. His job is to 
close failing high-tech start-ups. The dot- 
com carnage made 2001 the busiest of his 
21 years in the business. Then came a lull. 
By the start of this year, the worst seemed 
to be over, and Mr Pichinson began to re- 
tool the company he founded, called 
Sherwood Partners, for less grisly work. 
Those plans are now back on ice. "It's 
picking up again," he says. "All hell has 
broken loose." 

Of the ten biggest bankruptcies in 
American history, five have happened 
this year. The latest to go down is also the 
biggest so far: WorldCom. Yet the sheer 
size of its collapse may be obscuring an- 
other important story unfolding among 
hundreds of smaller firms. The high-tech 
start-up bust was meant to be over, but 
there may be much worse to come. 

After the partying of the late 19908, re- 
structuring specialists such as Mr Pichin- 
son are the morning-after cure. 
Sherwood's niche is in the venture-capital 
industry, which, at the height of the 
boom, sunk tens of billions of dollars a 
year into what seemed to be promising 
young firms. Mr Pichinson enters the 
frame when those investments go so far 
awry that a bit of outside advice might 
help. Occasionally, he can fix things. But 
most of the time, he shuts companies 
down because, in four out of five cases, 
"they can go away, and nobody would 
notice the difference." 

Most restructuring specialists are ac- 
countants, whose sharp eyes and precise 
fingers pick the meat from the bones 
when companies fail. Mr Pichinson cut 





his teeth in the music business. He got his 
start booking bands in Chicago, then 
carved himself a niche managing R&B 
acts, which took him to Harlem, “a tough 
neighbourhood for a young Jewish boy." 
He specialised in rebuilding acts, includ- 
ing The Miracles after Smokey Robinson 
left, Bill Withers and Lou Rawls. 

With the entertainment and technol- 
ogy industries drawing closer, Mr Pichin- 
son founded Sherwood Partners in 1992 
to help struggling tech firms. The two 
worlds are not so different, he says. Both 
industries depend on talented, creative 
individuals. Both also need a little paren- 
tal care for smoother running. “We had 
one high-tech client with two full-time 
chefs," Mr Pichinson says, peering with 
indulgent amusement over the tops of his 
glasses. "We're the adult supervision in 
the sandbox." 

Since the dotcom bust, Sherwood has 
closed over 70 firms, including four com- 
panies on Forbes magazine's top ten list of 
recent tech start-up failures, Mr Pichinson 
says proudly. (These include Sigma Net- 
works, a telecoms firm, and Kozmo.com, 
a business-to-consumer product-delivery 
firm.) Venture-capital clients, who like 
Sherwood's quiet, low-profile methods, 
include Softbank Capital Partners and 
APV Technology Partners. 

In the 36 states that allow it, Mr Pichin- 
son shuts firms using a non-judicial “as- 
signment for the benefit of creditors" 
(ABC), a sort of gentle euthanasia that 
avoids the expense and conflict of the 
bankruptcy courts. Typically, ABCs take 
nine months to complete—about half as 
long as a normal bankruptcy—as every- 
thing from telephone systems to intellec- 
tual property is sold and the money 
handed over to creditors. Mr Pichinson 
charges a basic fee of $17,000-20,000 à 
week, then takes a slice of whatever he 
collects for creditors. 


Here comes another one 

The dotcom firms that Sherwood was 
closing last year were of the sort cele- 
brated by fuckedcompany.com, a website 
that has cast a sceptical eye on Internet 
firms with dubious business plans. Most 
of these have now been put out of their 
misery: dotcom shutdowns have slowed 
noticeably since the start of the year, ac- 
cording to webmergers.com, a research 
website—even as technology spending 
has continued to fall (see chart). The gath- 
ering second wave of tech start-up fail- 


ures has begun to ripple through different 
industries, such as software, hardware, 
and telecoms services and equipment. “I 
thought things were stabilising six to nine 
months ago," comments Bruce Claflin, 
the boss of 3Com, a telecoms-equipment 
firm. *But there's more to come." 

Typically, such firms have sucked up 
hundreds of millions of dollars apiece in 
funding, rather than the tens of millions 
that dotcom entrepreneurs blew. They are 
also less obviously worthless, says Mr Pi- 
chinson. The most common reason for 
failure, he says, will not be a daft business 
model or an absence of customers, but 
too much competition. Amid the relent- 
less commoditisation of technology, he 
adds, “we have too much of everything." 
One sign of the changing market is that 
Mr Pichinson wants to hire a merger spe- 
cialist to clean up firms for sale, as indus- 
tries consolidate. 

Venture capitalists had hoped that it 
would be the companies in their portfo- 
lios that survived the coming shake-out. 
But souring financial markets, along with 
the endless corporate scandals that have 
followed the collapse of Enron, are foster- 
ing a new caution in the business of in- 
vesting other people's money. "Nobody 
is going for the ‘last man standing’ story 
any more,” says Mr Pichinson. 

So Sherwood keeps growing. Two 
years ago Mr Pichinson had six employ- 
ees. Now he has 25. By the start of next 
year, he says, he will have around 50, 
plus a new office in New York. For those 
investors who still cling to the hope of a 
quick recovery, Mr Pichinson’s upbeat 
mood ought to be sobering. The tech 
shake-out, he predicts, has another three 
years to run. 8 
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FRANKFURT, LONDON AND NEW YORK 
Wild mood swings in the world's markets 


T LAST, midweek, relief: a broad pow- 
erful rally that, close your eyes, felt like 
the old days. Dispelled, for a while, were 
those darker thoughts that sometimes 
found voice of late: might things get so bad 
that the Federal Reserve, exceptionally, 
would need to step in? There was talk of 
crisis meetings about to be called. What 
would happen if more mutual-fund inves- 
tors leftthe casino? They cashed $14 billion 
of chips in June alone, according to Lipper, 
which tracks these things, and probably 
much more this month. Neither the mu- 
tual-fund industry, nor the stockmarket at 
large, has ever been tested by a panic-dri- 
ven rush of redemptions. 

Before the relief, stockmarkets in Amer- 
ica had fallen day after day, with European 
markets anticipating the falls or reacting to 
them. Investors had nothing to clutch on 
to, and much to discomfit them. On July 
22nd George Bush once again promoted 
views on share valuations, and once again 
investors preferred a president to a share 
huckster; they sold. The markets, too, had 
come to hope for decisive legislation from 
Congress to restore faith in companies and 
their accounts, yet over the weekend the 
expected agreement never materialised. 

One reform measure, admittedly, had 
already been cast in stone: come mid-Au- 
gust, the chief executives and financial offi- 
cers of 947 companies must sign off on, 





and be held criminally liable for, their ac- 
counts. That is welcome news in the long 
run; in the short term it means only worry, 
for all sorts of fresh surprises might crawl 
out of companies' balance sheets before 
the deadline. As if to confirm this general 
fear, Senate investigators alleged that two 
banking giants, Citigroup and J.P. Morgan 
Chase, had actively conspired with Enron 
to hide that company's debts from share- 
holders and regulators. In the markets, July 
23rd was a day of maximum panic. 

Fear turned to greed the next day—or 
perhaps it was just short-sellers covering 
their backsides. Certainly, apart from AOL 
Time Warner admitting to an SEC probe of 
its accounts, the news was more positive. 
Congress at last reached agreement on a 
tough new corporate-reform bill, which 
Mr Bush will sign (see page 62). And J.P. 
Morgan Chase expressed a strong inten- 
tion to clear its name over Enron (see page 
61). There was even relief at the indictment 
of Rigas family members for fraud at Adel- 
phia Communications. At any rate, both 
the Dow Jones Industrial Average and the 
s&P 500 index staged their biggest one-day 
rallies since just after the crash of October 
1987. 

Even so, consider the damage to date. 
America's bear market since early 2000 
has wiped out $5 trillion of paper wealth. 
By July 23rd the s&P 500 index (much 
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broader than the Dow), when measured 
by total returns, was 46.6% below its all- 
time high, according to Global Financial 
Data. That makes this the worst bear mar- 
ket since the depression of the 1930s— 
worse, even, than the vicious panic of 
1973774. 

Europe has often fared worse still. In 
the four days of trading to July 24th, blue- 
chip indices in Frankfurt, London and Paris 
dropped by 11%, 10% and 12% respectively. 
Both France's CAC 40 and Germany's Xe- 
tra DAX have now fallen by well over half 
since peaking in 2000. 

This week financial companies in Eu- 
rope were hit hardest. For example, ru- 
mours of rising bad-debt provisions and 
an operating loss in the second quarter 
sent shares in HVB Group, Germany's sec- 
ond-biggest bank, down by nearly a fifth in 
two days, before the bad news was con- 
firmed on July 25th. By and large, Europe's 
insurers have fared worse than its banks: 
the shares of Zurich Financial, for instance, 
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» fell by 14% on July 24th, before bouncing 

back. The drop in equity markets this year 
is awkward for insurers, because (unlike in 
America) equities account for a large slice 
of their assets. On top of this, says James 
Barty of Deutsche Bank, European insur- 
ers, big buyers of corporate bonds, have 
been caught by the collapse of the tele- 
coms bubble, which was financed largely 
by bonds that have now turned to junk. 

On July 22nd Aegon, a big Dutch insur- 
ance company, said that its earnings in 
2002 would be 30-35% down, rather than 
being in line with last year's results, as it 
had previously hoped. The next day Fortis, 
a Dutch-Belgian insurer, also warned 
about profits: the market value of its equity 
portfolio had fallen below its purchase 
price. Suddenly European insurers had be- 
gun to seem like Japanese ones, with the 
possibility that they might become forced 
sellers of equities if markets tumbled fur- 
ther, reinforcing the fall. 

The rally that sped around the world at 
midweek might now, perhaps, make room 
for brighter notions to be entertained. Take 
profits in America. Deception at World- 
Com, Enron, Tyco and the rest, as well as 
huge write-offs at companies in telecoms 
and other sectors, have raised broad con- 
cerns about corporate profits. Yet if profits 
are measured properly, as Alan Green- 
span, chairman of the Federal Reserve, 
suggested last week, then the concerns 
may be masking some positive signs. 

Corporate profits, he noted, have risen 
sharply since the third quarter of last year, 
thanks in partto a big jump in productivity 
and to a decline in unit labour costs. So 
why isthe stockmarket so sour about earn- 
ings? As Mr Greenspan pointed out, what 
you see depends on where you look. The 
profits that listed companies are reporting 
to their shareholders have indeed re- 
bounded only feebly. The Fed, however, 
prefers to use the figures for profits in- 
cluded in the national income and product 
accounts (NIP A). These figures show a nor- 
mal, healthy enough recovery. 

The difference, Mr Greenspan suggests, 
lies with stock options. Almost all listed 
companies fail to record the stock options 
they issue to their employees as an ex- 
pense in their income statement. That may 
have boosted profitability in the late 
1990S, as more employees were willing to 
be paid in stock options in lieu of cash. 
Now that the market is slumping, the re- 
verse has become true. The Fed calculates 
that the value of stock-option grants for 
s&P 500 companies fell by 15% between 
2000 and 2001, and is likely to have fallen 
by even more this year. As stock options 
are replaced by stock and cash payments, 
which must be expensed, profits shrink. 
NIPA figures include the cost of options. 

A more disconcerting picture of cor- 
porate health is given by the work done by 
a subsidiary of Moody's, a credit-rating 


agency. KMV uses quantitative modelling 
to look at equity volatility and company 
debt, to determine credit risk and the likeli- 
hood of default. The average American 
company, says Tim Kasta of KMV,now has 
a 4.4% chance of default, more than four 
times the average in the 1990s. Given re- 
cent stockmarket turbulence, the KMV 
model is bound to show some increase in 
risk. The concern is that even as the market 
value of their businesses falls, so compa- 
nies have been adding debt. 

According to the analysis, not a single 





American industry group has become 
sounder over a five-year period. Increased 
risk in the telecoms sector comes as no sur- 
prise, but equal risk in textiles does. Com- 
panies in both industries have, on average, 
a one-in-five chance of going bust in the 
coming year. Companies in computer soft- 
ware, cable television and computer hard- 
ware have a more than 10% chance of de- 
fault. Even stodgy old utilities have a 996 
chance. This possibility of widespread fra- 
gility among American companies may 
yetsend markets down once again. m 





Corporate reform 


Congress acts 


A tough corporate-reform bill sails 
through 


AST May, when Paul Sarbanes, a Demo- 
cratic senator from Maryland, first pub- 
lished his proposal for a new system of au- 
dit regulation and tougher penalties for 
corporate wrongdoing, few people be- 
lieved that it would get anywhere. Then 
WorldCom admitted to a $3.9 billion fraud, 
public anger swelled over corporate mis- 
deeds, and the Senate voted unanimously 
for the bill despite the efforts of accounting 
lobbyists. Now the Senate's blueprint for 
corporate reform has won against a 
weaker bill from Michael Oxley, Republi- 
can chairman of the House Committee on 
Financial Services. While the final bill that 
is expected to pass both houses contains 
some of the Republicans' proposals, these 
serve to make its provisions still tougher. 

For accountants, the harshest aspect of 
the new legislation is its outright ban on 
nine kinds of non-audit service, including 
building financial-information systems, 
legal services and investment banking. In 
future, any non-audit work at all must be 
approved first by the company's audit 
committee. The bill stops short, however, 
of forcing audit firms to rotate their clients 
every few years, a requirement that is now 
being mooted in Britain. 

The bill will set up a new board to over- 
see audits of public companies, with the 
power to investigate and fine auditors. To 
the dismay of accountants, who until now 
have more or less regulated themselves, 





Sarbanes gets his way 
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the board will be independent in the way 
it is funded and staffed, and it will also 
have the power to set auditing standards. 

Mr Oxley did make some changes to Mr 
Sarbanes’s bill, for instance increasing the 
Securities and Exchange Commission’s 
oversight of the new board. The House 
also toughened the Senate bill's punish- 
ments of executives. Wilful violation of a 
new obligation to certify the accuracy of 
their accounts will carry a sentence of 20 
years, for instance, rather than ten years in 
the Senate bill. 

Mr Sarbanes will soon receive a letter 
from Frits Bolkestein, commissioner for 
the European Union’s single market, com- 
plaining about a provision in his bill that 
extends the jurisdiction of the new board 
to foreign accounting firms that audit com- 
panies listed in America. The broader issue 
for Europeans, however, is how far they 
should follow America’s example on audit 
reform. As Congress was hammering out 
its bill this week, Britain’s Department of 
Trade and Industry said that restrictions 
on non-audit services should be consid- 
ered for Britain, too. 

In America, Mr Sarbanes’s draconian 
measures will be strongly felt. But they will 
take time to prove their worth at prevent- 
ing future abuses and restoring confidence 
in capital markets—and, indeed, to lay bare 
any unintended consequences. W 
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Hedge funds 
Absolute 
disappointment 


Despite being in a bear market, hedge 
funds struggle to do well 


YEAR ago hedge-fund managers were 

hailed as the new masters of the uni- 
verse. One even made a cameo appear- 
ance in “Sex and the City", a New York tele- 
vision series, as an over-confident suitor. 
(He got the girl, of course) Hedge-fund 
managers once talked about a "special 
skill-set" that distinguished them from 
mere fund managers. They promised "ab- 
solute returns irrespective of market direc- 
tions". They put big chunks of their own 
money into their funds and, as well as an- 
nual management fees, took a reward of- 
some 20%—and sometimes as much as 
50%—of any gains made for clients. 

Today, many hedge funds are perform- 
ing poorly, and plenty are losing money. 
Managers now speak as if they are run- 
ning a widow's fund: they stress the pres- 
ervation of capital rather than outperfor- 
mance. Most funds have parked more than 
athird of the assets they manage in cash in- 


struments, and they have reduced their le- » 


Revenge of the nerds 


Applications to accounting courses in America are flooding in 


66 T ORGET terrorism," says Osama bin 

Laden on the cover of Private Eye, a 
British satirical magazine, “I’m going to 
become an accountant." Accounting pro- 
fessors in America have been fretting 
that, thanks to a series of scandals, espe- 
cially the fall of Andersen, even fewer 
young people will choose to become ac- 
countants. Instead, many more than 
usual have applied to study accounting 
in the months since Enron went bust. 

At the University of Texas in Austin, 
for instance, the number of people who 
applied for this year's graduate account- 
ing course has jumped by over half. At 
the University of Southern California's 
Leventhal School of Accounting, 185 
people applied for its undergraduate ac- 
counting program starting this autumn, 
compared with 110 last year. At several 
of America's top accounting schools, 
says James Benjamin, head of the ac- 
counting department at Texas A&M Uni- 
versity, many more undergraduates 
have applied than in most recent years. 

One explanation is the uncertain 
state of the job market: the Certified Pub- 


lic Accountant qualification has always 
been seen as a safe bet in troubled times. 
Yet America's run of earnings restate- 
ments has also impressed on people that 
accounts and accountants matter. The 
dull, green-eyeshade image is being re- 
placed by something altogether more 
creative, sexy even. After watching de- 
mand for their subject fall by a quarter 
over the past four years, accounting pro- 
fessors are delighted at the reversal. 

To keep the interest of their new stu- 
dents, however, they must change the 
way they teach them, says Robert Sack, 
an academic. Courses, he says, should 
focus less on the rote application of rules 
and more on getting students to think for 
themselves. Would-be accountants 
should also ponder where to study, de- 
clares Richard Joseph, a lecturer at the 
University of Texas. Enron's main audi- 
tor from Andersen, David Duncan, who 
pleaded guilty to misdemeanours, grad- 
uated from the University of Texas's 
main rival, Texas A&M; but “the Enron 
whistleblower, Sherron Watkins, she's 
one of ours." 











-- * verage (that is, the amount they have bor- 


rowed to speculate). Funds now admit that 


failing stockmarkets are proving unex- 


pectedly painful. 

An increasing number of hedge-fund 
managers are giving up. Earlier this month, 
Bayard Partners in London decided to shut 
down and hand back the money they 
were managing. In a letter to investors, the 
firm described today’s markets as a toxic 
mixture of overvaluation, unrealistic 
expectations and sentiment-driven vola- 
tility. Those are conditions, you would 
think, in which hedge funds might be ex- 
pected to thrive—but part of the problem, 
says Bayard, was a huge increase in Euro- 
pean hedge funds in recent years, all seek- 
ing absolute returns to justify their fees. 
The amount of money under hedge-fund 
management in Europe has risen more 
than fourfold in the past three years. 

Today more than 450 European funds 
manage $64 billion, about one-tenth of to- 
tal hedge-fund investment, which is 
dominated by American outfits. So much 
money, pursuing relatively few invest- 
ment strategies, reduces the potential re- 
turns for everyone. Fourteen funds have 
already thrown in the towel this year, says 
lain Jenkins of EuroHedge. 

Most hedge-fund managers on both 
sides of the Atlantic will soldier on for the 
time being. They argue that hedge funds’ 
performance is still good-in relative 
terms. Last year the hedge-fund index 
compiled by csrB-Iremont was up by 
4.4%. That was a better performance than 
equities, but one that merely matched the 
yield on three-month American Treasury 
bills. "Last year hedge funds made only 
one-fifth of what investors have come to 
expect" says Jacob Schmidt of Allen- 
bridge, a fund-research group in London. 
In all, hedge funds this year have barely 
broken even. 

Hedge funds vary so much that figures 
for the overall industry hardly tell the 
whole story. About half of all hedge funds 
are “long-short equity" funds. These buy 
undervalued equities, short-sell those 
they deem overvalued and often leverage 
their fund, too. Long-short equity funds 
are, on balance, down marginally so far 
this year. But those with an emphasis on 
buying shares have lost packets, while 
those that mainly sell shares short have 
done rather well. Some funds unafraid to 
take relatively larger risks have also out- 
performed. Lazard’s European Opportu- 
nity fund is up by almost one-third this 
year, partly thanks to borrowing two or 
three times its assets. 

“Relative-value” arbitrageurs are hav- 
ing a particularly tough time. These try to 
arbitrage away the differences in prices of, 
say, two convertible securities (usually, 
bonds that can be converted into equity). 
The market for convertible bonds is now 
.. dominated by hedge funds, which own 








more than half the convertibles outstand- 
ing. Outside Japan, new issues have 
dropped, reducing arbitrage opportuni- 
ties. Further, extreme volatility in credit 
markets, where spreads have widened, 
makes credit risk harder to hedge. 

A recent study by Narayan Naik at the 
London Business School confirms a link 
between the current bear market in shares 
and the underperformance of various ar- 
bitrage strategies, broadly defined (that is, 
merger arbitrage, distressed investing, rela- 
tive-value arbitrage and convertible arbi- 
trage). The study shows zero or low cor- 
relation of these strategies with stock- 
marketreturns when markets are going up, 
but a strong correlation when markets are 
going down. 

Hedge funds' obsession with absolute 
returns stems from their aversion to being 
benchmarked-that is, judged against oth- 
ers. Yet more than a dozen hedge-fund in- 
dices now track the industry. Morgan Stan- 
ley, an investment bank, as well as 
Standard 8 Poor's, a rating agency, recently 
announced the launch of their own indi- 
ces. Such indices are only a rough guide to 
the most heterogeneous of financial mar- 
kets. Hedge-fund strategies vary too much 
to make meaningful comparisons. 

Still, hedge funds' focus on absolute re- 
turns has also become synonymous with 
good returns at all times. Hedge-fund man- 
agers cannot deliver such miracles and 
some are no longer prepared to try. "The 
world," says Nicola Meaden at Blackstone, 
an advisory firm, "is very different today 
than 40 days ago.” m 


Japanese banks 
Another time; 
another fix 


TOKYO 
Controversy over proposals to cure 
Japan’s ailing banks 


N THE late 1990s, the Japanese govern- 

ment tried to heal its ailing banks by 
pumping money into them, and the banks 
then spent most of their handouts bailing 
out dud borrowers. Big, weak banks also 
sought to fix themselves by merging with 
each other, but they failed to streamline 
their operations and become more effi- 
cient. The result today? The banks, with 
bad debts of ¥150 trillion ($1.3 trillion) and 
derisory capital, remain barely profitable. 

Still, the government thinks that a com- 
bination of mergers and injections of pub- 
lic funds might work better the second 
time around. New proposals from the Fi- 
nancial Services Agency (FSA) unveiled 
earlier this month offer public funds (and 
other perks) to promote mergers between 
regional banks. Or so most people 
thought. It turns out, however, that the FSA 
did not exclude big banks from these mea- 
sures: they too will be eligible for public 
funds if they decide to take regional insti- 
tutions under their wing. 

The regulator hopes to hammer out 
more details by the end of August. They 
are sorely needed. It has not yet been de- 
cided how much money will be available; 
what strings, if any, will be attached; or if 
the present bank management will be 
asked to step down. In any case, the mea- 
sures are unlikely to promote efficiency. 
They serve merely temporarily to prolong 
the life of regional banks through mergers 
with equally weak partners. 

The bail-out has also failed to satisfy 
the old guard within the ruling Liberal 
Democratic Party (LoP), which is pushing 
for more steps to help prop up sputtering 
regional banks. One group, led by Hide- 
yuki Aizawa, a former head of the rsa and - 
now chairman of the party’s powerful 
committee on anti-deflation policies, is 
fighting the government over deposit-in- 
surance reform, which is due to take place 
next April. That is the date by when the 
government has promised to lift its guar- 
antee on ordinary deposits of over X10m. 

Weak regional banks and credit unions, 
big lenders to hundreds of thousands of 
small businesses, especially in rural areas, 
are rapidly losing deposits as the deadline 
draws near. Some appear to be threatening 
to cut back lending, much to the consterna- 
tion of politicians who fear that this could 
spark a wave of corporate bankruptcies in 
their constituencies. 

Mr Aizawa wants the government to 
postpone lifting its guarantee on deposits »» - 















> indefinitely. He says his group is mulling 
alternatives, such as limiting the guarantee 
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to regional banks, or setting a two- or three- 


_ year limit to the delay. Hakuo Yanagisawa, 


the financial-affairs minister, insists that 
banks are healthy enough for the guaran- 
tee to be lifted completely. 

On July 2and Junichiro Koizumi, the 
prime minister, openly challenged the dis- 
senters in his party, by declaring that he 
did not expect them to delay reform. The 
signs are that this is the first round of a bat- 
tle that will only intensify. Other propos- 
als, such as a backdoor injection of public 
funds through the state loan-collection 
agency, are regaining popularity within 
the LDP. Although bank reform has stalled 
under Mr Koizumi, he has at least not 
pushed it back. Whether he can prevent 
others in his party from doing so is quite 
another matter. B 





Trade policy 


A ray of hope 


WASHINGTON, DC 
Better news on atleast three fronts 


LOOM everywhere, yet the prospects 

for world trade talks look better now 
than they have for several months. The 
row between the European Union and the 
United States over steel tariffs has cooled. 
America's Congress is inching towards 
passing “fast-track” trade authority. And 


| negotiators at the World Trade Organisa- 
- tion have even made progress on the pre- 


liminary stages of the new Doha trade 
round. 

On July 19th the EU decided to post- 
pone, until end-September, any decision 
to impose $380m-odd of retaliatory tariffs 
in response to America's decision last 
March to impose steel tariffs. The post- 
ponement came after the Americans 
added a further $60m-worth of European 
steel to the $230m-worth that had already 
been exempted from the tariffs. Around 


are now excluded. America may well ex- 
pand the exemption list over the summer. 
American steel companies will scream. 
With steel prices up, however, their results 
have improved. 

Better relations between the EU and 
America will help the Doha negotiations. 
So far, attention in Geneva has been 
largely on the process rather than the sub- 
stance. Yet the wTo’s spokesman says that 
talks are “in relatively good shape". The 
chances of substantive negotiations have 
risen further, after the Bush administra- 
tion unveiled on July 25th ambitious pro- 
posals to liberalise agricultural trade. The 
administration (which, remember, upped 
hand-outs to their farmers this year) says it 
wants to abolish export subsidies and 
drastically reduce other trade-distorting 
assistance over five years. It also wants the 
Doha negotiators to set a date for abolish- 
ing all tariffs and distorting support. 

Much depends on whether the admin- 
istration can win fast-track negotiating au- 
thority from Congress. And here, too, there 
are signs of movement. The House of Rep- 
resentatives passed fast-track legislation 
by a single vote last December, while a 
rather different bill passed the Senate in 
May. Efforts to reconcile these bills have 
been set back by petty squabbles. 

This week thelogjam broke, as senators 
and congressmen sought à compromise. 
The White House belatedly started putting 
pressure on lawmakers, with President 
George Bush himself calling congressmen 
throughout the week. As The Economist 
went to press there was a chance that law- 
makers might even agree a fast-track com- 
promise, and vote on it, before the House 
of Representatives shuts up for the sum- 
mer on July 26th. 

Yet the odds are that the fast-track de- 
bate will drag on to September. It is said 
that Congress cannot pass a controversial 
trade bill as November's mid-term elec- 
tions approach. That is not necessarily 
true, but with control of Congress up for 
grabs, it will need a big political commit- 
ment from Mr Bush. Plunging markets and 
the president's desire for some good econ- 
omic news could be just the spur. @ 
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Hungary's Postabank 


For sale, again 


The new Socialist government thinks it 
can sell one of Hungary’s biggest banks 


O BANK in Hungary’s post-commu- 

nist period has risen and fallen more 
spectacularly than Postabank. Built from 
scratch in 1988, it soon leapt ahead of most 
of its former state rivals to become the sec- 
ond-largest retail bank. Gabor Princz, its 
head, bankrolled politicians and amassed 
an array of media and property assets, in- 
cluding golf courses and a Czech beer fac- 
tory. But doubts about the bank’s financial 
health forced a state bail-out in 1997. A year 
later, another 152 billion forints ($700m) 
was spent recapitalising the bank; Mr 
Princz sensibly fled to Austria. 

Now Postabank is in the spotlight once 
more. The new Socialist government has 
said that it wants to sell the bank, prefera- 
bly to a foreign investor. This is not the first 
time that the state has tried to privatise Pos- 
tabank. The previous conservative govern- 
ment wanted to sell it to OTP, a former 
state savings bank, but for more than the 25 
billion forints that otre offered. It refused 
to sell Postabank to foreigners, from whom 
it might have got a higher price. Instead, 
Postabank was placed under the control of 
the post office. Now there is reason to be- 
lieve that the Socialists will close the deal. 
For one, they are not afraid of foreigners— 
when they were last in power, they sold 
two-thirds of the country's banking assets 
to foreign banks. 

On the face of it, Postabank is an attrac- 
tive prospect. With its big retail network in 
the country's post offices, Postabank could 
give a foreign bank a much-needed boost 
in the uphill battle against orr, which still 
controls almost half of Hungary's retail 
business. Indeed, the suitors are already 
lining up, including Austria's Erste Bank 
and GE Capital’s local subsidiary, Buda- 
pest Bank. 

The challenge is working out what Pos- 
tabank is worth. Attila Vago, an analyst at 
Concorde Securities in Budapest, says the 
bank could be worth as much as 40 billion 
forints. The books have been cleaned up 
(or so potential buyers hope), and the bank 
is mildly profitable. 

Yet Postabank has been losing custom- 
ers and has not invested in badly needed 
information technology. Peter Felcsuti, 
head of Raiffeisen Bank in Budapest, says 
thatthe bankis worth less now than the 25 
billion forints that OT» once offered. For 
the moment-and no matter which bidder 
gets the bank—Postabank’s competitors do 
not see a sale as putting the oomph back 
into this former high-flyer. @ z 












When valuing shares, orthodoxy is back in favour—with worrying conclusions 


ROM the mid-1990s investors spurned 

. orthodox ways of valuing shares. Such 
methods were deemed very old-econ- 
omy. Lately, the idea that the rules have 
changed has been tested somewhat, and 
- investors have been rediscovering old or- 

_ thodoxies. But if they were hoping to find 
much reassurance, they will have been 
disappointed. i 

Alan Greenspan, chairman of the Fed- 
eral Reserve, famously drew attention to 
the American stockmarket’s possible “ir- 
rational exuberance” in December 1996, 
when the Dow Jones Industrial Average 
stood at around 6,400. Not exactly chas- 
tened, the market went from there to 
11,723 at its peak in January 2000. With 
much, though not all, of that rise now re- 
versed, old-fashioned methods of valua- 
tion suggest that shares are still expensive 
by historical standards. If you use such 
methods to ask where the floor for Wall 
Street might be, the answer is that it could 
be far lower than the levels—beaten down 
as these may seem-that the market has 
touched of late. 

Mr Greenspan made his "irrational ex- 
uberance" comment after a meeting with 
a Yale economist, Robert Shiller, who ap- 
parently put the idea in his head. Mr 
Shiller went on to write a book, coinci- 
dentally entitled “Irrational Exuberance", 
which was published in 2000 just as the 
markets began their current slide. Mr 
Shiller's options on unlimited bragging 
have been hugely in the money ever 
since, though he has shown commend- 
able restraint in exercising them. 

Revisiting Mr Shiller two years on, he 
is still enlightening, and still rather scary’. 
He sets great store by the price/earnings 
(p/e) ratio: the share price divided by 
earnings per share. Mr Shiller follows the 
advice of Benjamin Graham, the godfa- 
ther of classical equity valuation, in fa- 
vouring, for the purposes of this 
calculation, a trailing ten-year moving av- 
erage for earnings, since the underlying 
trend is what matters. Looking back as far 
as 1872, Mr Shiller finds that a 
"smoothed" p/e ratio calculated in this 
way for the s&p 500 index (a broader in- 
dex than the Dow) has fluctuated with 
wide margins around a mean of 16. Be- 
fore the 19905, the highest it had ever 
climbed to was 28, just before the crash of 
1929. At the peak in 2000 it was 45. 

With the s&P 500 back in the 700s this 
week, the smoothed p/eis now in the low 
20s. In other words, the index would 





have to fall to around 500 to pull the 
smoothed p/e back to its historical aver- 
age. Yet there is no reason to regard even 
this as the floor. In the 19305, the ratio fell 
to around ten. As recently as the early 
1980s, the ratio has been less than ten. If 
this marks the floor, the markets could fall 
by another half, or more, from where 
they now stand. 

Are things really this bad? Probably 
not. To see how some other factors fit in, 
look at the p/e ratio another way. Asa 
matter of simple algebra, it is the inverse 
of the equity earnings yield (earnings per 
share divided by price). This in turn isa 
measure of the expected real return on 
equities. That historical-average p/e of 16 
thus corresponds to a historical-average 
expected return of between 6% and 7% a 
year. Suppose, however, that investors in 
future no longer seek or require a return 
of 6% or more. If they would settle for a 
return of 595, a p/e of 20 would be indi- 
cated. If they could put up with a 4% re- 
turn (a mere percentage point above 
index-linked Treasury bonds), the war- 
ranted p/e would be 25-and the market 
might now be undervalued. 


Stocks for the long run 

Versions of this argument were advanced 
before 2000 to justify the markets' ex- 
traordinary rise. Equities had tradition- 
ally been seen as paying a risk premium 
over the return on safe assets. In fact, opti- 
mists pointed out, so long as equities are 












held for the long term, they can be safer 
investments than supposedly riskless as- 
sets such as government bonds, whose 
value can be wiped out by inflation. The 
markets were soaring, it was therefore ar- 
gued, partly because investors were com- 
ing to realise this. The risk premium was 
falling, and rightly so. As the risk pre- 
mium fell, the required return on equities 
fell too—and the warranted p/e ratio was 
much higher than before. 

This was not the only "new era" ex- 
planation for the great run-up in share 
prices. Optimists also emphasised the 
prospect for faster long-term growth in 
the economy. This would boost the 
growth of corporate earnings. With earn- 
ings on a higher growth path, current 
yields were understating the attractive- 
ness of equities. Other things equal, the 
rate of return on equities would rise. Equ- 
ity prices therefore had to go up in order 
to keep the expected return at the appro- 
priate level relative to the return on other 
assets. (P/e ratios would soar for the time 
being, but then fall back as reported earn- 
ings caught up.) 

Arguments about the risk premium, 
earnings prospects and other new factors 
(demographic shifts, the spreading share- 
owning culture, and others besides) were 
accepted far too uncritically in the late 
1990s. They are now in danger of being 
entirely discarded, which would be al- 
most as unwise. It was absurd (as is now 
obvious) to argue that equities were, in ef- 
fect, a riskless asset—but it was true that 
equities have been a better bet over the 
past century than the normal risk pre- 
mium seemed to imply. In the same way, 
hopes for higher earnings growth in the 
"new economy" were ridiculously in- 
flated in the late 1990s—yet the evidence 
suggests that productivity growth in 
America really has improved, and some 
of this should be captured in faster-grow- 
ing corporate earnings. 

Over the next several decades, there- 
fore, the smoothed p/e for the s&» 500 
stands a good chance of beating the aver- 
age of 16 it managed in the 20th century. 
Admittedly, this is not much help to in- 
vestors right now. But to be any more pre- 
cise would violate this column's fairly 
strict prohibition on calling the market. @ 





*As well as reading the book, see "Valuation Ratios and 
the Long-Run Stock Market Outlook: An Update”, by John | .. 
Campbell and Robert Shiller. 

http://cowles.econ.yale.edu/p/cd/d12b/d1295.pdf 











Boeing's futuristic aircraft 


Batwings and dragonflies 


FARNBOROUGH 


Boeing's Sonic Cruiser is struggling to take off. But even more fantastic models are 


-oñ the company's drawing-board 


T FIRST sight, it looks like all systems 
go. Boeing, one of the world's largest 
aerospace companies, has started wind- 
tunnel tests at the laboratories of QinetiQ, 
a privatised defence-research establish- 
ment in Britain, of a model of its proposed 
“Sonic Cruiser”. This aircraft, if it is ever 
built, would be a 200-250-seater jet that 
would fly just below the speed of sound. 

Boeing's bosses expect QinetiQ's tests 
to confirm promising numbers that 
emerged from the computers that helped 
to design the Sonic Cruiser. These suggest 
that the plane would be neither a gas-guz- 
zler like Concorde, nor too noisy for mod- 
ern airports. In other words, it might be a 
commercial runner. The basic design has 
been altered. It now bears little resem- 
blance to the sketches released when Boe- 
. inglaunched the concept a year ago, in or- 

der to disguise its retreat from the 
"superjumbo" market. Those sketches 
owed more to public relations than to 
aerodynamics. The new shape should ac- 
tually stay airborne. 

Being arunner, though, does not neces- 
sarily mean winning the race. The real bar- 
rier the Sonic Cruiser faces is not aerody- 
namics, but gloomy airlines. To begin 
with, there was some enthusiasm for a 
plane that could lop an hour off a trans- 
atlantic flight and three off some transpac- 
ific ones. But in their present slump, most 
airlines would probably prefer to see the 
technological tricks in the Sonic Cruiser 


(lightweight composite materials and so 
on) used to make planes that are more eco- 
nomical, rather than faster. Although the 
Cruiser would be no thirstier than an exist- 
ingjumbo jet, that might still be too expen- 
sive in the future. Sir Richard Branson, boss 
of Virgin Atlantic and an early supporter, 
seems to have changed his mind. A few 
days ago, he poured cold water over the 
idea at the Farnborough Air Show, in Brit- 
ain, saying that the Airbus A380 double- 
decker aircraft was the way of the future. 
The Sonic Cruiser may thus be a victim 
of bad timing. Indeed, Boeing now admits 
that it is talking to the airlines about 250- 
seater planes of a more conventional de- 
sign to replace the firm's ageing 767. These 
aircraft would deploy the same weight- 
saving technology as the Cruiser, but in 
pursuit of economy, rather than speed. 
Boeing will have to choose which way to 
jump in the next few months, based on the 
reaction of a group of key airlines. 


Holy Cow, Batman! 

Even if the Cruiser crashes, Boeing is still 
looking at ways to escape from the tube- 
with-wings rut that has constrained com- 
mercial-aircraft design from its very begin- 
ning. Coincidentally, the firm's next tilt at 
this windmill is also being helped by Brit- 
ish engineers. When funds ran out at 
NASA, America's aerospace agency, the 
company turned to Cranfield University to 
help it design models of its revolutionary 
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"batwing" passenger plane. Blended 
wing/body (Bw) aircraft, as they are 
more technically known, were fist 
dreamed up 50 years ago. The best known 
is the B2 stealth bomber. But none has ever 
gone into commercial service. 

Boeing's first scale-model, developed 
with NASA, had a five-metre (17-foot) 
wingspan, and took to the air two years 
ago. It flew well enough to demonstrate 
that the design was aerodynamically 
sound. Now, Boeing and Cranfield are 
working on a 6.3-metre wingspan version 
to test the concept further. 

Like the Sonic Cruiser, a commercial 
BWB will probably face scepticism from 
airlines and passengers. But enthusiasts in 
Boeing claim encouraging results from 
trials of mock-ups of the aircraft's interior. 
The first shock for passengers is to find 
themselves walking into a room similar to 
an amphitheatre or a hotel lobby, rather 
than the half-cylinder of a conventional 
jet. Another is the lack of windows, the 
presence of which gives a (falsely) reassur- 
ingsense of contact with the outside world 
in existing planes. 

Boeing's answer to this psychological 
need is video screens linked to external 
cameras, so passengers can all see the Eiffel 
Tower whether it is to the port or the star- 
board of the plane. Another common ob- 
jection from traditionalists is that seats at 
the plane's extremities would soar and dip 
too much as the pilot turns and banks. This 
is dismissed by George Muellner, the head 
of Boeing's Phantom Works, the firm's 
R&D organisation, and one of the champi- 
ons of BWBs. The Boeing mock-up has 
simulated such motion and found that it is 
barely noticeable. 

On the upside, there would be a greater 
feeling of space, the ability to have many 
more aisles, and a general freedom to. 
move around-so avoiding flying hazards > 



























Cruising into oblivion? 


> such as deep-vein thrombosis. But the ear- 
liest benefits from Bwes are likely to be en- 
joyed by military and air-freight users, 
who might be the first customers for the 
aircraft in about eight years' time. 

According to Mr Muellner, Bwss are 
“volumetrically efficient". In English, this 
means that for a given load they need a 
smaller size. This, he says, translates into a 
gain of 18-30% in efficiency. Also, freight 
companies would be able to load standard 
containers on to a BWB in large numbers, 
something that is impossible with a con- 
ventional aircraft. Air-force chiefs are most 
interested in the planes as flight-refuelling 
tankers. Such tankers are increasingly im- 
portant in modern warfare. A BWB tanker 
would not only offer better operating eco- 
nomics, but also the possibility, with its 
huge wing-span, of refuelling up to four 
fighters at a time. Today, fighters have to 
queue up behind a tanker like cars at an 
old village petrol pump. 


Feeling the buzz 

The third revolutionary aircraft in Boeing's 
stable is the x-50A, or Dragonfly to its 
friends. In this case Boeing has managed to 
find an American partner. The Dragonfly is 
being created in collaboration with the 
Pentagon's Defence Advanced Research 
Projects Agency. It is one of a number of 
Unmanned Air Vehicles (UAvs) that Boe- 
ing is developing in partial compensation 
for its loss of the huge Joint Strike Fighter 
contract to its big rival, Lockheed Martin. 
Like a real dragonfly, the x-50A can stay 
airborne without moving. But it can also 
zoom like a jet plane. 

Dragonfly is a cross between a helicop- 
ter and a fixed-wing aircraft. It has a con- 
ventional turbofan jet engine. For fixed- 
wing flying the rotor becomes a wing, and 
the engine's thrust-generating exhaust is 
blown through a jet at the rear. When it is 
operating as a helicopter, the exhaust is di- 

verted to the rotor-tips, a concept first de- 


veloped (but dropped) in Britain about 40 
years ago. All this eliminates the need for 
heavy mechanical transmission gears, so 
the x-50A is both lighter and cheaper to 
operate than a conventional helicopter. 

Dragonfly's versatility could make a 
manned version attractive to special 
forces, which need to move fast, and also 
like to getinto and out of dangerous places 
as rapidly as possible. The first two de- 
monstrators are due to fly in September. 
Boeing envisages the UAV being followed 
by a bigger piloted aircraft. Even if the 
Sonic Cruiser does not make it to market, 
that does not mean that no exciting new 
aircraft are coming along. @ 





Alzheimer's disease 


Inside story 


Itis now possible to see the spread in a 
sufferer's brain of Alzheimer's disease 


LZHEIMER'S disease is by far the com- 
monest form of dementia. It affects 
5-1096 of people over the age of 65, and 
30-35% of those over 85. It is also far from 
being understood. Until recently, it could 
be diagnosed with certainty only after a 
patient had died. This was done from the 
characteristic plaques of a protein called 
beta amyloid that build up in the brains of 
sufferers. This protein seems to be associ- 
ated with the death of nerve cells, which 
brings about the memory loss that is the 
chief symptom of the disease. 

At the International Conference on Alz- 
heimer's Disease held recently in Stock- 
holm, a number of researchers described 
how this ignorance might be overcome us- 
ing brain-scanning techniques. Such tech- 
niques might, eventually, help with both 






diagnosis and prognosis-including recog- 
nising who is at risk before their symp- 
toms appear. More immediately, they 
could speed up the testing of anti-Alz- 
heimer's drugs, by showing researchers 
what effects, if any, such drugs have on the 
diseased brain. 


Peering in 

To detect amyloid plaques in dead tissue 
requires the use of special stains. About 
ten years ago Chester Mathis and William 
Klunk, of the University of Pittsburgh, 
wondered if a similar staining technique 
could be applied to the brains of the living. 

Their idea was to find a stain that could 
include a radioactive atom that produceda 
positron when it decayed. That would 
mean it could be used in a scanning tech- 
nique called positron-emission tomogra- 
phy (PET). Such a stain would have to be 
safe, of course. It would also have to be 
able to cross the blood-brain barrier, the 
system of defences deployed to keep un- 
pleasant chemicals in the bloodstream 
from gumming up delicate neural tissue. 
And it would have to stick to beta amyloid 
in preference to anything else. 

The molecule that Dr Mathis and Dr 
Klunk settled on is known as 6-OH-BTA-1. 
The version used incorporates carbon-11, 
one of four types of positron-emitter used 
routinely in PET. After extensive tests on 
animals, this technique has recently been 
applied to people by Bengt Langstrom of 
the University of Uppsala, in Sweden. 

Dr Langstrom's results, which he re- 
ported to the conference, suggest that 6- 
OH-BTA-1 does indeed work well as a “liv- 
ing" stain. Although confirmation must, re- 
grettably, await the deaths of the subjects, 
the pattern that the stain outlines in the 
brains of those who show symptoms 
looks like the pattern that plaques gener- 
ally form. 

Eric Reiman, of the Arizona Alz- 
heimer's Research Centre, in Phoenix, and 
his colleagues, are pushing PET further. 
They have used a different version of the 
technique to show that the brains of peo- 
ple as young as 20—decades before any 
outward symptoms appear-may show 
signs of the disease to come. 

Active brains consume a lot of energy, 
but as nerve cells die during the progres- 
sion of the disease, so demand for energy 
drops in the affected area. The body's chief 
source of energy is glucose, and it is possi- 
ble to get a good idea of local energy con- 
sumption by injecting somebody with a 
form of glucose that contains fluorine-18, 
another positron emitter. Like normal glu- 
cose, this concentrates in regions of high 
energy demand and is absent in regions of 
low demand. Put a person with Alz- 
heimer's disease in a PET scanner and you 
can see the afflicted regions of the brain by 
the way they do notlightup. 

Dr Reiman and his team have been try- »» 
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ing to find out how early in life the disease 
starts to manifest itself. One of the biggest 
risk factors is the presence in an individual 
of a gene called APOE-EA4, so they have 
been comparing people who have a copy 
of this gene in their cells, with those who 
do not. They have in the past shown that 
APOE-E4 carriers aged 50-65 tend to burn 
less glucose in the same four parts of the 
brain as those who already show symp- 
toms of the disease. That is not surprising, 
since symptoms tend to appear in a per- 
son's late 60s and 70s. At the Stockholm 
conference, though, the team announced 
that the same thing is true for those in their 
20s and early 305. It looks, in other words, 
as though an individual's cards may be 
marked early in life. 

Determining exactly which individuals 
are affected is beyond the scope of Dr Rei- 
man's technique, since it works by averag- 
ing the results from several people carry- 
ing APOE-E4, and comparing them with a 
similar average from non-carriers. How- 
ever, Nick Fox and his colleagues at the In- 
stitute of Neurology, in London, are hop- 
ing to change that. 

Dr Fox uses magnetic-resonance imag- 
ing (MRI) rather than PET. This works by 
stimulating the nuclei of particular atoms, 
notably hydrogen, to give out radio signals. 
Different tissues have different amounts of 
hydrogen in them, and so look different to 
the scanner. Dr Fox's contribution to the 
field is a trick he calls voxel-compression 
mapping. This allows a series of images 
taken of the same individual at different 
times to be compared. 

MRI images are three-dimensional and, 
just as a two-dimensional image such as a 
television picture is composed of "pixels", 
so à 3-D one is composed of “voxels”. An 
image of a human brain contains about 1m 
of them. Voxel-compression mapping 
works by using a computer to identify an 
optimal fit between two images. Even in 
the brain of somebody who has Alz- 
heimer's, most of the voxels will be un- 
changed from one picture to the next. That 
provides a frame of reference for examin- 
ing those that have changed. 

When the best possible match has been 
made, the program identifies those voxels 
which do not fit and works out how much 
each has been squeezed or stretched from 
one image to the next. These changes mark 
the progress of the disease, which Dr Fox 
has shown starts in a part of the brain 
called the hippocampus that is involved in 
the creation of permanent memory. 

Dr Fox's work, like Dr Reiman's, has 
shown that people's brains are affected be- 
fore they display any symptoms. It has 
also shown that in a given individual, the 
rate at which the disease progresses is 
fairly constant. That gives drug companies 
something to bite on, since they will be 
able to see month by month whether their 
test compounds are actually working. 8 
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The key to gracious living 


Drinkers, it seems, often lead healthier lifestyles than the teetotal 


BOUT ten years ago, the French found 
something they had a legitimate right 
to feel smug about. To their astonishment, 
epidemiologists began to notice that 
French people, who wash down meals 
laced with cream, cheese and animal fat 
with flagons of wine, not only live longer, 
but also suffer less heart disease, than peo- 
ple from other countries. The most popu- 
lar explanation for the so-called *French 
paradox" has been that chemicals present 
in wine can counteract the ill effects of fat 
and cholesterol on the heart and arteries. 

Beware, however, whenever a hypoth- 
esis—in this case, that wine makes you 
healthier—accords too closely with what 
you want to believe. Further investigation 
of the effects of wine on health muddied 
the picture, especially when wine con- 
sumption was studied in other countries. 
As à rule, richer folk tend to prefer wine 
over spirits or beer. In the West, higher so- 
cio-economic status is correlated with less 
heart disease and longer life-spans. So 
some doctors argued that it is their money 
and not their tipple that is responsible for 
the longer lives of wine-drinkers. 

Now John Barefoot of Duke University 
in North Carolina, Morten Gronbaek of 
the Institute of Preventive Medicine in Co- 
penhagen, and their colleagues have 
poked a hole in this explanation too. In the 
August issue of the American Journal of 
Clinical Nutrition, the researchers report 





Keeping the doctor away 


some surprising correlations between 
what people drink and how they live, even 
when the people concerned have roughly 
the same socio-economic status. 

To separate the effects of money from 
the effects of diet and choice of drink, Dr 
Barefoot, Dr Gronbaek and their team ana- 
lysed data from a group of subjects who 
possessed similar financial means and so- 
cial standing. Their subjects were partici- 
pants in a long-term heart study of stu- 
dents from the University of North 
Carolina who had entered that institution 
in the 1960s. These participants and their 
spouses, now numbering about 4,500 
people, are overwhelmingly white, highly 
educated, middle-aged and affluent. Luck- 
ily for the investigators, they also show 
some variety in their taste for alcohol and 
in their diets and lifestyles. 

After receiving the subjects' responses 
to their questionnaires, Dr Barefoot and 
his colleagues divided the group into five 
sets, depending on whether they were 
drinkers of beer, wine, spirits, none in par- 
ticular, or no alcohol at all. To be classified 
as having a preference for a particular form 
of alcohol, a subject had to report that he 
drank more than half of his alcohol in this 
form. In addition, the subjects were asked 
to report their weight, their food intake 
and their smoking and exercise habits. Fi- 
nally, the researchers gathered statistics on 
the education and occupational prestige of 
their subjects. 

When these data were analysed, Dr 
Barefoot and his colleagues found that 
wine-drinkers ate less saturated fat and 
cholesterol, smoked less, and were more 
active than the rest. Those who drank no 
alcohol had the worst habits: they ate 
fewer fruits and vegetables and more red 
meat, and also smoked more. When the re- 
searchers controlled for connections be- 
tween socio-economic status and bever- 
age preference, they found that 
wine-drinkers with the same financial re- 
sources and social standing as beer-drink- 
ers or teetotallers simply lead more sensi- 
ble and healthier lives. 

Despite allowing themselves the indul- 
gence of wine-drinking, members of this 
group practised reasonable self-discipline 
in matters of diet, exercise and smoking. 
According to the researchers, the lifestyle 
led by wine-drinkers explains much of 
their better health. Whether encouraging 
the abstemious to drink wine would cause 
them to lead healthier lives is moot. m 





Venetian glass 


Red hot 


MURANO 





Anewly opened school near Venice hopes to keep alive the craftsmanship of its 
famous glassblowers—and perhaps win back a reputation for making art glass 


HEN glassmakers fled Murano to 

join the Florentine court of the Medi- 
cis, even the boatmen who rowed them 
across the Venetian lagoon were impris- 
oned. Exile and possible death faced any- 
one who revealed the vitreous secrets of 
Murano, and the master glassblowers of 
the Renaissance-though handsomely 
paid and often ennobled—were forbidden 
to leave la Serenissima. Their techniques 
for perfecting the crystal lightness, the fili- 
gree decoration and the jewel-like enamel 
hues of Murano glass remained a Venetian 
monopoly for centuries. 

No longer. Now Murano is inviting the 
world to learn its secrets, with the opening 
of its first professional glassblowing 
school. The founder is Rosa Barovier 
Mentasti, a scholar of glass and a descen- 
dant of an old glassblowing dynasty listed 
in the “Guinness Book of Records” as the 
world’s oldest family of glassmakers. Her 
mission is to revive the art form that made 
Murano famous and to add academic rig- 
our and respect to a profession that is still 
regarded as being too constricted by an 
ancient master-and-servant culture. 

Ms Barovier is concerned that Murano 


might be losing a younger generation of 
glassblowers. Their parents equate blow- 
ing glass with menial labour and want to 
send them to university rather than enrol 
them as apprentices. She hopes the new 
Abate Zanetti school (named after the man 
who founded a drawing school for Mu- 
rano workers in the 19th century) will help 
pass on Murano's traditions, while also 
providing the benefits of a modern educa- 
tion so that the school attracts young glass- 
blowers from all over the world. 


Swapping skills 

Ms Barovier sees the school as involving 
every generation of the Murano commu- 
nity in promoting the tiny island’s glass- 
making prowess. She employs retired mas- 
ter glassblowers so that they can pass on 
the ancient skills of a craft that has 
changed little for seven centuries. But she 
also invites contemporary glass masters 
from around the world to run workshops. 
One of the most famous, Murano-born 
Lino Tagliapietra who moved to America 
in the early 1970s, advised on the layout of 
the furnaces and will return to teach. But 
the school also offers courses in English, 


——— UC -— Se 


Also in this section 
70 Glass on show 
71 Indian cricket 
71 New theatre: Israel and Palestine 
72 The history of maps 
72 New fiction: John Lanchester 


design, computers and art history. And it 
promotes international exchanges, send- 
ing young Muranese glassblowers over- 
seas and inviting glassmakers from 
Scandinavia and the United States to 
observe Italian craftsmanship at first hand. 

Not everyone, however, thinks the 
glass school is a good idea. Ms Barovier 
concedes that some of the older local glass 
blowers opposed the idea at first. “ ‘The 
best school is the furnace’, they said. But it 
is no longer acceptable for young boys to 
enter the furnace at the age of 12 and not 
receive any other formal education.” She 
also faced years of wrangling with Italian 
bureaucrats in setting up the school, and 
when it finally opened earlier this year, not 
only was it still short of essential funding, 
it hadn't yet been given the permits it 
needed to operate the furnaces. In true 
Venetian style, though, it opened anyway, 
with a summer school that took in foreign- 
ers whose fees helped subsidise the local 
students. 

Some sceptics complain that the 
school, however ambitious, is still a case 
of too little too late. Caterina Tognon owns 
a studio glass gallery bearing her name, 
which has showrooms in Bergamo and 
Venice. The gallery stocks the work of 
mainly American and northern European 
glass artists, whom she sees as possessing 
a wider vision than that of the Muranese 
glassblowers. Ms Tognon despairs of the 
conservatism of the Muranese, who, de- 
spite their world-class skills, remain so 
hidebound by their traditional systems of 
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> apprenticeship that artistic innovation, 
she says, is rare. 

But Ms Barovier remains unflappable. 
She cites young, talented Venetian glass 
artists who have been nurtured in the Mu- 
rano tradition, such as two siblings, Laura 
and Alessandro di Santillana, who are de- 
scendants of the renowned Venini glass 
family. Laura turns flat glass vases into 
Rothko-like colour studies, while Alessan- 
dro (who will also teach at the school) 
makes striking modern sculptures that 
play with the mirror, light and water ef- 
fects of Venice. Both have had the benefit 
of a broader education than the typical 
Murano glassblower, and both have 
opened their own design studios which 
have made their reputations in Venice and 
internationally. Ms Barovier believes edu- 
cation and travel prompt innovation, and 
she wants the school to offer such opportu- 
nities to Muranese glassblowers. 

Her confidence stems in part from her 
family's distinguished history of innova- 
tion in glass. Angelo Barovier, the most 
famous glassblower of the Renaissance, 
invented the pure, clear cristallo glass that 
became a Venetian trademark and ap- 
pears in paintings by Bellini, Titian and 
Veronese. Another more recent ancestor, 
Ercole, revived Venetian glassblowing in 
theearly 20th century, using the malleabil- 
ity of glassto transform itinto myriad new 
forms, from mosaic patterns to sculptures 
and delicate vessels as ephemeral as air. 
His pieces rarely come up for auction, but 
fetch world-class prices when they do. 


Ancient lineages 

The Baroviers, who once supplied glass to 
popes and kings and are now decorating 
Elton John's Venetian palazzo, have en- 
shrined much of their family history in the 
Museo Barovier & Toso. Located above the 
company headquarters in a 17th-century 
Murano palazzo, it displays the private col- 
lections of Ercole and his son, who, unique 
among Venetian glassblowers, saved their 
pieces and their drawings in an archive of 
their work. Older Barovier creations are 
kept at the nearby Murano glass museum, 
which records the history of Venetian 
glassblowing from the 10th century, when 
traders brought back Islamic glass enamel- 
ling techniques from the Levant and built 
the first furnaces. 

Given her lineage, Ms Barovier might 
well have adopted the airs of a grand Vene- 
tian. Not a bit. Rough and ready, her only 
jewellery a bracelet made by a student, she 
wants most of all to spread knowledge 
well beyond Murano. One of her protégés 
is a former glassmaker whom she encour- 
aged to pursue his love of cooking. He now 
runs the best restaurant in Murano and is 
so successful that he sponsors a course at 
the new glassblowing school. In a country 
which treats food, as well as glass, as an art 
form, passionis the inspiration. 8 


Blowing baubles 








A major exhibition and a new museum highlight the popularity of glass as art 


OR centuries, glassblowers in Venice 

were treated as mere artisans. Now, 
inspired by the appeal and innovation of 
glasswork in Scandinavia, Japan and the 
United States, they are treated as artists. 

In addition to opening the new glass- 
making school at Murano, Rosa Barovier 
is co-curating a show called “Glassway”, 
which looks at the history of glass from 
antiquity to today and brings together 
400 works from every where in the 
world where glass has been made. 

The exhibition, at Aosta's Museo Ar- 
cheologico Regionale until October 
27th, takes a thematic look at how glass- 
making has been an inspiration for tech- 
nical and artistic innovation since it was 
developed thousands of years ago in 
Mesopotamia. Alongside rare historic 
pieces, and contemporary works by such 
masters as Timo Sarpaneva and Tapio 
Wirkkala, who are both Finnish, there 
are works in glass by Louise Bourgeois, 
Joseph Beuys and Marcel Duchamp, as 
well as that of younger artists including 
Jaume Plensa and Wim Delvoye. For Ms 
Barovier, it is hard to see where craft 
ends and art begins: "When I look at a 
Murano vase and a painting, it is hard 
for me to say that one is art and one is 
not." 

Dale Chihuly, probably the best 
known American glassmaker, would 
certainly agree. After visiting Murano in 
1968, Mr Chihuly returned to Seattle, lur- 
ing a number of Venetian glassblowers, 
including Lino Tagliapietra, to join him. 
For Mr Chihuly, glassblowing was part 


of a counter-cultural trend. He built a 
hippy commune at Pilchuck not far from 
Seattle, where people camped and 
tripped out on making glass. Most im- 
portantly, he inspired people to experi- 
ment with glassmaking as art. From his 
efforts was born the term studio glass— 
meaning glass art rather than utilitarian 
objects—a child of the 1960s that became 
a huge commercial success by the 1980s. 

Cynics might regard the studio glass 
that is now being produced in Seattle as 
the decaf latte of glassblowing-a clean- 
cut, healthy and lucrative adaptation of 
Italian traditions for American taste. But 
beyond the fact that both the glass 
movement and Starbucks hail from Seat- 
tle, the comparison is extreme. Earlier 
this month, the glass master's home 
town of Tacoma, Washington, a 30- 
minute drive from the city, honoured Mr 
Chihuly by opening a museum dedi- 
cated to contemporary glass art. 

Called, rather long-windedly, the 
Museum of Glass and International 
Centre for Contemporary Art, it 
doesn't yet compete with the Corning 
Museum of Glass in New York state. 
Despite that, its enormous conical con- 
struction contains the world's only am- 
phitheatre “hotshop”, where up to 150 
people at a time can watch glass masters 
at work. Meanwhile the ubiquitous Mr 
Chihuly has built a bridge of glass con- 
necting the waterside site with Tacoma's 
downtown area. Murano's Renaissance 
glass masters, who were so protective of 
their trade secrets, would be astounded. 





Great balls of fire 





A Corner of a Foreign Field: The Indian His- 
tory of a British Sport. By Ramachandra 
Guha. Picador; 496 pages; £20 


T THE Test match between England and 
India that began on July 25th, 28,000 

spectators crowded into Lord's cricket 
ground in London for a five-day game, the 
first of four. About ım more will be watch- 
ing on televison. These are footling num- 
bers. In India, the television audience will 
be measured in hundreds of millions. 

Cricket is followed as widely and as 
passionately in India as footballis in Brazil. 
That huge television audience has earned 
hundreds of millions of dollars for the in- 
ternational game; unheard of riches for a 
sport that was a latecomer to commercial- 
isation. Indian cricket is a phenomenon, 
and the rest of the world is trying to come 
to terms with it—often with little success. 

Writing 20 years ago, Scyld Berry, a 
shrewd and knowledgeable cricket com- 
mentator, made the following simple pre- 
diction: "India is destined to become the 
capital of cricket." Soit has, in all but name. 
Behind its high brick wall in expensive St 
John's Wood, Lord's cricket ground still 
houses the International Cricket Council 
(1CC), the game's governing body. But the 
influence has shifted elsewhere. Suppor- 
ters of the game in the old white Common- 
wealth nations believe they are facing a 
sub-continental takeover-as well they 
might—and many are hostile to the idea. 

Cricket fans who fear or oppose India's 
claim to hegemony ought to read Rama- 
chandra Guha's fine history. They might 
be no more sympathetic, but they would 
understand it better. Mr Guha is a histo- 
rian by instinct and by profession, and he 
has written a largely untold story: a fluent 
and entertaining social history of Indian 
cricket. (Mihir Bose's 12-year-old "History 
of Indian Cricket", now republished, is 
more an account of great matches.) Cricket 
instilled confidence in the independence 
movement: if Englishmen treated them as 
equals on the cricket field, why not off it? 
When C.K. Nayudu, a fine, wristy Indian 
batsman, scored 153 for the Hindus against 
the Marylebone Cricket Club (Mcc) in 
1926 it had a wider significance: "Every 
sixer hit by C.K. against the visitors... was as 
good as a nail in the coffin of the British 
Empire." And it helped absorb Dalits, then 
known as Untouchables, into mainstream 
Hinduism. The spine of the book is the 
story of two brothers, Baloo and Vithal Pal- 
wankar, both Untouchables, whose 
cricket skills persuaded their fellow Hin- 
dus to treat them like human beings. 


Until the 1930s the cricket season's cli- 
max was a Quadrangular Tournament in 
Bombay-the four teams composed of Eu- 
ropeans, Parsis, Hindus and Muslims. The 
Quadrangular did not survive indepen- 
dence. Some Congress party politicians 
did not expect cricket to last either (“it can 
only survive in the atmosphere of English 
culture, English language and English 
rule". How wrong they were. “What 
made cricket in India after 1947 was the en- 
ergy, the excitement, the noise and the na- 
tionalism," says Mr Guha. "Cricket in- 
dulges Indian taste for chatter and 
disputation, gossip and debate." He might 
have added gambling and match-fixing 
too, because the canker of modern cricket 
rooted and grew in India, though he has lit- 
tleto say about it. Perhaps itis too painful. 

Cricket has become a reflection, a focus 
and an instrument of Indian nationalism. 
The Bharatiya Janata Party (BJP) is quick to 
ally itself with Sourav Ganguly's team, es- 
pecially when it wins. But religion and na- 
tionalism have left a baleful legacy. A for- 
mer Indian external-affairs minister said 
that Tests between India and Pakistan are 
"less cricket and more gladiatorial con- 
tests". The crowd had to be locked out of 
Eden Gardens in Calcutta in 1999 to enable 
a Test to be finished and the two teams 
have not played since. They are unlikely to 
do so until the gj» loses power. The inabil- 
ity of neighbours to play a game against 
each other frustrates the television mag- 
nates and the fans. (Why not play at Edg- 
baston in Birmingham instead?) It may 
even be one reason why India and its allies 
do not launch a full takeover bid for the 
ICC. When it comes it will be driven by en- 
ergy, excitement, nationalism and noise. 
The English will not like it one bit. 8 
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Ganguly goes for it 


New theatre 


From the rubble 


Two plays about Israel and Palestine 


Ys dew of suffering and anger does not 
make for dramatic theatre, not even 
political theatre. But “Alive from Palestine: 
Stories under Occupation” by the Al-Ka- 
saba company from Ramallah has its own 
undeniable power. The company’s stage 
was badly damaged last April in the Israeli 
occupation of the town and curfews have 
played havoc with rehearsals. So it was by 
a small miracle of will and improvisation 
this summer that Al-Kasaba reached New 
Haven, Connecticut, and more recently 
London's Young Vic theatre for a ten-day 
run of its 70-minute protest play. 

Out of rubble represented by piles of 
crumpled newspaper clamber five men 
and a woman, walking as in a dream. They 
act out or tell us about normal Palestinian 
life. (They speak in Arabic, with English 
surtitles.) Much of it is, alas, what you 
might expect: a man goes through the 
school bag of a dead child; another, caught 
in a helicopter’s searchlight, pleads with 
the pilot. 

The strongest moments are when hu- 
mour and fantasy are given rein: a man 
turns into a suitcase; a young suitor prom- 
ises happiness in a refugee camp; a couple, 
trying to reach the university, find routes 
blocked: by tanks, by snipers, by mines... 
by a nightgrown Israeli settlement, 
"Where did that come from?" 

The feeling of isolation and victim- 
hoodis overwhelming. The one true cry of 
protest is from the woman, who finally 
shouts, “It’s not normal." The end is mov- 
ing, but bleak. To have seen "Alive from 
Palestine" the day that news came of an 
anti-Hamas Israeli missile attack in Gaza 
killing many civilians, including children, 
only added to the feeling of hopelessness. 

“I hate Hamas myself," says George 
Ibrahim, a Palestinian producer and cul- 
tural leading-light who runs the Al-Kasaba 
company. Hamas, to him, are criminals, 
but he adds, “I also know why." Though 
grimly fitting, his words come in fact from 
"Via Dolorosa", a one-man play by David 
Hare, who visited Israel and Palestine four 
years ago, talking to people on all sides, in- 
cluding Mr Ibrahim, trying to understand. 

The play, which consists simply of his 
reports and thoughts about what he heard, 
was widely praised when it showed in 
London in 1998 and then in New York. In a 
welcome revival, with minor changes (a 
mention, for example, of Ariel Sharon), it 
opened at London's Duchess theatre on 
July 18th for a six-week run. 8 
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The history of maps 
Squaring the circle 


Mercator: The Man Who Mapped the Planet. 
By Nicholas Crane. Henry Holt; 320 pages; 
$26. Weidenfeld & Nicolson; £20 


HE images of Mars that the Mariner 9 

spacecraft sent back to earth in the 
early 1970s were reproduced as maps ac- 
cording to rules that were first drawn up in 
1569 by a frugal Dutchman. Those map- 
ping rules have endured because, though 
wrong in significant ways, they have 
proved supremely useful. 

Gerard Kremer, who used the Latin 
name Mercator, was born in 1512, in the 
low countries. Taxes were punitive, espe- 
cially when new armies and horses were 
needed to defend the mostly Protestant re- 
gion from Catholic invaders. Poor and un- 
settled, the area was nonetheless at the 


New fiction 


Eastern melancholy 


Fragrant Harbour. By John Lanchester. Put- 
nam; 352 pages; $25.95. Faber and Faber; 
£16.99 


DMIRERS of John Lanchester's ele- 
gant culinary thriller "The Debt to 
Pleasure" have long hoped for an 
equally dexterous successor. “Mr Phil- 
lips" was a strangely pedestrian disap- 
pointment. But “Fragrant Harbour" 
succeeds, at least in part. 

It starts unpromisingly, as the clunk- 
ing title warns us. The setting is a formu- 
laic Hong Kong, complete with a 
regulation cast list of raffish correspon- 
dents, compromised British placemen 
and shadowy Chinese tycoons called 
Wo, Ho and So on. The detail does not 
even ring particularly true. Whoever 
heard of a journalist on a Hong Kong 
magazine with a “fabulous” salary? 

Despite its lame start, the novel soon 
picks up. The second of three loosely 
connected sections is a sustained piece 
of fine writing about colonial life in the 
19305, the fall of Hong Kong to the Japa- 
nese, and the struggle to rebuild the col- 
ony after the end of the war. Most 
powerful of all are the parts dealing 
with the occupation itself, and the rig- 
ours, not just of life in internment, but of 
those who, like the hero of this middle 
part, Tom Stewart, had to carry on in 
their usual jobs under the glare of the 


centre of a vital trade route that ran the 
length of the Scheldt river, connecting 
Antwerp, and England to the west, with 
the inland wharves of Ghent, Brussels and 
Brabant. 

Mercator started out as a religious phi- 
losopher, but was assailed by doubts 
when he found that he could not reconcile 
the biblical account of the origin of the uni- 
verse with that of Aristotle. A meeting 
with Gemma Frisius led to a resolution of 
his intellectual crisis. Frisius was not only 
one of the leading astronomers of his time, 
he was also a superb mapmaker. Mercator 
moved to Louvain to be with him, and 
plunged himself into geography and en- 
graving. He soon mastered Frisius's tech- 
nique of triangulation for surveying. In 
1535 he helped Frisius make the first terres- 
trial globe, followed quickly by a celestial 
counterpart. A collection of maps pub- 
lished in 1595, the year after he died, made 
use of the word "atlas" for the first time. 

Mapmaking in the 16th century was a 
slow and difficult business; Mercator him- 
self described it as laboriosissimum. Mer- 





Japanese authorities. The other main 
character is a nun, Sister Maria. The con- 
volution of their relationship is engag- 
ingly, if too flimsily, sketched. 

There are fewer stylistic rockets than 
were let off in "The Debt to Pleasure", 
the writing owing more here to J.G. Far- 
rell, another Englishman who ironised 
about imperial decline in the Far East. 
The last section returns briefly to Messrs 
Ho and Wo, to tie up their dealings so as 
not to leave a bagful of loose ends. But 
the middle—and longest—part is what 
makes Mr Lanchester's new novel worth 
reading. At its best, “Fragrant Harbour" 
strikes an elegiac note about Hong Kong 
and its past that will provide anyone 
who loves the place with an agreeably 
melancholic afternoon. 
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cator built his reputation as the foremost 
geographer of the century without going 
to sea. His famous printed cartographic 
works were based on the careful reconcili- 
ation of surveys made by other travellers. 
Cartography was subject to other pres- 
sures: mapmakers would mark in Protes- 
tant regions as Catholic ones, or vice versa, 
as fortunes shifted or to please their clients; 
with navigators in mind, they might insert 
a hitherto unknown sea passage into an 
uncharted landmass. 

Mercator was not above this sort of 
thing. His 1564 map of Britain, commis- 
sioned by the Duc de Guise, showed Scot- 
land, France's ally, as big as England, and 
lavishly populated with castles, lakes, for- 
ests and hills. A silver commemorative 
medal struck for an English client had not 
just "Virginea" under the sway of England 
but the western part of the United States 
described as "New Albion". 

Publishing a map, in sum, was as good 
as broadcasting religious opinions or stak- 
ing political claims. It could mean prison or 
death if the mapmaker found himself in 
the wrong place, or the winds changed. 
Mercator's inclination towards Protestant- 
ism and his frequent absences from Lou- 
vain to gather information for his maps 
aroused the suspicion of the Catholic au- 
thorities, who had him arrested in 1544 
and imprisoned for seven months on 
charges of heresy. 

Only on his release did Mercator return 
tothe momentous question that had vexed 
him since the beginning: how was a cartog- 
rapher to unpeel the planet's skin and set it 
down flat with an acceptable minimum of 
distortion? The problem of representing 
the world on a plane surface had puzzled 
mapmakers ever since they had accepted 
that the earth was round. 

Despite his lack of experience at sea, 
Mercator knew what mariners wanted. 
The easiest course for a sailor to steer is one 
whose heading is constant: to keep your 
bearing, you simply need a compass. On a 
sphere, a steady course of this kind will 
trace out a mathematically tricky open spi- 
ral. Mercator's breakthrough was to pro- 
vide sailors with a map on which they 
could plot fixed courses as straight lines. 

His projection was a navigator's god- 
send, but as a representation of how things 
are, it came with well-known costs. On a 
sphere, north-south circles meet at the 
poles. On Mercator's map, they are paral- 
lel. So east-west distances widen artifi- 
cially, the higher or lower you go. To com- 
pensate, lines of map latitude must also be 
drawn farther and farther apart. Asa result, 
Canada, Greenland and Siberia are much 
too big, though most of us are so used to 
this that we hardly notice. 

Mercator's story is fascinating, and al- 
though Nicholas Crane's writing is unin- 
spired, his book is a good introduction to 
the father of modern mapmaking. m 





Lord Weinstock 


Arnold Weinstock, a leading British industrialist, died on July 23rd, aged 77 


N THE day Lord Weinstock died, the 

rump of the company he created slid 
closer to bankruptcy, with sales falling fur- 
ther as debts rose. Its shares were down to 
four pence from £12.50 at their peak. He 
would have cried. 

Lord Weinstock ran the General Electric 
Company (GEC) for 33 years from 1963, tak- 
ing over rivals to build a business that was 
a colossus in Britain, dominating the de- 
fence, power and electronics industries at 
home, though no great success on a global 
scale. Seven years ago—when his son Si- 
mon, who he had hoped would succeed 
him, died of cancer—he left the company 
in the hands of a stolid Scottish accoun- 
tant, Lord (George) Simpson, who was 
thought to be a safe pair of hands. 

He was not. Lord Simpson promptly 
moved GEC out of its dingy rooms by 
Hyde Park Corner to a swanky office off 
Bond Street, flogged its defence arm to Brit- 
ish Aerospace, and blew the proceeds on 
expensive telecoms-equipment-makers in 
America. Lord Weinstock's dull old GEC 
was to become a zingy growth company, 


riding the telecoms boom. Instead, GEC, 
renamed Marconi, became an early victim 
of the telecoms bust. Although he held his 
peace, Lord Weinstock looked on appalled 
as Marconi's shares melted down, destroy- 
ing the company he created and wiping 
out much of his family'sfortune. His friend 
Lord (James) Hanson said he probably 
died of a broken heart. 

Lord Weinstock was not a man of vi- 
sion. His risk-taking was reserved for the 
racecourse, where he was an atavistic gam- 
bler. At work he could not have been more 
different. He would sit in his dowdy office, 
below pictures of his racehorses, behind a 
huge desk, a Dickensian figure peering at 
columns of figures which told him how 
and where the cash was flowing around 
the company. He ruled the company with 
a clique of old cronies and his ever-present 
confidante, Sara Morrison, a well-con- 
nected Tory lady from Wiltshire where 
Lord Weinstock had his country house. 

He relied on seven financial ratios, such 
as the ratio of working capital to sales, 
which told him how healthy or unhealthy 


each one of the 180-odd Gec companies 
was at any given time. At the first sign of 
trouble, he would pick up the telephone to 
bark at the hapless man in charge. He once 
fired a manager over the phone in front of 
the astonished head of British Rail, Sir Pe- 
ter Parker, after Parker had complained 
about GEC locomotives breaking down. 

He never visited factories and rarely left 
the country, except for the opera in Salz- 
burg, the races at Longchamps or Deau- 
ville, and visits to Israel. He appointed fig- 
ureheads, such as a former Tory cabinet 
minister, Lord Prior, as chairmen, in order 
to schmooze clients such as the Ministry of 
Defence. Margaret Thatcher had no time 
for him, preferring more swashbuckling 
entrepreneurs such as Lord Hanson. She 
thought he was yesterday's man, forever 
looking for state subsidies or protection. 

He had a love-hate relationship with 
most of the brokers of the City of London: 
he loved to hate them, and they felt the 
same way about him. Gec’s share price 
languished, because he refused to dash for 
growth with microchips or consumer elec- 
tronics. But Lord Weinstock saw that such 
ventures lost millions for other European 
companies, such as Siemens or Philips. He 
stuck to solid things such as defence elec- 
tronics, turbine-generators and telephone 
exchanges, mostly sold to governments in 
one guise or another. Spare cash was left in 
the bank rather than splurged on take- 
overs. When rivals, in turn, tried to buy 
GEC in the late 1980s, he parked key busi- 
nesses in stodgy joint ventures with 
French, German and American companies 
to render them impregnable. 

Good at numbers, he was hopeless as a 
leader of people, being quick to chide and 
slow to praise. The cold manner may have 
come from his lonely upbringing. His Pol- 
ish immigrant parents died when he was 
very young, leaving him to be brought up 
by a brother who was 20 years older. He 
escaped his working-class background 
through the London School of Economics 
and marriage into the Sobell electrical-ap- 
pliance fortune, which took him to the top 
of GEC when it bought his father-in-law's 
business. Privately, he was witty and gen- 
erous, listening to opera every morning as 
he shaved. On "Desert Island Discs", a BBC 
radio programme, he chose only record- 
ings conducted by his close friend Riccardo 
Muti. 

There is irony in the timing of his death. 
GEC shares were popular only as a safe ha- 
ven in recessions, because Lord Weinstock 
had a pile of several billions of pounds in 
cash at the bank. His virtues of conserva- 
tism and caution, prized in the sluggish 
early 1980s and 1990s, were derided dur- 
ing booms. But such qualities might have 
saved not only GEC, but many of the other 
companies now collapsing, like World- 
Com, in a heap of fraudulent figures. 
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Fax: 610 205 0960 
e-mail: admissionsGwashint.edu 






O75. full-time, part-time, executive 
< personalised programme in English 
-~ management and new technologies 

— in the heart of Paris, 

. with an international network 

and sister campuses worldwide 
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TO ADVERTISE WITHIN THE 
CLASSIFIED SECTION CONTACT: 


London 
Ruth Fox | 
Tel: (44-20) 7830 7000 Fax: (44-20) 7830 7111 
ruthfox @ economist.com 


Intensive 1 2-Month MS.in 
COMPUTATIONAL 
FINANCE 
apply now for Fail 2002! 
http://compfin.cse.ogi.edu/ 


ING 


New York 
Bath Huber 
Tek (212) 541-0500. Fax: i212) 445-0629 
bethhuber @ economist.com 





founded in 1747 
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international Centre for Research in Agroforestry 
Tree Domestication Specialist 





ENPC School of international 
"Management 

.28, rue des Saints-Péres A 
75343 Paris cedex 07-France Ae 
tél 33 1 44 58 28 52 
fax 33 1 40 15 93 47 





ICRAF is one of 16 Future Harvest centers supported by the Consultative Group on International 
Agricultural Research (CGIAR). Headquartered in Nairobi, Kenya, ICRAF works in more than 20 
countries throughout Africa, Latin America, and Asia, and has an annual budget af USS 22 million 
provided by more than 35 investor organizations. ICRAF's mission is to conduct innovative research 
and development on agroforestry, strengthen the capacity of our partners. enhance worldwide 
recognition of the human and environmental benefits of agroforestry, and provide scientific leadership 
in the field of integrated natural resource management. 





The position 

ICRAF is recruiting a Tree Domestication Specialist with a tree crop production background for the 

Latin America region. The position will be based at the headquarters of a sister centre im Cali, 

Colombia or Lima, Peru and will entail extensive travel to other regional sites. Reporting to the 

Director of Research, the incumbent's main responsibilities will include: 

UNIVERSITY « Leading the Tree Domestication Programme in the region, and interacting with the global 

—— n! programme at ICRAF's headquarters and other regions, 

+ Supervising national professional staff at field sites in selected countries throughout the region; 

* Establishing a tree crop improvement network throughout the region: 

* Nurturing strong collaborative partnerships with other scientists and institutions locally and 
globally; 

* Enhancing wee genctic conservation and the genetical composition on-farm, of priority species for 
the region; 

* Working with farmers, extension workers, private firms, and specialized institutions to investigate 
the local and regional knowledge of trees and their uses, 

* Writing technical, scientific and popular articles for publication; 

* Organizing and leading short training course.s and supervising postgraduate students; 


— | " 
ine vranrie = 
d . : l s n t ee i 
ER . | g l * Organizing for workshops on policy topics such as Intellectual Property Rights of indigenous 
as y 2H resources and knowledge, processes of tree domestication, genetic conservation and reforestation 
e ad e r S programmes; and 
: i * Working with the private sector to promote alliances between farmers and enterprises for the 


commercial use of damesticated trees. 

The appropríate candidate will have: 

. A PHD in a relevant specialisation of tree improvement or arboriculture coupled with ethno-botanic 
expertise: 

* At least 5 years of research experience in tree research, the use of local ecological knowledge, and 
on-farm research. preferably in Latin American tropics: 

* Demonstrated ability and experience in fundraising, proposal writing and research project 
management; 

* Knowledge of applied statistics, sampling methods, modelling and common software packages 
dealing with experimental analyses; 

* Demonstrated publication record in internationally referred journals. and the ability to prepare 
technical reports and extension publications; 

+ Ability to work with a multidisplinary and multicultural research team in collaborative projects; 

* Willingness to travel extensively in the held under difficult conditions; and 

« Fluency in English and understanding of Spanish or Portugese languages. 


» " à + » " : 1l e 
For details contact: | Terms of offer 
£: sd ; ICRAF offers an internationally competitive salary and benefits package, and a collegial and gender- 
Cranfield School of Management, sensitive working environment, The contract is for a fixed term of 3 years, subject to a onc-year 
o ( ) t probation period, annual assessment of performance. continued relevance of the position and available 
LE 44 0 12 34 7 54 386, resources. Applicants are invited to send a detailed curriculum vitae, with salary details, date of birth 


E: m b gen q T H ri es e cran f i e | d. ac.u k, and the names and addresses of three referees (including telephone, fax numbers and email address). 

* » All correspondence should be addressed to the Human Resources Unit, International 
www.cranfieldMBA.i nfo Centre for Research in Agroforestry, P.O. Box 30677, Nairobi, Kenya; Tel 4254 2 524000 
or 1 650 833 6645; fax +254 2 524001 or 1 650 833 6646; email icrafhru@cgiarorg. 
Applications will be considered. until September 5th 2002 or until the position is filled. Please 
indicate your advertisement source in your application. 


Accredited by 
AACSB, AMBA & EQUIS 


ICRAF believes that staff diversity promotes excellence, and strongly encourages applications 
from women and from citizens of developing countries. D. 
We invite vou to learn more about ICRAF by accessing our web site: http://www.cgiar.org/icrat 
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In terms of your career, it’s anything 
but a risk. 


Financial Risk Analyst 


At Transport for London, we're implementing massive improvement plans 
that will create a transport system in the capital which is better foi 
everyone, whether vou are a pedestrian, a cyclist, a bus user, a driver or a 
lube user. Its one of the most challenging and ex inng projects of the 
21st Century and it's important that our teams seek out the opportunities 
and creativity that this challenge demands Iransport for London is also 


dedicated to reflect the incredible diversitv of the citv we serve 


Risk management and commercial strategies play a high-profile role in 
our business. With extensive assets and a multi-billion pound capital 
project programme, for an experienced financial professional, there's 


no more challenging and diverse environment in which to work 


You'll develop the foundations of successful risk management and 
financial strategies. This will see you initially spe ialising in research 
and analysis, but quickly developing into a team professional, « apable of 
maintaining senior management and client relationships. You'll play a 
consultant-type role, taking on quantitative modelling projects and 
writing reports and presentations. With time, you'll manage consultants 


and direct work from an informed client perspective 


£35 - £45k 


You will have an interest in the complexiues of public policies in 
transport solutions for London, a world city with a wide range of 
transport needs tor creative solutions. Solutions require an appreciation 
of the complex effects of inter-related transport systems, wide advances 
and infrastructure financing and all within a changing political 
environment. We are looking for experienced financial analvsts or 
individuals with the skills and ability to convert the results of a project 
into clear and meaningful information to support public presentations 
In addition to strong writing skills, vou'll have à keen interest in publi 
transport economics and politics and a desire to move into higher 


Management postions AS Opportunities arise 


To apply, please call 020 7941 4698 or email hrcorporate(a tfl. gov.uk 


for an application form, quoting reference TfL279/E. 


Closing date: 21st August 2002. 


Transport for London values the diversity which exists in our city and 


aspires to this being reflected in our workforce. 


Transport/forLondon 
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Foreign & 


ECONOMICS GRADUATES FOR THE DIPLOMATIC SERVICE Office 


Now you've graduated in economics, join an organisation that lets you make an individual contribution straight away. In the Diplomatic Service 
you'll be able to use your skills to the full - and as soon as you join, you'll be dealing with the issues that really matter. 

Reporting to ministers and senior officials, you'll enjoy a uniquely challenging and varied workload, in an environment where no two days are 
ever the same. Whether you're analysing the oil market impact of unrest in the Middle East, or the political fallout of financial turmoil in 
Argentina, you'll provide the kind of top-level information foreign policies get based on. 

After your fi first two years in London - where you'll work on global economic policy or EU issues - you'll spend at least 3 years abroad, covering 
economic developments in a G7 or EU economy, or in a major emerging or developing market like Mexico or Russia. After that, the direction 
that you take will be up to you. But whatever you choose, you'll probably spend up to half your career overseas - so you can rest assured you'll 
continue to be involved in key international issues. 

You'll need to be a British citizen, with a minimum of a second-class honours degree in economics. If you've taken a joint or mixed degree, 
economics must have counted for at least half of your course. Candidates with an MSc in Economics or some related work experience would be 
particularly welcomed. Excellent interpersonal skills are of course essential, and you must be the kind of person who thrives on responsibility and 
constantly evolving priorities. 

For further details and an application form (to be returned by 10th September 2002), write to Capita RAS, Innovation Court, New Street, 
Basingstoke, Hampshire RG21 7JB, or telephone 01325 745539 (24 hours) or fax 01256 383785. Email: zoe.hare@capita.co.uk 


Please quote reference A/O3/DSE. 
You can also find out more information about FCO careers at www.fco.gov.uk 
In representing Britain, the FCO aims to reflect the diversity of British society. Women, members of minority ethnic groups and disabled people are 


currently under represented. Applications from these groups are therefore particularly welcome. 
CAPITA RÁS ^srsSTREAM È 
































Conflict and Rehabilitation Specialist - Asian Development Bank (ADB) 
£34,643 (UK taxable) with effect from 1 August 2002 Sri Lanka 


DFID and ADB are both committed to reducing extreme poverty. We are — that this will include exposure to the activities and policies of donor agencies. 
looking for individuals who can bring skills, understanding and patience You will be a strong communicator with well developed verbal and 
to even the most complex development activity. written skills in English. Ability to quickly develop an understanding 


Assigned to the Asian Development Bank's Sri Lanka Resident Mission, — 9f Sti Lanka's complex environment is critical. 

this DFID-funded post will help strengthen our partnership with this Terms of Appointment 

important multilateral partner — one of the leading donors to Sri Lanka. This appointment will be for a 3 year fixed term period, on UK Home Civil 
Your primary focus will be to support ADB's efforts to contribute to the — Service terms, and will be subject to a probationary period. The appointee 
Government of Sri Lanka's overall relief and rehabilitation programme for — will be based within the ADB in Sri Lanka. Starting salary of £34,643 will 
the North East, by improving the living conditions and well-being be payable on appointment, and salary increments will be payable each 
of communities that have been affected by the conflict, particularly those year following satisfactory performance. 


with significant proportions of internally displaced people. You will be part — Candidates should be either nationals of Member States of the European 
of the team supervising the ADB's North East Community Restoration Project — Economic Area (EEA), Commonwealth Citizens, or those granted refugee 


and your primary focus will be to strengthen the project's balance, flexibility satus as defined by the 1951 UN Convention on Refugees. 
and accountability to local partners. In addition, you will assist ADB's | 


Country Director in the management and monitoring of the project, 
establish and maintain relationships with critical stakeholders, and assist 
in developing ADB capacity to prepare and manage rehabilitation projects 
in a conflict/post conflict environment. 


Qualifications and Experience 


While not essential, a relevant postgraduate qualification would be beneficial. 
You will need extensive experience in post-conflict rehabilitation, ideally 


from an area where conflict has an acute ethnic dimension. It is likely p i M I a c E R V | G E 
( ) 
(i 


INVESTOR fN PEOPLE 















For more information on this vacancy, DFID in general, and an application 
form, visit our website. Alternatively, call 01355 843 842 or E-mail: 
Group5A2@dfid.gov.uk to request an application pack ~ quoting reference 
AH375/5/AMcl. Closing date: 19 August 2002. 


Working to eliminate global poverty and promote 
sustainable development 

















: Department for 
International 
Development 


<= www.dfid. gov.uk 
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Africa Senior Management 4 Save the Children 

. Opportunities 

For over 70 years, Save the Children has brou ght better health, education, and financial 
security t 9 million children, women, and men in nearly 50 developing countries, 

_ Always, children are at the center of all that we do in work that takes us primarily to 

the poorest parts of the world, 














We are actively recruiting for several senior management positions in the field 
and HQ including Deputy Area Director, Operations Director & Field Office 
Director, Sudan. 


Requirements include Masters’ Degree in International Development or relevant: 
. minimum six years’ senior management experience for an international NGO in Africa: 
proven success managing and directing field operations: strong interpersonal, 
management, team. building and representational skills. English fluency with French, 
Spanish, Portuguese or Arabic language skills sirongly preferred. 
For more detailed descriptions of the positions, please refer to our website at 
www.savethechildren.org. If you meet the minimum requirements and wish to apply. 
please send cover letter and resume (3 pg. Max) to jderwallis€ savechildren.org, 
Please indicate: Africa in subject line of email. All emails will be acknowledged, however, 
only candidates under consideration will be contacted. 


AAA Del M Rol con P VZD LASS NIS y 
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Save the Children, 54 Wilton Road, Westport, CT 06881 EOE WE/ON 
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WORLD MARITIME UNIVERSITY 
Malmó, Sweden 





WMU 


Professional Chairs 
(US$ 74,388 - US$ 87,700, free of income tax) 


Three new Chairs have been established by the World Maritime 
University with funding provided by the Nippon Foundation of Japan, 
an independent, non-profit, grant-making organization devoted to 
promoting maritime safety and the protection of the maritime 
environment. 


Applications are invited from specialists with doctoral degrees, 
experience of teaching and supervision at the postgraduate level and 
distinguished track records of research and publication in the 
following fields: 


Maritime Technology, with particular reference to its use in maritime 
safety and security, the combating of maritime pollution, or its use in 
the implementation of international conventions. 


Marine Environment Management, with expertise in sea use and 
resource management, legal instruments for marine environment 
management and protection, or ocean and coastal zone management. 


Maritime Administration, with expertise in maritime law, public and 
private administrative systems, or resource management in public 
administration. 


The World Maritime University was established in 1983 by the 
international Maritime Organization, a specialised agency of the 
United Nations. WMU offers a taught Master of Science in Maritime 
Affairs, and is currently developing a doctoral programme. The 
successful applicants would be expected to be fully involved in these 
aspects of the University’s activities, as well as its ongoing research 
projects and its professional training courses. 


In addition to a tax-free salary, WMU offers a very attractive benefits 
package, designed to attract candidates of the highest calibre. 
Relocation expenses to Malmó are available to the successful 
appointees. 


Further information about the University and the three Chairs is 


|]. available from Eva Hóltén in the Office of the President: telephone: 
o #46-40-35 63 20, fax: +46-40-12 84 42, email: eva.holten@wmu.se. 


7) AZNB Bi 


The Nippon Foundation 
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FRR Ltd is a leading provider of consultancy 
services in forest sector development and 
reform. | 

FRR is seeking short-term consultants for 
assignments in Africa starting August 
/September. 














Communications / Public Information 
Specialist 
Malawi: Experience in strategic and practical aspects of 


communications support to policy change, privatisation, or 
economic reform in developing or transition countries. 







National Parks / Zoos Business Planning - 


Ghana: Specialist consultants and business planners are 

required in a flexible team to prepare model business plans for 
two protected areas and two zoos, to satisfy conservation goals, ' 
whilst at the same time minimising public sector costs. E 










Please email Expressions of Interest /CVs and current E 
availability to frr@frr.co.uk. or fax to 01934 863666 (Attn: David 

Young). re 
Full Terms of Reference on request. FRR Ltd., Brockley Combe, | 
Backwell, BS48 3DF, UK Web: www.frr.co.uk s 





Freie Universitat Berlin 


John F. Kennedy Institute for North American St jie 
Administration and Economics 


Post-doctoral teaching a d. 
Professorships’)* in ics 
and economic history o 


Under the programme 
of groups of junior 

applications are invited. 
emphasis on the econom 
applicant will be required to 
In line with article 47 of the 
of Germany, applicants must 
previous employment 
should not have excee 
have taken their PhD wi 
expectant and nursing moth: 
be taken into consideration... 
demonstrate further achiever 
The successful candidate will be expec 
or economic history of the United Staté 
expected to participate in interdiscip 
















































| in general, the language of instruction will be German, but some activities may bé 
offered in English. Non-German speaking applicants will be expected to learn German 
within two years. ue 


The Freie Universitat Berlin is an equal opportunities employer. 


"The post will be for three years in the first instance, and the successful candidate will 
initially be offered public sector employee status (grade "Ib BAT") Subject to ihe 
amendment of the Higher Education Act of the land of Berlin and subject to the legal 
situation and the programme structure remaining unchanged, it is intended to appoint tt 
successful candidate to a junior professorship and to offer him/her a fixed-term contra 
as civil servant. Depending on performance, the appointee will be offered a three-yea 
extension. E 


Applications must reach the Freie Universitat Berlin, not later than 4 weeks after th 
publication of this advertisement. Applications should include the following: a letter 
describing your interest in the position and pertinent experience, a curriculum vitae, th 
names and addresses of three referees, a list of publications, and copies of the certificate 
of academic qualifications held. The postal address for the position is as follows: : 


Freie Universitat Berlin, Fachbereich Politik und Sozialwissenschaftéi 
Fachbereichsverwaitung, Ihnestr. 21, 14195 Berlin-Dahlem, Germany. Please quo 
"JunProf 01" "ue 



































The Freie Universitat Berlin is a state-funded university. tt has some 40,000 students and 820 - 
professors. The University has 12 departments structured into more than 100 institutes. Detailed: 
information is available at the following web site: www.fu-berlin.de — de 

















| Financial Analyst @ £28,000 — £33,000 per annum plus excellent 
; benefits package. 


. Based at our secretariat in Brighton, we are looking for a financial analyst 
= with a minimum of 5 years experience. Working within the Finance Team 
you will be required to prepare management and donor reports, assist in 
the preparation of the Alliance budget and develop forecasting 
. methodologies. 





The postholder must be accurate, timely, financially rigorous, well 
organised, able to protect the confidentiality of financial, organisational and 
personal information, and be able to communicate with donors and Alliance 
partner organisations. 


Closing date for applications: Wednesday 7th August 2002 
Interview date: Friday 17th August 2002. 


|. Qualified people living with HIV/AIDS are particularly encouraged to apply. 
< For further information and details of how to apply please email 
eruit udsalliance. 


















































Poverty Specialist 
£36,643 — £48,783 


At DFID, our central focus is on an international commitment to halving the 
number of people in extreme poverty by 2015 ~ through sustainable 
development, education, and better management of the natural and 
physical environments. So we're looking for individuals who can bring 
skills, understanding and patience to even the most complex 
development activities. 


The Royal Government of Cambodia is currently preparing a poverty 
reduction strategy to support the resource planning and management 
of the local development process. With interim groundwork complete, the 
Government is now committed to building a more comprehensive 
framework — costing priority activities, building participatory monitoring 
and evaluation processes and ensuring greater participation in the identification 
of priority needs and actions. This work is supported by a number of donors 
including the World Bank, and you will join them in offering technical 
advice to meet their goals of popular participation and ownership. 


Specifically, this role will see you working with the Government and donors 
to enhance the development framework ~ improving the capacity for 
planning and monitoring of PRS preparation and generating greater 
understanding of the strategy amongst government agencies, donors and 
civil society. It is also about encouraging government-led co-ordination 
of development partners and promoting greater understanding and 
consensus over analytical and participatory methodologies for implementing 
pro-poor strategies. Stakeholder engagement and discussions, priority 
setting, programme implementation and monitoring will be a continual 
focus for you. 


Qualifications and Experience 


Bringing a substantial level of experience of poverty reduction measurement 
you will have an advanced degree in economics or social sciences, with 
a minimum of five years’ relevant experience. You will have a demonstrated 
capacity to conceptualise and analyse issues related to poverty reduction 
(eg; poverty assessments, labor market issues, public expenditure, and/ 
or social issues, including poverty monitoring and evaluation. 


C) 
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Readers are recommended. 
to. make appropriate enquiries and take |] 
appropriate advice before sending money. | | 
incurring any expense or entering into a binding f- 
commitment in relation to an advertisement. The 
Economist Newspaper Limited shall not be 
liable to any person for loss or damage incurred 
or suffered as à result of his / her accepting or 
offering to. accept an invitation contained in any 
advertisement published in The Economist. 


** WORK IN USA ** 
195,000 Employment VISAS Available! - 
| H-paorsssionacs, EncimEERS. ABGHITECTS. E. 
AGCOUNTANTS, PHYSIGIANS, TEACHERS. ETG f 










TOP Positions, Salaries & Benefits 
Visit us Online for Job Opportunites! 
Aftfiiates (Recruiters) Needed! 

























www, GreenCardSpecialists.com 








ARE YOU A 40 YR+ SENIOR EXECUTIVE | 
EARNING $100K+ PER YEAR? 


If so, you possess the invaluable business expertise which only 
comes with maturity. Are you continually frustrated with your current 
job opportunities? You need the international job search experience | 
that only Resume Broadcast International offers with the personal 
contact necessary for success. That's why we work 24 hours a 
day, 7 days a week, 365 days a year for our clients. Don't wait 
another minute, contact us today to advance your career. 


Resume Broadcast International 





Resume a P.O. Box 6930, San Diego, California 92166, USA. 
| SGroodcast € Tel: 619 224 9257, Fax: 619 224 9268 
internationa Email: 102224.3306 @compuserve.com 


Phnom Penh, Cambodia 


A demonstrated track record on poverty related matters in terms of policy 
dialogue with the Government and other stakeholders, along with a capacity 
to collaborate effectively with the Government, NGOs and donors while 
being diplomatic, and sensitive to cultural, political and gender issues, 
is desirable. 


Good interpersonal skills, an ability to work with multi-disciplinary teams 
within a developing country is preferred. You'll ideally combine all this with 
time spent in Cambodia or another low income Asian country. You must 
be fluent in English, and French or Khmer language skills will be useful. 


This post will be for a 2 year fixed term period with the possibility of one 
year's extension, on Home Civil Service terms, and will be subject to 
a probation period. The individual will be based in the World Bank office 
in Phnom Penh. The salary offered for this post is £36,643 — £48,783 
(UK taxable, and candidates should be aware that we expect people 
to be placed on the first point on this scale with salary increments each 
year). Additional allowances may also be payable. 


DFID is an equal opportunities employer. Applications are welcomed from 
all parts of the community. Selection is on merit. To work for us you must 
be a national of a member state of the European Economic Areas, a citizen 
of the British Commonwealth, or have been granted refugee status (as 
defined by the 1951 UN Convention on Refugees) by the UK authorities. 


For more information on this vacancy, DFID in general, and an electronic 
application form, visit our website. Alternatively, call 01355 843597 
or E-mail group5b1 @dfid.gov.uk to request an application pack ~- 
quoting Ref. AH375/5/MM. Closing date: 16 August 2002. 


Working to eliminate global poverty and promote 
sustainable development 


iIVILGERVICE 


DFID 


www.dfid.gov.uk 











Department for 
International 
Development 
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At DFID, central focus is on an international commitment to halving the number 
of people in extreme poverty by 2015 - through sustainable development, 
education, and better management of natural and physical environments. 
50 we're looking for individuals who can bring skills, understanding and 
patience to even the most complex development activities, 


DFID is seeking to recruit an Institutional Development Adviser, to be seconded 
to the World Bank's development office in Jerusalem. The World Bank 
continues to play an important role in the West Bank and Gaza Strip — 
leading an unprecedented international donor effort and helping build 
a functioning Palestinian administration. Over the past nine years, the Bank 
has done much to provide an economic basis for a viable nation state - 
and since the beginning of the second intifada, has focused on sustaining 
the economic and fiscal fabric of WBGS and combating the poverty that 
is so destructive to any hope of peace. As the crisis has deepened, so has 
the Bank's involvement - and you'll join it, and us, strengthening key 
institutions with a view to establishing a viable Palestinian State within the 
framework of the Oslo Agreements, 


50 you'll contribute to development work on public financial management 
reform and capacity building, public service reform and work with local 
government, and judicial sector reform - providing cross-cutting institutional 
development advice across the Bank's sector portfolio. 


it’s about assuming lead responsibility for the advancement governance and 
institutional development work, as well as supporting the work of sector 
teams and becoming a focal point for donor collaboration. Assessing 

institutional deficiencies and strengthening key national level bodies will 


Working to eliminate global poverty 
and promote sustainable development 


usiness & Personal 


OFFSHORE | 
TAX-FREE 


Companies world-wide 






[1 


Formation and administration of 

companies, opening of bank accounts 
tel/fax/mail forwanding service 

UNITED KINGDOM LONDON 

LAVECO Ltd. 

Tel: 444-207-556-0900 

Fax: 44-207-556-0910 


Tel: 436-1-217-96-81 
Fax: +36-1-217-44-14 


Tel: 440-92.326.329 
Fax: &40-1-313-7177 
E-mail: romania @ laveco com 


Tel: +357-4-636-919 
Fax: +357-4-636-920 
E-mail: cyprus@ laveco.com 


Vebsit 
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Piecing together 
4 WEB MOI T 
4 banking needs? 





At Citibank International 





















|| Personal Bank, we have the 
services and the expertise to tailor 
individual solutions to meet your 
| offshore banking needs. 


| Talk to us 


by g 





H. 


HUNGARY SUCRE 
Private investments 
companies (PIC) and Trusts Z 










For more information, 
Visit us: 
www.ipb.citibank.com 


ROMANIA 






CYPRUS | Call us: (65) 6328-8168 


Fax us: (65) 6328-8178 
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Institutional Development Adviser — World Bank 
£43,955 - £59,105 (UK Taxable) plus allowances 






Jerusalem 


be key - through operationalising a programme of civil service capacity 
building - alongside addressing transparency and accountability issues with 
the Palestinian Legislative Council. Task forcing, joint planning and involving 
all relevant governmental agencies will be part of your focus, and you'll 
facilitate donor co-ordination in the area of public sector management. 


Central to all this will be your experience working on a wide range of public 
sector reform and change management initiatives. Naturally, you're an 
institutional development specialist - and you'll offer excellent interpersonal 
skills, confidence dealing with senior Palestinian representatives and the 
donor community on complex policy issues, and an appreciation of public 
financial management and legal issues. 


This contract is for a 2 year fixed term period on Home Civil Service terms 
and is subject to a 10 month probation period, You will be eligible for 
our flexible travel package. 


DFID is an equal opportunities employer. Applications are welcomed from 
all parts of the community. Selection is on merit. To work for us, you must 
be a national of a member state of the European Economic Area, a citizen 
of the British Commonwealth with the established right to live and work 
in the UK, or have been granted refugee status (as defined by the 1951 
UN Convention on Refugees) by the UK authorities. 


For more information on this vacancy, DFID in general, and an electronic 
application form, visit our website. Alternatively, call 01355 843352 or 
e-mail group5d1 @dfid.gov.uk to request an 


application pack - quoting Ref. AH375/5S5 Ü j 
Closing date - 16 August 2002. Nh. E 


Department for 

DFI international 

i j Development 
www.dfid.gov.uk 





Rusin es 5 id 
Opportunities 


donations, A $600,000 investment 


+ Floor, Morley Hause, 314-3 benefits. 
London WIR SAG, United Kingdom 
Tet: +44 {0} 20 76389618 
Fax: +46 (0) 20 76369647 

-exp COM 


wwWw.usaenvironment.org 





Leading Environmental Education Society |. - 


Founded 1970 offers its management rights | 
iQ an entrepreneurial executive/investor E 
Attractive revenue provided by real estate} 


generate long term generous salaries aad} 


Email AmericanSociety 2001 @ yahoo.com: * 
Ph Allen Wedvick, San Francisco 415-479-7700 
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<- Wooprow WILSON SCHOOL 
& OF PUBLIC AND INTERNATIONAL AFFAIRS EM 
! ur Master's Degree in Public Policy: 


A One-Year Degree Program for Mid-Career Professionals 


























For further information, AJ | | 
de nee Princeton University and the World Bank invite applications for the Robert S. 


McNamara Fellowship Program, which provides full funding for qualified mid-career 


or visit our website at od | 
professionals from developing countries to attend Princeton s Master in Public 


www.wws.princeton.edu/ 


degree/mpp.html Policy program. This rigorous program provides rising leaders in international and 
domestic public policy an opportunity to develop their economic and policy skills in 

Woodrow Wilson School an academic environment recognized the world over for excellence. 

Master's Degree in 

Nea EPIS Financial Assistance: McNamara Fellows receive a full tuition scholarship as well as 
travel costs and a stipend for living expenses for themselves and their families. 


Princeton, NJ 08544-1013 


Qualifications: Applicants must have at least seven (7) years of public service 
experience in a field related to economic development or public policy. Mid-career 
The Woodrow Wilson School also professionals from all World Bank borrowing member countries, including former 
offers a two-year Master's degree — socialist countries, are eligible. The MPP Program at Princeton University is highly 
in Public Affairs (M.P.A.) anda competitive. Successful candidates demonstrate both high professional achievement 
Ph.D. degree program. and exceptional academic records, including strong grounding in quantitative and 
economic analysis. 


Applications due January 2, 2003. 


— EE etree tt e e EE Eo e a A A Rr P Aat oi er monere Heer Storm rr gemeint IH v ttim mtem msentecsieenccmissee mete nnmis 





Republic of Cyprus 
Ministry of Communications and Works 


Concession Contract for the Re-Development of Larnaka Port 





The Ministry of Communication and Works (the "Ministry"), on behalf of the Government of the Republic of Cyprus (“the Government”), and advised by 
PricewaterhouseCoopers, is initiating a tender process for the award of a concession contract to a suitable bidder (or consortium) for the re-development of 
Larnaka Port under a long term Design-Build-Finance-Operate style contract. 

. Project scope 

The Government's intention is to re-develop the existing port of Larnaka, transforming it into a major cruise passenger destination. This re-development will be 
undertaken as a public private partnership. | | 
The re-development is likely to include the reconfiguration of the existing port infrastructure (to include a larger vessel turning circle and the realignment of | 
quays) and the development of the extensive land that is within the port boundaries. The concessionaire will be required to undertake the port and real estate 
development, to manage the real estate, and to undertake the passenger and commercial port operations. The form of the real estate development will have to be 
consistent with, and complementary to, the development of the port as a major cruise passenger destination. The Government is aiming to attract bidders with 
innovative re-development concepts and approaches, which will enable the Republic of Cyprus to maximise the project benefits and provide value for money. 


. invitation to Pre-Qualify | 
/. The Ministry invites prospective parties. with port and real estate management experience, to apply to pre-qualify for the tender by completing an Invitation to 
] Submit Outline Proposal (“ISOP”) questionnaire, available from the address given below. The ISOP is accompanied by a Preliminary Information Memorandum 
|| (“PIM”), which provides more information on the proposed project, the transaction structure and the procurement process. Completed ISOPs, must be received 
— no later than 09:00 AM on 29 November 2002, at the following address: | 
— President of the main Tender Board 
Treasury of the Republic 
CY-1441 Nicosia, Cyprus 
Tel: +357 22 401010, Facsimile: +357 22 675580 
Please reply to: 
The Permanent Secretary, Ministry of Communications and Works, 
28 Acheon Street, CY-1424 Nicosia, Cyprus; 
'Tel. Number: 4357 22 800253, Fax Number: 4357 22 776272 


PRICEWATERHOUsE(COPERS 


PricewaterhouseCoopers refers to the UK firm of PricewaterhouseCoopers and to the worldwide PricewaterhouseCoopers organisation. 
The UK firm of PricewaterhouseCoopers is authorised by the Institute of Chartered Accountants in England and Wales to carry on investment business. 
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. » OWNED BY NED BY LAWYERS AND ACCOUNTANTS e CONFIDENTIALITY GUARANTEED e BANK K INTRODUCTIONS 


The SCF Group, est. in 1989 provides full ranges of offshore services at what we believe are the 
most competitive rates currently available by a licensed professional firm. 


prices contact us today 


S CN Breese : For immediate, fri iendly advice, please contact: 
LICENSED CO. l 30-100 Sydney St, Chelsea, Haien] Harper LL. B (Hons), Dip. Law, AOI Janson Lote 
NE ry B.Sc (Hons) 
& TRUST MANAGEMENT | ~ ieee | London SWA n ,, E-mail: helen@setgroup.com E-mail: janson@scfgroup.com 
ii ü LAr S dti Tel +44 (0) 20 7352 2274 Charles Baker M.A. (Hons) 
Fax. +44 (Ø) 20 7795 0016 E-mail: charles@sctgroup.com 
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i i | is y | PARCOURS USER M ee 
k i ; ists 4" PTS New Canadian Immigration Law 
Ban a ing Specia ists E OFFSHORE COMPANIES | Offshore Corporations AH professional amd technical Orcupatons killed 
Offshore Company Formation i PROTECTING ASSETS » SAFEGUARDING WEALTH trades, managers, unmarried couples cas NOW qualify 


Banks, Trusts, Foundations 
Bank oe Credit Cards 


Private Bank Acquisitions 
Bank Introductions 
Credit Enhancement 


for Permanent Resident Visas. Bilingual VagtistFrench P 
an advantage, Pree oniine assessments within 24 hours. E 


BUSINESS Iob Searches. 


7nd Citi hi | . Monan e Esperienced Canadian bnmigmtion Lawyer, 
zn iizenship Programs i Loonand Simon, 255 Laind Blut. Mount Royal, 
Diplomatic Introductions | P 7 RCH AS E O N- LINE -— Quebec, Canada HIP 27% 
: ^ j i ax f r 4-437495 etait: 1 IAN aX E 
Tel: +44 (0)20 7958 9014 offshore4busi ness.com Fax: G14) 79-0795. Pnuit: Laimene @simenevisa.com 


+44 :10)20 75149902 


j| Alf major credit cards SErtREEIU 


Weir wsyvwtmeoervisa.cam 







Fax: +44 (0)20 7958 9383 adis 
Email: Info globalcapital.ce Gi Sha 
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MASTER DEALERSHIP, 
COUNTRIES AVAILABLE 
Perpetual Agreement. $250K investment. | 
Worldwide Maestro? & Cirrus 
network. 
Exceptional opportunity in international | 
money transfer sector. 
Contact Mr. Cerni, 
Tel. USA i 312-446-9485 


AN INCREDIBLE 
INVENTION 


Proven to cut electricity costs by up to 40%. 
Manufacturer seeks UK and overseas 
distributors for this top quality high tech 
product with amazing customer demand. 
Tek +44 (0) 1872 223000 
Fax: +44 (000 872 264323 
For information pack 


OFFSHORE 
COMPANIES 


WEALTH PROTECTION 
AND TAX MANAGEMENT 






PUBLISH YOUR BOOK 
ALL SUBJECTS INVITED 







Write or send your manuscript to 


ATHENA PRESS 


QUEEN'S HOUSE, 2 HOLLY ROAD, 
TWICKENHAM TW1 4EG. UK. 


E- mat Aranana ads com www.swiss-bank-accounts.com 





LETS ETS At hr Nernst pene araa ar ta 
E: 
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Learn Another 
Language 
onYour Own! 


Learn fo speak a foreign language 
fluently on your own and at your own pace with what are considered i finest 
in-depth courses available. Many were developed by the Foreign Service 
Institute of the U.S. Department of State for diplomatic personnel who must 
learn a language quickly and thoroughly. Emphasis is on learning to speak and 
to understand the spoken language. A typical course (equivalent to a college 
semester) includes an album of 10 to 12 audio cassettes (10 to 18 hours), recorded 
by native-born speakers, plus a 250-page textbook. Some of our courses: 


L] Arabic, Saudi $185 (Cl Hungarian $225 [ Serbo-Croatian $225 


With over 25 years experience in 
facilitating offshore and international 
business, we deliver workable and cost 


| 
= effective solutions. 





. Solutions for palates 





id Trading or rinvesting internationally 


d Protecting your wealth 





Md Setting upa business overseas 


L Egyptian $185 1 Italian $185 0 Slovak $225 

[] Bulgarian $265 © Japanese $185 O Spanish, European $125 | 

C] Czech $155 C1 Korean $225 [0 Latin American] $185 Contact David Stevenson for an 

© Danish $155 Cl Mandarin — $185 [C] Latin American ll. $165 exploratory discussion or a copy of 

CJ Dutch $155 D) Norwegian $135 [Swedish $225 our FREE 110 page brochure 

LI French Í $185 © Polish $195 ( Tagalog $325 ! ! | 

C] French HO $215 1 Persian $185 © Thai $225 T: +44 (1624) 818899 _ ; 

L1 German Í $185 Portuguese [1 Turkish $225 "der pp mania 5. Ms TUE 
| Ll German ll $155 ClBrazlian $225 (1 Ukrainian $225 por (1624) 2 2 scsi f i. 
[3 Greek $185 LlEuropean $155 0 Urdu $195 | E: business@ocra. com 

[] Hebrew $258 [ Russian $255 O Vietnamese $245 - 


W: www.ocra. com 








Order now with a full 3-week money-back guarantee, To 
place order call toll-free (US & Canada)1-800-243-1234, 
toll-free fax (888) 453-4329, email:RJ709@andioforum.com, 
or mail check or money order. For overseas orders call (203) 
453-9794, fax (203) 453-9774, add $29. for overseas shipping. l 
Ask for our free 52-page Whole World Language Catalog | Scots Gaelic, $90 
with courses in 103 languages. Our 30th year. C) Uzbek, $55 


 BUDICHFGRUI. Audio-Forum, Room J709, 96 Broad St, 


UAGE GE BOURCE- Guilford, CT WAS T2612 Bs 


Brief courses: 

D) Azerbaijani, $55 
[] Indonesian, $55 
LI Kazakh, $55 
















CD 


redit cards accepted 
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84 Economic and 


nancial indicators 





Overview 


Stockmarkets tumbled but then rallied mid- 
week. America's Dow Jones Industrial Aver- 
age fell by 4.1% over the week. The S&P 500 
hitits lowest level since 1997, and the Nas- 
daq Composite fell by 7.7%. In Europe, Brit- 
ain's FTSE 100 fell by 9.9% to a six-year low, 
and France's CAC 40 fell by 12.196. Japan's 
Nikkei escaped the worst ofthe mayhem, 
falling only by 3.4%. 


According to the Conference Board, Amer- 
ica's index of leading economic indicators 
was unchanged in June. In May, consumers’ 
appetite for imports drove America's trade 
deficitin goods and services to a record 
$37.6 billion, while the 12-month trade defi- 
citin goods reached $430.3 billion. Con- 
sumer-price inflation slowed to 1.1% in the 
year to June, compared with 3.2% in the year 
to June 2001. 


In the year to May, the euro area ran up a 
$72.7 billion trade surplus. Exports fell by 
1% over the year, but imports fell by 8%. 


TheJapanese seemed to shrug off global 
economic worries. Consumer confidence rose 
to 39.3in the second quarter, from 38.4 in 
the first quarter. 


Sweden's unemployment rate rose to 4.0% 
in June, from 3.4% in May. 


Despite its buoyant economy, Australia's 
consumer-price inflation edged down to 
.8% in the year to the second quarter. 








Data on more countries are available to 
subscribers on www.economist.com 





Output, demand and jobs 


% change on year ago 



























The Economist poll Industrial Retail sales Unemployment 
LL. 90P GDP forecasts production (volume) % rate 
1lqt* 1 year 2002 2003 latest latest latest — yearago 
Austrai tag sae a +40 +39 +43 0 1 +50 m 65 Jun 69 
Au: striz | -14 Apr 41 May 35 





10.4 Jun! 9.9 


rere ———— '— 


5.2 May 4.9 - 


7.5 Jun 



























10. May 


9.8 Jun$ 9.3 




















+09 +03 0 


** change at an annual rate. tNot seasonally adjusted. tmar- -May; claimant count rate 3. 29i in May. SEU harmonised rate 8.3%. **Apr- — 
Jun. tT Revised series. 








Prices and wages 
% change on year ago 
The Economist poll 
Consumer prices consumer prices forecast 


year ago 2002 2003 


Producer prices 
latest year ago 


Wages/earnings 
latest year ago 














latest 





Australia 
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Money and interest rates The Economist commodity price index 
19954100 
Money supply* " Interest rates % p.a. (Jul 24th 2002) . % change on 
% change on year ago 3-mth money market 2-year 10-yeargov'tbonds ^ corporate Juliéth — Jut 23rd bu e 
— Qn narrow broad — — latest — yearago — gov'tbonds ^ latest —— yearago bonds - ini ^77 ^ 00 eee Mm 
Australia — * 37 — «149 My — 492 ^ 504  . $99 1. BID 2 O rox CMM ater ake 
Britain +94 46,5 Jun 3.94 5.19 4.10 4.81 5.06 5.91 E AT s e ts 
Canada —— «145 +58 Jun | 269 4.09 3.33 528 575 709 E. MEES PM TL NP LC NS SR 
Denmark — «32 273 Jun 35] 4.82 415 — 493 518 ggg  Pdustrials 
Japan — ^ 4324 «34 Jun 003 001 ^ Q0? 131 138 ETT Se Sn 21 *18 
Sweden — 425 473 Ax 419 ^ 429 457 516 530 5415 Nf 70.6 708 - 3.3 +57 
Switzerland +8.5 443 Jn 105 ^ 320 ~ T . 284 1385 4 396 Metas 699 67.6 — -i0 -15 
TEES 640° 14 °° 672 terling index 
78 May 3.38 44] 1361 466 490 5.83 Allitems — 739 — — 73.9 | 95 7-2 
rmany for bonds. *New series. Benchmarks: US 30-year Euro index 
5.45%, Japan No.240 1.33%. Central bank rates: US fed funds 1.75%, ECB refinancing 3.25%, BO overnight call 0.001%, BOE repo 4.0095. Alftems — 1958 — 97.1 «15 -70 
rsen, UBS Warburg, DRI-WEFA, Westpac, Yen index 
Alitems — 907 915 — -00 -02 
— M M MÀ——M——————— — Gold LS 
Stockmarkets Speroz 318.00 € —.— 318.50 +01 +18.5 
Market indices West Texas Intermediate 
% change on $ per barrel — 27.75 — 26.36 +02 +10 
2002 : Ong. ear Dec31st2001 * Provisional. 1 Non-food agricutturals. 
Jul 24th high low week high in local in $ 
wt i t t MM LL AUI feRty terms _ 
Australia (All Ordinaries) — — 2,965.1 — 3,440.0 —2,965.1 ^ - 3.5 -148 ——-118 - 73. 
Austria (ATX) — — 1,121.3 13572 11144 ^ - 79 ^ -355 - 17 OT 
Belgium (Bel20) — — 1,979.3 2,899.8 — 1979.3 — -12.9 ^  -46.22 ^  -289 -20,6 - 
Britain (FTSE 100) — — 37771 5,3238 — 3,777.31 ^ - 9.29 ^ -45.5 -27.6 -218 
Canada (Toronto Composite) — 6,382.1 — 7,058. — 6161.1 — - 47 ^ -440 -17.0  -162 
Denmark (KBX) — — — 169.0 — 2334 ^ 1690 -136 -44.0 -248 -161 
France (SBF 250) — — ^ 2,067.7 3,0819 2,0677 -44.0 23929 o o -30.6 -22.6 
.....xC40) — 3023.7 46880 30237 -121 ` 756.3 ^ 2346 -271 
Germany (Xetra DAX) — 3,632.7 5,462.6 3,515.8 — z412 755.0 -296  -215 
Italy (BC) — — — 77 — 10778 15130 107.8 — - 91 -506 . -248  -161 
Japan (Nikkei 225) — ^ — 9,947.7 119799 9,4209  - 34 -]44 - &6 +64 
(Topix) — 976.6 — 13139.4— 9225 ^ - 12 ^ -661 ^ - 5.4 +67 
Netherlands (AEX) — ^ 318.4 — 5312 ^ 3184 -161  -54&6 -3712  -299 
Spain (Madrid SE) — — 6312 ^ 848.1 ^ 6312 — - 89  -449 -234 -146 
Sweden (AffarsvarldenGen) — 141.1 — 2368 ^ 1431 -143 -642 -382  -324 
Switzerland (Swiss Market) 4,607.8 6,694.1 4,607.8 -13,1 -45.2 -282  -1&1 
United States (DJIA) — — 8,191.3 10,635.3 7,7023 ^ - 41 -301 - 18.3  -1833 
coss ARP500) — — 8434 11725 ^ 7912 - L9 2448  — 7265 -265 — 
TEMA (Nasdaq Comp) 1,290.0 —2,059.4 — 1229.0 — - 72 —— T744 ^^ 7339 -33.9 
Europe (FTSE Eurotop 300)* — 862.3 1,279.) —— 8623 ^  -110 ^.  -49.4 -316  -237 
Euro area (FTSE Ebloc 100)* 7325 1,125.1 7 3e5 0 -ie6 2B -34.1 — -26. 5 — 
Wold(MscD! —^ à— 7^. 176.2 — 10244 ^ 756] ^  - 71.9 ^  -464 ^ ma -227 
World bond market (Salomon)! 494.5 ^ 4978 ^ 4303 +01 - 0J ma 4125. 
*In euro terms. TMorgan Stanley Capital International index includes individual markets listed above plus eight others, in dollar terms. : 
Ísaiomon Smith Barney World Government Bond Index, total return, in $ terms, 
Trade, exchange rates and budgets 
Trade balance*, $bn Currentaccount — — . Exchangerate _ HN Currency units M 
latest 12 $bn The Economist poll trade-weighted per per per per balance 
months latest 12 mths * of GDP, forecast Jul24th year ago $ £ euro — Y100 % of GDP 
— eo gO ng OOS PRAE __Sulesth yearago RE 
Australia — — Tf 55 MN cua) i. ond s o 736 202 71.0 — 716 — 186 à— 197 293 185 160 01 
Austria — —  - 24 Ay o — - i13 M — -22  -20 100.8 — 100.1 1 — L0] — 114 — 158 = 087 ^  -03 
Belgium — —  * 13.0 May — + 13.0 dec — +50 — 553 ^ 10.1 98) 101 — 114 — 158 =- 087 ^ ni 
Britain — &«— = 45.6 My — —-312 0 — -22 — -21  — 106.5 — 1065 ^ — 0.64 — 0.70 —& — - 0.63 0.55 ^  -08 
Canada + 34.7 May ELE LA Q1 u +R o +23 ooo 74.9 — 78.4 1.58. 154 ^ 249 1 57. 436-10. 
Denmark —  — « 7.1 May — + 35 My — *19  *19 103.5 1020 — 7749 ^ 847 118 743 644 22. 
France + 8.5 May + 26.2 May +18 +17 1029 101,3 1.01 1.14 1.58 
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tates -430.3 May 
uade sash A mR et DE oto M ce TN 


Euro area + 72.7 May + 16.0 Apr +04 +05 818 78.0 101 114 1.8 - 0.87 -1.5 


meme in inet ont AAAA ya ees run a anaa ta a Aaaa A MA an ia a a ia meeen en na a AAAA eer eT aaa aaa e: 
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*Merchandise. Australia, Britain, France, Canada, Japan and United States imports fob, exports fob. All others cif/fob. 11990100, Bank of England. OECD forecast. 




















| Overview 


d GDP in the Czech Republic rose by 2.5% in the 
| year to the second quarter, matching its 
growth rate of the previous three months. 


Taiwan' s industrial output rose by 8.4% in 
 theyearto June, its fourth month of positive 
: annual growth. Mexico's industrial output 

. rose by 0.9% in the year to May. Even so, it 
fell by 0.4% compared with the previous 
month. 


Deflation continues to beset Hong Kong, 
where consumer prices have been falling 
year-on-year since November 1998. In the 
year to June, they fell by 3.3%. Pricing power 
_ is also weak elsewhere in Asia; consumer- 
price inflation in Singapore was just 0.1% in 
the year to June. 















































































































































Economy 
% change on year ago Latest 12 months, $bn Foreign - 
GDP Industrial Consumer Trade Current reserves” 
production prices balance account $bn, latest 
China +80 œ +124 Xm -0B Xm 427-9 Jw +21.2 20018 — 2312 Hw. 
Hong Kong —-09 m A] -116 0 -3.5 un - 88 May +14.5 Q1 — 112.46 wn 
Inda o +64 0 + 3.8 My +47 May = 5.7 May — * 1.54 a 547 3n 
Indonesia — — *25 qd 3-94 a ^ — +115 je — — +26.9 May +84 Qi , 27.9 May 
Malaysia +210 @ o | + 4.0 My — * 19 May — — *13.2 May + 7.0 @ 32.6 May 
Philippines - * 38 Q1 *17.0 Ap —  * 3.0 Jm ——— | * 2.5 May — * 5.2 Mar — — 14.1 Jun 
Singapore — $*32 Q9 —- +17,0 May +01 Jun —  * 5.7 Jm *18.6 Qi 804 Jun 
South Korea — -* 5.7 Qi — 7.7 May —— *26 Xn —.L— * 8.7 Jun — * 5.9 May — 109.6 May 
Taiwan — — 009 oq — * 8.4 Jun —  * 0.1 dun  *18.6 Jun — 422.0 Q1 — 148.2 Jun 
Thailand «£39 Q * 8.4 May + 0.2 Jun + 4.2 May + 6.5 May 34.5 May 
Argentina — — -163 a1 —— -124 Jm +284 Jun +118 My ml Qi — 102 May 
Brzl — — — -07 qm — -09 My — *77 X» — *53 X -19.0 My 32.9 May 
Chile — — 0 ti15 u o 2:38 My X C20 Je .. +23 un =10 0, 120 y 
Colombia — — «05 qm -07 My +63 Xn +06 Ma -14 @ 10.5 May 
Mexico SaO 0 core * 0.9 May — * 49 Jn —— — -9.2 Wn — -168 Qi — 2 44.9 My 
Peru *43 May — *86 Apr -0.2 xn ^ ^), Rl my -10 Qm Á—98— 87 My 
Venezuela - -42 Q0 -20.0 Mar 419.6 Jun +80 m +18 m 6.7 Apr 
Egypt — 1. * 49 200! — * 7.8 200] + 2.7 Ap — — - 8.4 Me — -0.1 m —— 12.6 Mar 
Israel 52 0 — *0.1 May — *6.6 Xn — <64 n -23 U — 248 Jn 
South Africa — «21 m —— *68 My — «89 Xn — «38 My -01 Q 59 My 
Turkey +23 Q1 +11.0 May 442.6 Jun ~ 8.9 Apr + 2.6 Apr 22.0 May 
Czech Republic — « 2.5 o — — * 5.1 My — * 12 3m = 25 Jm -24 212 Xm. 
Hungary +29 o -07 My +48 Xn —  -24 My -18 May — 102 3n 
Poland _ +05 m — *2.2 Jm — — * 16 Xn — — -108 My  -7.1 My — 282 n 
Russia +37 Q1 * 4,4 Jun +14.9 Jun +43.4 May +312 1 39.8 Jun 
*Excluding gold, except Singapore; IMF definition. tYear ending June. SEconomist Intelligence Unit estimate. 
Financial markets 
i Currency units Interest rates  Stockmarkets % change on 
per $ per £ short-term Jul 24th Dec 31st 2001 
Jul24th yearago  Jul24th % p.a. one in local in $ 
week currency — terms 
China 8.28 8.28 13.0 na 1,745.0 -1.7 + 19 + 1.9 
HongKong 7.80 7.80) 123 č 180 € 99720 — -3.5 5 - 125  -125 
Inda — 48.7 —— 42i. 76.5 — 5.84 3105  — -34 =- 47 - 56 
Indonesia 9,063 10,050 14254 1553 4600 -40 +173  *347 
Malaysia — — 3.80 — 3.80 — 598 — — 325 — 7151. -22 — * 27 +27 
Philippines 50.7 53.5 79.8 6.56 1,149.0 -0.7 - 1.6 + 0,1 
Singapore — 174 182 274 LTH 15228 -38 . — 62  - 06 
South Korea —— 1,165 1,305 1,833 4.89 O 344 -65  — t 40 61L5 
Taiwan - 332 348 | 523 2.05 | 50395 -460 - 92  - 44 
Thailand — — : 41.2 457 647 200 C 914.6. B0 4232 . £354 
Argentina 3.64 1.00 5.73 50.10 364.2 - 3.0 + 23.3 - 66.1 
Brazii 294 249 462 17.89 o | 99374 76 . — 258 ~ 424 
Chite © 702 663 ` 1105 324 47491 «0. — -120 © - 3.2 
Colombia 2,573 2,304 4046 7.9 12046 | -11 +125  - 04 
Mexico 9.1 916 15.3 682 60104 -61 - 5.7 -109 
Peu OO 354 350 556 290  - 1,184.0 +12 + 07 - 19 
Venezuela 1319 724 2074 3354 7,046.9 -19 + 73 -384 
Egypt 4.65 3.95 7.31 7.20 5,424.9 -2.7 + 29 + 13 
Israel — 4.69 419 738 640 3502  — -54 - 216  - 263 
South Africa 10. 3 8.0 16.2 1240 —— 9,393. B -— 87. |. 2100. AB 
Turkey 1,695,000 1,325,000 2,666,066 4400 — 9,150 — -7.7 - 29.5 = 39.5 
Czech Republic 30.4 38.5 47,9 3:35 406.6 -5.1 + 3.0 + 20.4 
Hungary 24} 281 3889.65 65898 -M7  - 76 8.0 
Poland 4,10 4.20 6.45 8.82 12,748.5 -8.4 ~ 8.4 - 11.8 
Rusia 31.5 202 496 2300 | 325.00 — -137 +293 +25.0 
EMF(MSCI)* | 100 100 157 Hi 30.1 -70 na - 48 
EMBI+ = NN 100 — 157 na 2004 -16 na + 00 


*Emerging Mkts Free. 3.P. Morgan Chase's Emerging Mkts Bond Index Plus. Hin $ terms. 


Sources: National statistics offices, central banks and stock exchanges; Thomson Datastream; Economist Intelligence Unit; Reuters; UBS War- 
burg; J.P Morgan Chase; Hong Kong Monetary Authority; Centre for Monitoring Indian Economy; FIEL; EFG-Hermes; Bank Leumi Le-Israel; 
Standard Bank Group; Garanti Bank; Deutsche Bank; Russian Economic Trends. 
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d The world this week 


Politics 


A 3 4 
The cycle of violence contin- 
ued in the Middle East. Pal- 
estinian terrorists killed two 
Israelis and five others by 
planting a bomb in a handbag 
in a student café at Jerusa- 
lem's Hebrew University. Pal- 
estinians held a celebration 
march in Gaza. 


A United Nations report dis- 
missed Palestinian claims that 
Israel had “massacred” hun- 
dreds of civilians in the Jenin 
refugee camp in April. It said 
that 52 Palestinians were 
killed in the fighting, as many 
as half of them civilians. Israel 
lost 23 soldiers. The UN 
faulted Israel for using heavy 
weapons in an urban area, 
and the Palestinians for using 
the camp as a base for some 
200 fighters. 


Tehran's Revolutionary Court 
sent 33 members of the Iran 
Freedom Movement to jail 
for up to ten years and out- 
lawed their party. They were 
charged with trying to over- 
throw "the holy system" of 
government with new ideas. 


Egypt sentenced Saadeddin 
Ibrahim, a respected Egyptian 
academic, to seven years' 
imprisonment, in effect for 
criticising the government. 
Separately, an Egyptian mili- 
tary court imprisoned 16 Is- 
lamists, most of them 
academics or professionals. 


Rwanda and Congo agreed 
on a peace pact. Rwanda 
promised to withdraw its 
troops from eastern Congo if 
the Congolese government 
disarms or expels the Hutu 
militias hiding in Congo. 
Some of these militiamen 
took part in the Rwandan 


genocide of 1994; Rwanda 
fears they will strike again. Mi- 
litia leaders said they would 
not disarm. 


Nelson Mandela, South Af- 
rica's ex-president, rebuked 
his successor, Thabo Mbeki, 
for his handling of the Arps 
epidemic, urging him to make 
antiretroviral drugs available 
to all who need them. 


In Equatorial Guinea, Fabien 
Nseu Guema, an opposition 
leader, got a year in jail for in- 
sulting the president, Theo- 
doro Obiang Nguema. 


Not your place 

Britain's government is think- 
ing about limiting one of Mar- 
garet Thatcher's proudest 
legacies: the right of council 
tenants to buy their homes. 
The government is worried 
that some areas have too little 
social housing. 


France's interior minister, Nic- 
olas Sarkozy, enlisted the sup- 
port of his Romanian 
counterpart in a programme 
to expel Romanian beggars 
and prostitutes, many of them 
gypsies, from France. 





In Albania, Fatos Nano, leader 
of the Socialists, was installed 
as prime minister. Bad news 
for Albanians, on past form. 


After meeting Germany's 
Chancellor Gerhard Schróder, 
President Jacques Chirac said 
both countries thought an at- 
tack on Iraq would be justi- 
fied only with a mandate from 
the UN Security Council. 


German opinion polls 
showed Edmund Stoiber, the 
conservative challenger, catch- 
ing up on Mr Schróder, and 
the conservative parties, al- 
ready ahead of Mr Schróder's 


Social Democrats, increasing 
their lead. 


Turkey's parliament voted for 
an early general election, on 
November 3rd. 





A jet aircraft crashed at a Uk- 
rainian air show, killing over 
80 spectators and injuring 120 
more. It was the world's worst 
air-show disaster. 


Up, down, up 

The Senate seemed likely to 
follow the House's example 
by giving President George 
Bush "fast track" authority for 
negotiating trade agreements. 
The authority, which expired 
in 1994 under Bill Clinton, 
guarantees that Congress will 
vote promptly on trade agree- 
ments and be unable to 
amend them. 


The Senate held hearings on 
the possibility of war with 
Iraq. Joseph Biden, chairman 
of the foreign-relations com- 
mittee, gave warning that an 
attack might cause what it 
aimed to prevent: Saddam 
Hussein's use of weapons of 
mass destruction. 


James Traficant, a Democrat 
recently kicked out of Con- 
gress, was sentenced to eight 
years in prison when he was 
convicted on corruption 
charges. 


Nine coal miners were saved 
from a mine shaft in Pennsyl- 
vania, having spent 77 hours 
in tunnels flooded with mil- 
lions of gallons of water. 


Advance Australia unfair 

A report by the special envoy 
for the United Nations High 
Commissioner for Human 
Rights criticised Australia's 
policy of detaining asylum- 
seekers. It picked out the de- 
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tention of children and the 
length of time taken to decide 
on asylum applications. 


South Korea's parliament 
voted to reject the country's 
first female prime minister, 
Chang Sang, who was nomi- 
nated by the president, Kim 
Dae Jung, in a cabinet shuffle 
on July 11th. During a two-day 
hearing in the National As- 
sembly, MPs accused Mrs 
Chang of lying about her past 
and her property dealings. 


Colin Powell, America's secre- 
tary of state, held an informal 
meeting with Paek Nam Sun, 
his North Korean counter- 
part, during an Asian regional 
security summit in Brunei. It 
was the countries' highest- 
level meeting for two years. 


Latin rites 

Several South American cur- 
rencies and bonds took a beat- 
ing. Finance officials from 
Brazil dashed to the mF for 
talks after the real fell by about 
8% in three days. Uruguay de- 
creed a three-day bank holi- 
day and joined the queue for 
extra IMF help. Paul O'Neill, 
America's treasury secretary, 
said this would “end up in 
Swiss bank accounts". Brazil 
howled; the White House said 
it trusted both Brazil's govern- 
ment and Mr O'Neill. 





The pope visited Guatemala, 
where he canonised a little- 
known 17th-century Spanish 
missionary, and Mexico, 
where he did the same for 
Juan Diego, a better-known 
but probably mythical 16th- 
century Mexican Indian. He 
also spoke publicly for the first 
time about the sexual-abuse 
scandals that have damaged 
the Catholic church, saying 
that they had caused “a deep 
sense of sadness and shame". » 
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Business 





In the second quarter, Amer- 
ica's economy grew by a mea- 
gre 1.1% at an annual rate, as 
consumer spending slowed 
and companies' inventories 


—" swelled. Consumer confi- 


dence is also falling, which 
bodes ill for a swift recovery. 
. Revised figures also revealed 

-that the economy had con- 
tracted in the first three quar- 
ters of 2001, contradicting 
earlier claims that recession 
was avoided last year. 


Middelhoff off 

Thomas Middelhoff became 
the latest high-profile casualty 
of the battle to unite media 
and the Internet. Differences 
with Bertelsmann's board 
over plans to take the German 
firm public prompted his de- 
parture as chief executive. His 
efforts to engineer "conver- 
gence" between traditional 
media offerings and the on- 
line world were called bold 
and innovative; Bertelsmann, 
having borne the cost of this, 
may now try something more 
-staid and conventional. 


Pearson, a British media con- 
glomerate (and part-owner of 
The Economist), announced 
pre-tax losses of £188m 
($272m) for the half-year, after 
a hefty write-off for goodwill, 
and said that profits for the 
year would be down by as 
much as 15*.. A long advertis- 
ing recession (with no end in 
sight) was cited as a culprit. 


Switzerland's best-known in- 
vestor and corporate gadfly, 
Martin Ebner, fell victim to 
the bear market. He was 
forced by big stockmarket 
losses to relinquish control of 
_ all four of his publicly traded 
-. investment vehicles. 





Big Blue Monday 
IBM agreed to pay $3.5 billion 
in cash and shares for Pricewa- 
terhouseCooper's consulting 
arm. Hewlett-Packard backed 
out of a deal two years ago to 
buy the consulting firm for a 
rumoured $18 billion. pwc 
will abandon plans for an ini- 
tial public offering of the con- 
sultancy, and, to the 
disappointment of fans of risi- 
ble rebrandings, will no longer 
rename it "Monday:". 


Fiat's car unit suffered losses 
of €394m ($362m), pushing 
the Italian company into a loss 
of €34m in the second quar- 
ter. Fiat's strategy of making 
cars that few want to buy has 
led to cuts in jobs and produc- 
tion. Fiat's salvation? Exercis- 
ing an option to sell its 8096 
stake in the car division to 
General Motors, which al- 
ready owns 20%, in 2004. 


BP reported second-quarter re- 
placement-cost profits of $2.2 
billion, down 3696 on a year 
earlier because of falling oil 
prices and refining margins. 
However, the oil giant re- 
mained optimistic: first-quar- 
ter profits forecasts were 
handily surpassed, the divi- 
dend was raised and the com- 
pany is confident it can raise 
production by over 5% this 
year. 


edia 


Pah 
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Qwest heads west 

Qwest Communications 
joined the confessional trend 
of American business. The 
troubled telecoms group ad- 
mitted to “errors” in its ac- 
counting treatment of 
revenues totalling more than 
$1 billion over the past three 
years. Internal investigations 
and a probe by the Securities 
and Exchange Commission 
could reveal more. The com- 
pany’s shares dived yet again. 


AOL Time Warner, the 
world’s biggest media com- 
pany, confirmed reports that 
America’s Justice Department 
had joined the Securities and 
Exchange Commission in an 
investigation of the com- 
pany’s accounts. 


Dynegy’s failed attempt to 
pick at the carcass of Enron, 
once its much larger rival, had 
appeared to yield a consola- 
tion prize: a pipeline running 
the length of America, ac- 
quired at a cost of $1.5 billion. 
Satisfaction was short-lived; 
the energy trader was forced 
to sell the pipeline for $928m 
to a company controlled by 
Warren Buffett in order to 
avoid bankruptcy. Another 
beleaguered energy trader, 
Williams, is also struggling to 
secure new financing to avert 
bankruptcy. 





President George Bush signed 
a tough new bill aimed at | 
stemming the recent flow of 
corporate corruption and 
fraud that has hit confidence 
in American business. Ameri- 
can markets bounced back 
from weeks of gloom after Mr - 
Bush belatedly supported the 
legislation, which introduces 
stricter rules for auditors and . - 
longer prison terms for bent... 
bosses. WorldCom's former. 
CFO and controller were ar- — 
rested for their role in the tele- 
coms firm's $3.9 billion 
accounting fraud. 


Coining it EM 
A coin with a face value of $20 
fetched $7.6m at auction in 
New York. The last existing 

“double eagle” was among 


ten that escaped melting after — 
Franklin Roosevelt took Amer- D 


ica off the gold standard dur- 
ing the Depression. ! 


Boeing was reported to be 
working on an anti-gravity 
machine. Alas, for fans of H.G. 
Wells, who dreamed of it first, 
it was no more than the leak 
of a presentation on the no- 
tions of a Russian scientist. 
Next in the silly season: cold 
fusion in a glass, or the Loch 
Ness monster? 
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her economic data and news 


can be found on pages 80-82 
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The case for war 


If you will the end, it is only honest to will the means 


TS founders called on America 

to show a decent respect for 
the opinions of mankind. And 
so, by and large, it does. But in 
the case of the looming Ameri- 
can war against Iraq, another 
wise saw needs to be borne in 
mind. This one can be found 
pinned in many a corner shop. It advises customers against 
asking for credit, because “a refusal often offends”. 

In much of the world, and even among some Americans, 
indignation is growing at George Bush's slow but remorseless 
preparations to remove Saddam Hussein, Iraq's president, by 
military force (see pages 20-22). No step, the complainers say, 
could be better calculated to offend a billion Muslims and con- 
firm fears that, after September 11th, the over-mighty super- 
power feels entitled to trample wantonly on any enemy, imag- 
ined or real. At the least, it is argued, America should abide by 
the rules. If Mr Bush is planning military action against Iraq, 
he should first ask the UN Security Council for permission. At 
talks in Germany this week, the French president and the Ger- 
man chancellor said once again that there could be no new 
military action against Iraq without fresh UN approval. 

Will Mr Bush seek a new resolution before removing Mr 
Hussein? It is unlikely. If he asks, he may be refused, and a re- 
fusal often offends. Having refused, the other members of the 
Security Council will be offended in turn if make that when- 
America, with Britain probably alongside, strikes Iraq regard- 
less. Lawyers for America and Britain will claim that Mr Hus- 
sein's wholesale violation of the UN disarmament agree- 
ments he signed after being driven out of Kuwait in 1991 is all 
the justification they need. But with all due respect to the Secu- 
rity Council, the legal arguments its members deploy to justify 
their prior political choices are not especially gripping. The is- 
sue here is not Jarndyce v Jarndyce, a quarrel about small print. 
It is the danger Mr Hussein poses to the world, and whether 
that danger is big enough to justify the risks of a war. 





How bad does he have to be? 

The danger Mr Hussein poses cannot be overstated. He is no 
tinpot despot, singled out for arbitrary American punishment. 
Nor is Iraq a banana republic. With the possible exception of 
North Korea, but perhaps not even then, Mr Hussein is the 
world's most monstrous dictator, who by the promiscuous 
use of violence has seized unfettered control of a technologi- 
cally advanced country with vast oil reserves. He has mur- 
dered all his political opponents, sometimes squeezing the 
trigger in person. He has subdued his Kurdish minority by raz- 
ing their villages and spraying them with poison gas. In 1979 
he invaded Iran, thus setting off an eight-year war that squan- 
dered more than 1m lives. In 1990 he invaded and annexed Ku- 
wait, pronouncing it his “19th province". When an American- 
led coalition started to push him out, and though knowing Is- 
rael to be a nuclear power, he fired ballistic missiles into Tel 
Aviv, in the hope of provoking a general Arab-Israeli con- 
flagration. Next time you hear someone ask why, in a world 


full of bad men, it is Mr Hussein whois being picked on, please 
bear all of the above in mind. He may very well be the worst. 

And yet it is not simply in his record of aggression, cruelty 
and recklessness that the peril to the wider world resides. If 
that were all the story, the danger might be easily contained. 
The unique danger in Iraq is that this country's advanced tech- 
nology and potential oil wealth could very soon give this ag- 
gressive, cruel and reckless man an atomic bomb. 

How dangerous would that be? To judge by the reaction of 
Mr Bush's foreign critics, the magnitude of the threat is in the 
eye of the beholder. But it is not difficult to see why, after Sep- 
tember 11th, Americans in particular find it hard to be san- 
guine about the prospect of a sworn enemy equipping him- 
self with weapons of mass destruction (w MD). In the worst 
case, these might one day be used against the United States, ei- 
ther directly by Iraq itself or by some non-state group to whom 
Mr Hussein had transferred his lethal technology. At a mini- 
mum, à nuclear-armed Mr Hussein could be counted on to re- 
vive his earlier ambitions to intimidate his neighbours and 
dominate the Gulf. Prophesying is difficult, especially about 
the past. But if Mr Hussein had already had nuclear weapons 
when he invaded Kuwait 11 years ago, he might still be there. 


Presidents and precedents 

Many people who acknowledge that Mr Hussein is a danger 
nonetheless oppose Mr Bush's plan to depose him, on the 
ground that this would in itself set a dangerous precedent. 
How safe would the world really be if the United States, 
armed now with Mr Bush's new doctrine of pre-emption, 
swanned about it shooting up any country that possessed or 
sought to acquire weapons of mass destruction, deposing any 
president whose face it did not like? That is a good question. It 
is not, however, the question that arises in Iraq. 

When he invaded Kuwait, Mr Hussein forfeited some of 
Iraq's normal sovereign rights. After his defeat, it became ap- 
parent that Iraq had been secretly developing chemical, nu- 
clear and biological weapons, in contravention of its treaty ob- 
ligations, such as those under the nuclear non-proliferation 
pact. Given this, and his recent aggression, the United Nations 
put Iraq under a uniquely intrusive system of surveillance, de- 
signed to ensure that his wMD efforts would come to an end. 
Crippling economic sanctions were to be lifted only when the 
UN's arms inspectors could be sure he had complied. Eleven 
years on, Iraq is still crippled, the inspectors have been forced 
out, and nobody believes that Mr Hussein has given up seek- 
ing a bomb or scrapped all the chemical and biological weap- 
ons he already has. He has literally preferred to starve Iraq 
than to give up his appetite for them. 

None of this is to argue that a war to remove Mr Hussein 
should be undertaken lightly. Though the Iraqi army is even 
less of a match for America's than it was a decade ago, that 
was à different sort of war. With his own head and not just his 
most recent conquest at stake, and especially when he calcu- 
lates that he has nothing to lose, Mr Hussein might very well 
use the unconventional weapons he has collected. The casual- 
ties this time—especially the civilian casualties-could be» 














































uch larger than. fier were before. 


roping for a safer alternative. But wishful thinking in the face 
f mortal danger is bad policy. Perhaps the besthopeisthat, as 
1e noose tightens, Mr Hussein will save himself by letting the 
inspectors return. If they did so on a credible go-anywhere, 
check-anything basis, such an opportunity would be worth 
grabbing, at least to see if it worked. 

Failing this, however, the outlook is grim. Some argue that a 
better alternative to war is to keep Mr Hussein in his box, per- 


Trade 


Fast track to Doha 


FTER months of protection- 
Aist backsliding, American 
trade policy has taken an unex- 
pected and welcome step for- 
ward. On July 27th the House of 
Representatives voted 215-212 to 
grant George Bush “fast-track” 
trade negotiating authority. The 
Senate is expected to follow soon. Fast-track—a 1970s proce- 
dure under which Congress votes for or against a trade deal 
without amending it—is a prerequisite for any trade agree- 
ments, since other countries will never strike deals with 
America that could be unpicked in congressional committees. 
os Five previous presidents have had fast-track. But it lapsed in 
- 1994 and, as Congress grew more disaffected with trade, Bill 
Clinton never won it back. For the Bush administration, then, 
the fast-track vote is a much-needed success. Mr Bush hailed it 
as a “landmark agreement”. His supporters claim that it vindi- 
cates a string of concessions to steel, farm, lumber and textile 
lobbies. These protectionist sops, they argue, were a small 
< price to pay for such a giant leap towards freer trade. 

Not so fast. Mr Bush has indeed won a big victory. But the 
passage of fast-track does not, by itself, promote free trade or 
undo the damage of this year’s steel tariffs or the farm bill. 
Rather, it gives Mr Bush the chance at last to prove himself as 
the free-trader that he claims to be. And that means using fast- 
track wisely—and, in the process, facing down the protection- 
-ist lobbies to which he has so far pandered. 


-Get the focus right 

The biggest challenge may be to focus on the right negotia- 
tions: the trade round launched at Doha last November. Bob 
Zoellick, Mr Bush's trade negotiator, has long argued that 
America can pursue "competitive liberalisation", pushing 
trade deals at bilateral, regional and global level simulta- 
neously. But that risks dissipating energy on easy bilateral 
deals, with dubious trade-enhancing impact, atthe expense of 
tougher, but far more beneficial, multilateral negotiations. Mr 
Zoellick's renewed emphasis on bilateral deals is worrying. As 
well as completing trade agreements with Chile and Singa- 
pore, there is now talk of deals with Morocco and Australia, 
and regional agreements with countries in Central America 
. and Southern Africa. Half a dozen preferential trade deals 
- sound highly ambitious. If they come at the expense of pro- 


Itis little wonder, given this, that peole of gobdyil are 


have inflicted yer on Iraq’ s ES and so ce 2 
ica and its allies into disrepute in much of the Arab world. But 
the sanctions have not dulled theIragileader'sappetiteforthe - 
most lethal of weapons, and have slowed rather than stopped 
his ability eventually to procure them. The honest choices 
now are to give up and give in, or to remove Mr Hussein before 
he gets his bomb. Painful as itis, our vote isfor war. s 








With one leap, America has turned from protectionist villain to free-trade pioneer 


gress in the Doha round, they will also prove a big mistake. 

No global trade round has been concluded without Ameri- 
can leadership, and Doha will be no exception. Discussion has 
so far been more about the process of negotiations than the 
substance. America’s lack of fast-track has given too many 
countries the excuse to vacillate. With that excuse gone, Amer- 
ica can now lead a bold agenda. In particular, it must persuade 
poor countries, which felt short-changed by the previous Uru- 
guay round, that a Doha deal will be good for them. 

Indeed, there are signs that America is stepping up to the 
plate. On July 25th, before the fast-track vote, the administra- 
tion laid out a commendably radical plan for freeing trade in 
agriculture. Over five years, the Americans propose to elimi- 


nate export subsidies for farm products, and to slash both ta- 


riffs on farm goods and trade-distorting subsidies for farmers. 
The effect would be to remove $100 billion in global trade-dis- 
torting subsidies and to cut the average global tariff on farm 
products from 62% to 15%. Those who coddle their farmers 
most, notably the European Union and Japan, would have to 
make even steeper cuts than America. 

These are exactly the goals to which the Doha round 
should aspire. But credible American leadership requires 
more than one radical blueprint. The administration must rec- 
tify the plan’s self-serving appearance. The focus on eliminat- 
ing export subsidies, which are used far more by the Europe- 
ans than by America, obscures the fact that America’s export . 
credits and its food-aid programme distort global farm trade : 
too. Mr Bush must also overcome the legacy of the lavish farm 
bill he signed in May. For now, the administration's actions to 
boost farm subsidies (albeit to levels still lower than in Europe) 
speak louder than lofty words about cutting them. But if 
America can reverse course, that would help countries in Eu- 
rope, such as Britain and Germany, that are fighting to push . 
through the European Commission's recent plans for a radical 
reform of the zU's common agricultural policy. 

Agriculture may be at the heart of Doha, but American 
boldness must stretch further still. Poorer countries want 
greater access to rich-country textile markets, and assurances 
that anti-dumping rules will be wielded much less freely. Mr 
Bush's steel tariffs have made them even more determined 
that these trade-remedy rules need to be revised. The Doha 
round will not succeed without support from developing 
countries. With fast-track in hand, Mr Bush has a chance to 
win it. But his hard work has ESSI Segun. | d 











Gibraltar — 


In defiance of democracy 





Spain and Britain wantto force a change of status on Gibraltar. They should stop 


N PAST centuries, the rulers of 
Europe traded territories and 
' their citizens like sheep. Gibral- 
| tar was one: by a treaty signed in 
Utrecht in 1713, the king of 
| Spain-unwisely, but he did it— 
nma Y  ceded the Rock to Britain. 
E. MA NO Though the British soon broke 
its terms, allowing, oh horror, Jews and “Moors” to live there, 
that treaty still stands. As for the now 28,000 Gibraltarians, to- 
day's British and Spanish governments seem to think that the 
princely disdain of 1713 stands with it. They are wrong. 

Spaniards say their country has a “historic claim" to Gibral- 
tar. The word is "claim"; history says they haven'ta leg to stand 
on. Geography is little more help. Europe is dotted with spots- 
Greek islands next to Turkey, German and Italian enclaves in 
Switzerland, a Spanish one in France—which geography might 
allocate to other owners but law and common sense do not. 

However, if Britain wants to get rid of Gibraltar, the treaty 
gives Spain the right of first refusal. That, formally, is why the 
British government refuses to consider allowing its colony 
self-determination, unlike most others in the world since 1945. 
Gibraltar has wide autonomy, and a promise, in the preamble 
to its 1969 constitution, that Britain *will never enter into ar- 
rangements under which the people of Gibraltar would pass 
under the sovereignty of another state against their freely and 
democratically expressed wishes." But Britain's Parliament 
can always tear up that promise; and unless, as Gibraltarians 
argue, the treaty is overridden by the United Nations' charter, 
they are not free to choose for themselves. 

Not that they want independence; far from it, nearly all are 
keen to stay British. This angers Spain's government and dis- 










Latin American economies 


. Stopping the rot in Brazil 


The presidential candidates, as well as the IMF, can help 


MOR the second time in two 
months, fear swept through 
Brazil's financial markets this 
week, with the inexorable mo- 
mentum of Ronaldo, the coun- 
try's World Cup striker, crashing 
through opposing defences. The 
currency slumped and the risk 
premium on Brazil's bonds soared, putting them on a similar 
level to Nigeria's. 
Why? Brazil has a presidential election in October. Voters 
will choose a successor to Fernando Henrique Cardoso, who 
. has since 1995 done much to modernise his country’s govern- 
. mentand economy, but at the cost of piling up a large public 
_ debt. Investors abhor uncertainty. And the opinion polls at 














mays Britain's. Spain has not tried force against Gibraltar since. 
1783. But it has tried diplomacy and, under Franco, strangula 
tion. He shut the frontier in 1969, and it stayed shut till 1985, ten 
years after his death. Later Spanish governments have tried 
niggling pressures: slow border crossings, refusal of air fligh 
between Spain and Gibraltar, and the like. At their choice, Gi- 
braltar has become an irritant to relations between Britain and. 
Spain, and to day-to-day business in the European Union. 
















The people? What business is it of theirs? a 
Then began the love affair between Tony Blair and Jose M; 
Aznar. Last year their officials began negotiating a deal 
Joint sovereignty. This idea is sensible, in itself. It has just or 
flaw: the Gibraltarians say no, no and no. They see a deal, 
even the mere declaration of principle that the two powers 
now talk of (to postpone any popular vote in Gibraltar), as the — 
first step towards Spanish sovereignty—and Spain agrees. Last 
week Gibraltar's government hit back: it will now call a refe 
erendum itself, to show its people's feelings. British and Span- ne 
ish officials have responded with a haughtiness straight from. __ 
the 18th century: they will not recognise the vote. Sons 

And that is the real scandal of this affair. The “problem” of - a 
Gibraltar is a Spanish invention. Spain's government has un-  . 


leashed patriotic fervour over a bit of land lost three centuries. 


ago for which it has no case in law and no practical need;and — 
in rank defiance of the principle that people should, when __ 
possible, be governed as they choose. If Gibraltarians wanted: E 
joint sovereignty, or indeed to be Spanish, fine, let's do itat 
once. But they don't. Yet Britain's government has gone half- 
way along with the denial of democracy. Let it rediscover a ue 
spine, and Spain drop its claim, and there would be no Gibral- 
tar affair. Some hope; but that's what both ought to do. & 















this still early stage show two leftish candidates, Luiz Ina | 
Lula da Silva and Ciro Gomes, well ahead of Jose Serra, M 
Cardoso's man. Both front-runners have in the past spoken o 
"restructuring" Brazil's debt. : 


But there is a second factor behind the market turmoil. 1 


comes just seven months after Argentina defaulted on its pub 
lic debt. Argentina is still writhing in an economic agony tha 
saw GDP contract by 16% in the first quarter compared wit 
the same period last year, with unemployment rising to 21.5% 
Its woes have triggered a bank run across the River Plate in 
Uruguay. This week Uruguay's government decreed a four 
day bank holiday as it seeks extra aid from the rwr and mulls 
bank closures. Uruguay's peso devalued by 26% in July alone, . 
raising fears of a debt default in a country that enjoyed anin 

vestment-grade credit rating as recently as May. l 


ough Mex 


tates) and Chile a 





es) at re largely unscathed, there are troubles else- 
where in Latin America too. A painful economic slowdown 
caused mainly by a fall in capital inflows and commodity 
rices) is now being aggravated by “contagion” (ie, spreading 
isk aversion) from Argentina's default. Unchecked, this could 
ret plunge the region into another "lost decade", like the one 
hat followed Mexico's 1982 debt default. 
. That is a prospect which outsiders should want to help 
atin America to avoid. How can the tide be turned? A resolu- 
‘tion of Argentina's monetary and banking problems would 
help, but this may have to await an election in March. So the 
answer lies mainly in Brazil, which has by far the largest econ- 
omy in the region. It faces a choppy few weeks until its elec- 
tion. But a near-term default on the public debt is unlikely: 
most short-term debt is in local currency and will be rolled 
over, at a price, by local investors (see page 37). Even so, Brazil 
-could face a vicious circle of devaluation and capital outflow. 


- The rational case for aid 
"Two things could now help Brazil ride out the storm. The firstis 
: more aid from the mF. True to form, Paul O'Neill, America's 
.- undiplomatic treasury secretary, this week once again sug- 
-. gested that no aid should be forthcoming, arguing that Brazil 
had to change its economic policies so that any aid "doesn't 
| just go out of the country to Swiss bank accounts”. Had Mr 
O'Neill troubled to inform himself, he would have discovered 


Fast-food lawsuits 


P Oh,temptation 








If only fast food were truly addictive 


AST week, Caesar Barber of 
New York filed a class-action 
lawsuit against McDonald's, 
Kentucky Fried Chicken, Burger 
King and Wendy's, four of the 
world's biggest fast-food chains. 
His claim was that they were 
poor health. According to his lawyer, fast food had created a 
"craving" in his hapless client, who was blissfully unaware, 
until his doctor told him, that consuming huge piles of bur- 
gers, fries and milkshakes was not actually good for his health. 
.. Such an absurd lawsuit may have been inevitable as soon 
as the big tobacco settlements began burning a hole in trial 
~ lawyers’ pockets. But there is a catch: fast food is not addictive. 
It does not, asa matter of fact, create a real physical craving, be- 
cause it contains no substance that could induce one. 
-The Economist suggests that this should now change. Con- 
sider the plight of the poor plaintiffs. They must prove that 
- they were physiologically compelled to consume fast food, 
against the weight of scientific evidence and the dictates of 
common sense. Then there are the millions more whoindulge 
in the stuff, but who would feel much better about themselves 
if they knew they had been suborned into doing so. Through 
the simple introduction of minute amounts of cocaine or nico- 
tine into their wares, fast-food companies could improve the 
lot of such folk in future. 










s to its trade links with the United 


the country is debt repayments by Brazilian compar 


that Brazil has stuck rigorously to the deals it ha 


with the IMF since 1999, and that much of the moi 





es tolor 
eign banks that have yanked credit lines they would normally 
have renewed. Brazil, in short, seems a candidate which de- 
serves some further assistance. 

Brazil’s agreement with the ımr runs out in December, 
when Mr Cardoso departs. Its extension now would be mean- 
ingless if it might be repudiated by whomever takes over. That 
is where the candidates could help, by making it clear that 
they support responsible policies. A similar agreement helped 
to turn recession to recovery in South Korea in 1998. Not sur- 
prisingly, in Brazil the candidates have seemed reluctant. The 
IMF is hardly the most popular institution in Latin America. 

The Fund would be wise not to insist that the candidates 
sign a detailed letter of intent. They have recently indicated 
that they would honour existing debt contracts. What is 
needed now is their verbal assent to two main strands of mac- 
roeconomic policy: the large fiscal surpluses required to stabil- 
ise the public debt, and the inflation-targeting system that 
gives monetary stability under a floating exchange rate. 

Some Brazilians might see this as the IMF constraining their 
democratic choice. Yet it still leaves scope for the redistribution 
of public spending or tax changes, or new social policies. Such 
an accord might not work, but it is worth a try. After all, who 
would want to bequeath a financial meltdown to the next 
president? Only a candidate who knows he will not win. & 





The benefits would not stop there. Nobody should be 
keener for fast food to be made addictive than governments. 
Once fast food became a genuine compulsion, there could be 
no economic or moral objection to regulating its consump- 
tion, as alcohol and tobacco are regulated, and to taxing it. The 
revenue from this "sin tax" could be used in a pretend effort to 
wean people off bad food. Many states spent their millions 
from tobacco settlements on balancing budgets, improving 
roads or paying teachers more. Supposedly, people in fiscally 
prudent, literate and well-paved places felt less urge to light 
up. Taxes on fast-food sales could be used in similar ways. Sub- 
sequently bureaucrats, their pensions happily financed by 
such taxes, could prepare carefully graded rationing schemes. 

Making fast food addictive could help the defendants as 
well. They might follow the tobacco firms, who are living 
proof thateven after murderous litigation you can be both uni- 
versally reviled and still successful. When the big tobacco law- 
suits finished, some thought the end of the industry was nigh. 
Far from it: they may have to obey fiddly rules about not mar- 
keting to small children in North America, but cigarette firms 
can still mint money in the rest of the world. Last year, theirs 
was the best-performing industry in the stockmarket. Fast- 
food companies could follow suit and reap both public-rela- 
tions and financial victories. 

Disclaimer: this leader contains irony. The editor of The Econ- 
omist hereby declares that he is not aware of any scientific evi- 


dence that ironical Economist leaders areaddictive.@ = = 









The 


Economist Conferences consist 


CÓ 
| QM 


diee Rem RC OA 


dinner in San Francis 

of innovators in eac 
communications, comput 
and nanotechnoloav. - 


For more informa 
Call: (1.212) 55 
Email: conferences 


Founding sponsor: Sponsored by: Programme developed in co-operation with 


Burson:Marsteller ==) PHOCAS PARTNERS 
































- IR ~ The anti-pollution mea- 
- sures you describe in your sur- 
vey of the global environment 
(July 6th) as market-based - 
tretch the definition of a mar- 
cet. An amended Clean Air 
tand pollution taxes are 
iardly non-governmental ap- 
roaches to protecting and 
aning up the natural world. 
they both use the state to 
orce “good” behaviour on 
eople instead of relying on 
: voluntary agreements, as true 
- markets would. You point out 
-that state subsidies distort 
"markets but you seem not to 
. recognise that taxes and gov- 
ernment regulations do so too. 
-JOE PEACOTT 
: Anchorage, Alaska 


- SIR - Your proposal to tax car- 
^bon emissions and to use the 
"resulting revenue to reduce 
taxes on labour does not go far 
enough. We should impose 
- significant taxes on all uses of 
- non-renewable natural re- 
sources, especially those in 
short supply. The money 
< raised should be used to re- 
duce significantly taxes on la- 


^ bour, our most renewable 


resource. Future generations 
will thank us. 
JOHN KJELLMAN 


-. Henniker, New Hampshire 


srr - In fairness and morality 
-we should strive to eliminate 


all harmful practices that pro- 


|. duce impediments for future 






- generations. We have already 
`: blemished the future by add- 
::ing carbon dioxide to the at- 

. mosphere. We currently gift 

/ the future with the menace of 
- sequestered nuclear waste. Let 
“us not make things worse by 
sequestering carbon and so 
sweeping dirt under the car- 
pet and relying on future gen- 
erations to carry out a 
meaningful clean-up. 
LAURENCE WILLIAMS 

Alliance, Ohio 


+ SIR - You fail to address the 

' pressing need to get clean en- 
-ergy to the world's poorest 
people. Electricity from na- 
tional grids does not reach the 
-rural poor. They need rela- 
tively small amounts of en- 
ergy to light schools, run 


peu SE. environment - health services, increase pro- 


duction and create jobs. To get 
clean energy to them requires 
a decentralised approach us- 
ing local resources such as 
wind power, solar energy or 
small hydroelectric projects. A 
global effort is needed to 
tackle extreme poverty. 

COWAN COVENTRY 

Chief executive 

Intermediate Technology De- 
velopment Group 

Rugby, Warwickshire 


SIR - Carbon dioxide is a 
global problem calling for a 
global solution that takes into 
account the entire life cycle of 
the fuels involved (“Environ- 
mental enemy No. 1”, July 
6th). CO: life-cycle emissions 
for natural gas are higher than 
coal after taking into account 


leakage during transport — 


through old Russian pipelines. 
Moreover, coal-fired electricity 
producers in Europe have in- 
vested heavily in new clean- 
coal technologies—over €7 bil- 
lion in the past three years—in 
order to make coal power 


plants more efficient and envi- - 


ronmentally friendly. 

Coal reserves are distri- 
buted in over 100 countries, 
and are abundant. The Euro- 
pean energy market is strongly 
dependent on its external sup- 
plies. If current trends persist, 
dependence on external gas 
and oil will reach 70% of Euro- 
pean needs in 2030. Imported 
non-subsidised coal is the sec- 
ond-most cost-effective source 
of electricity in Europe. 
ANDREA CLAVARINO 
Euriscoal 
Brussels 


SIR - You suggest that the in- 
troduction of carbon taxes by 
governments is a plausible 
solution to the problem of 
CO». Governments should leg- 
islate and force producers to 
use, store or be penalised for 
their CO: but transparent mar- 
kets should determine prices. 
Producers should be free to 
choose how they pay for CO: 
creation, whether by storage, 
technological advancement, 
consumption (such as "hiring" 
forests) or the purchase of 
emissions credits. This would 
give rise to a competitive in- 
dustry that determines accu- 






-rate prices forthe most. 


efficient and cost effective — 
manner of reining in CO2’s 
environmental threat. 

SEAN GILBERTSON 

Chief executive officer 
globalCOAL. 

London 


SIR - The giant headline pro- 
claiming coal as “Environ- 
mental enemy No. 1" is 
misleading. The real culprit is 


- our thirst for energy, which ex- 


ceeds the pace of developing 
cleaner energy sources. 

TOM HEISCHMAN 

Bethesda, Maryland 


America's unloved bosses 


SIR - Thank you for standing 
up for unloved CEOs (Lexing- 
ton, July 20th). Rich business- 
men are just trying to be liked 
and, to that end, resort to giv- 
ing away millions to charity. 
One hopes that your heartfelt 
article will help more people 


to realise the difficult situation 


in which American bosses 
find themselves. I humbly sug- 
gest a campaign encouraging 
all of us to send flowers to our 
favourite CEOs to show that 


we really do like them. 


ANTOINE MARTIN 
Kansas City, Missoun 


Waxing historical 


SIR - As the historian and au- 
thor of “This Sceptred Isle", 
mentioned in your obituary 
of the duke of Norfolk July 
13th), may 1 answer your ques- 
tion on its appeal. It is that his- 
tory is a brilliant adventure 
story and appeals to an audi- 
ence for the most part starved 
of adventure and a notion of 
its identity. A recent pro- 
gramme discussed why peo- 
ple have become cynical 
towards markets, pension- 
fund management and board- 
rooms. The answer touched 
on the concept that society 
has discarded a sense of duty 
and Whiggism, and thus his- 
tory, all of which once quietly 
balanced the excesses of mer- 
cantilism and later capitalism. 
Shortly before he died, I 
asked the duke if he thought a 
nation leaned on its aristoc- 


> fore learned from itst istory 
His view was that, sadly, none o 
of this any longer mattered to - $ 
most people and that,com-- < 
fortingly, history did notre- 
peat itself—only historians aid 3 






that. 

CHRISTOPHER LEE | 
"This Sceptred Isle" 
BBC Radio 4 

London 


Watts wrong — 





SIR - You state EU that m 
Congressman J.C. Watts repre- 
sents Oklahoma's third dis- 

trict, or “Little Dixie” (“Ave 

atque vale”, July 6th). Mr 

Watts actually represents the 
fourth district. It is true that 

the former third district in 
south-east Oklahoma was of- 

ten termed “Little Dixie”, but 
because of its many southern 
settlers rather than its high 
Democratic registration. The 
modern third district is actu- 

ally in western Oklahoma, 


: strongly Republican, and 


prouder of its western farming 
and ranching heritage than 
any similitude to the South. 
BRADY HENDERSON 

Norman, Oklahoma 


Bush set fair 


SIR ~ You state that "fewer 
than half say they would re- 
elect Mr Bush if a presidential 
election were held today” 
(“What did he do?”, July 20th). 
Fewer than half elected 
George Bush in the first place. 
JACK BISHOP 

Highland Park, Illinois 


SIR - Under a picture of Mr 
Bush, your headline quotes - 
Bob Dylan: "There must be 
some way out of here" (July 
20th). "Said the joker to the 
thief", the song: continues. So 
which one is Mr Bush? The an- 
swer is blowing in the wind. 
A.D. PELLEGRINI 


Minneapolis @ 
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PARTNERSHIPS 


CHIEF EXECUTIV 


MAKING THE URBAN RENAISSANCE A REALITY 


Salary Me up to ; £140, 000 ) plus b benétits (More may be available dur d an A exceptional nio 


Following the completion of its review by the Office of the Deputy Prime 
Minister, English Partnerships has a fresh mandate for its future role 
and we need a new Chief Executive to drive forward our remit to deliver 
the urban renaissance and new sustainable development. Specifically, 


^. this will include: 


* The creative management of our land portfolio, to help deliver 
sustainable regeneration and new homes 

* Acting as the government's principal advisor on brownfield 
regeneration, providing intelligence, expertise and funding in 
remediation and redevelopment 

* Delivering a programme of demonstration projects which sets new 
standards for good design, including the Millennium Communities 
programme and the new Urban Regeneration Companies 

* Creating new initiatives to increase the skills, capacity and resources 
available for sustainable regeneration and high-quality environments. 

Our new agenda is clear, fresh and ambitious and we now need a Chief 

Executive who has the energy, commitment and innovative approach 

needed to deliver it. 


Balvinder Sangha, Veredus Executive Resourcing, 

Cornwall Court, 19 Cornwall Street, Birmingham B3 2DT. 
Fax: 0121 265 5575. Email: balvindersangha@veredus.co.uk 
www.veredus.co.uk 

A part of The Capita Group Pic 
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Executive Director 


Wadhwani Centre for Entrepreneurial Development 


The Indian School of Business invites applications for the position of Executive 
Director of the Wadhwani Centre for Entrepreneurial Development (WCED). 


This position calls for providing strategic and organisational leadership to 
build the Centre into a pre-eminent centre for entrepreneurial development 
for India and other emerging economies, 


The successful candidate will be dynamic, creative, and entrepreneurial; 
able to articulate the vision for the WCED and actualise that vision; 
comfortable and successful in interacting with representatives of all sectors, at 
the local, national, and international levels, A thorough understanding 
of the entrepreneurial process, experience in launching and building 
à start-up, a successful track record. in establishing partnerships and 
fund-raising, and an understanding of emerging markets is essential. 
MBA or PhD strongly preferred. 


Wadhwani Centre for Entrepreneurial Development 


The WCED is positioned to lead entrepreneurial development in India. 
Research and activities at the WCED will form the basis for 
accelerating entrepreneurship i in emerging economies — inspiring, 
educating, and supporting new entrepreneurs, 
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You wil need excellent leadership and negotiating skills and an. 
regional and national - 


enthusiasm to find solutions that work on local, 
levels. Your vision of the wider picture will inspire new approaches that 
span funding, economic development, urban design and social 
inclusion, Your strategic thinking will define the programmes we take 
forward and those we leave to others. 

You will be highly skilled at working together with public and private sector 
partners to successfülly see through complex strategic projects and you 
will also have effectively led an organisation through a significant period 
of internal and external change. Comfortable with this policy agenda, you 
will want to deliver tangible results with flair and speed. 

if you have the. vision, the leadership skills, the change 
management experience and the energy to drive forward a new 
agenda for regeneration in this country, then we invite you to 
request an information pack by calling 020 7212 6537, quoting 


reference 5073, or visit the website www.veredus.co.uk to = - 


download an information pack. 


For an informal discussion, please call our advisors, e 


Balvinder Sangha on 0121 265 6509 or Hamish Davidson | ns 


on 020 7804 3115. 


VEREDUS 


executive resourcing 
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Insight & Action 


Indian School of Business, Hyderabad, India 


The ISB is a research-oriented international business school, This privately 
funded independent institution has formal affiliations with the Kellogg School of 
Management, The Wharton School, and London Business School, 


academic and professional backgrounds. The first Post Graduate Programme 
began in July, 2001. The highlights of the programme are a contemporary 


vürsiculunt networking with business leaders, hands-on projects and. consulting 2: E UE 
assignments, and a focus on leadership skills. The ISB also offers a series of open n x 


enrollment and customised Executive Education Programmes. 


The ISB is built around six Centres of Excellence namely: Entrepreneursl hip, 


Analytical Finance, Technology, Strategic Marketing, Managing i in Emerging 


Markets, and Leadership and Ch ange Ma nagement. WCED is the first of these 
Centres ta be established, 


Applications may be forwarded in confidence preferably to ed_weed@isb.eda. 
Wadhwani Foundation - 101 Redwood Shores Parkway, : 


or mailed ro the 


Suite 210, Redwood City, CA 94065, USA, 


Last date for receiving the application: August 31, 2002. 





Vision & Leadership 2x 


TheISRis-- | 


particularly proud of its world-class faculty and talented students fram diverse o oof 
























United Nations Development Programme 


^ The Government of LAO PDR and UNDP are seeking to recruit the 
- Resident Process Advisor for the SUPPORT TO GOVERNANCE AND 
» PUBLIC ADMINISTRATION REFORM (PHASE II) PROJECT. 
|. Background: 

-The project aims to assist the government of Lao PDR in the design and 
“implementation of reforms that respond to the improvement of its system 
for governance and public administration. 


|. Functions: 

The Resident Process Advisor will be responsible for providing continuous 
«advice, support and train the government and selected officials; on the 
4 design and implementation of major programs of governance and PAR, 
Fon methodologies and practices associated with program and project 
ib management, documentation standards, office productivity tools and 
"techniques and, facilitate the national, regional and international transfer 
- of know-how and experiences. (S)he will support in the preparation of 
work-plans, budgeting, performance assessment, training and workshops, 
j| terms of reference and will advise the UNDP on the joint approval and 
-sign-off of the design documents and selection of government candidates 
| as well as of the recruitment of intl. and national consultants. Also will 
| support in the functions of donor coordination and the mobilization of 
“additional funding. (Please refer to our homepage for more information 
-www.undplao.org) 






























|. The RPA should have solid experience (15-20 years) in governance and 
PAR, both regionally and internationally, in program and project 
“management, monitoring and evaluation, in training and workshop 
4. facilitation. (S)he should have excellent report writing and 
communication skills in English and in results oriented, strong team 
^ player, adaptability and cultural sensitivity. 


Start in October 2002 for a period of one year in Vientiane. Interested 
candidates should send CVs along with a letter of interest by 75 August 
2002 to Human Resources Unit, UNDP, P.O.Box 345, Vientiane, Lao PDR 
Fax: (856 21) 212 029 or 214 819 Ref: LAO/00/007 — Resident Process 
Advisor. Only short listed candidates will be notified 











The United Nations Office for Project Services (UNOPS) on behalf of The Global Environment Facility 
(GEF) Unit of the United Nations Development Programme (UNDP) is reviewing candidates for the 


| ence” PROJECT MANAGER 


Reducing Environmental Stress in the Yellow Sea 
^d The objective of the project is the ecosystem-based, environmentally-sustainable 
:{ management and use of the Yellow Sea Large Marine Ecosystem ME} and its 
watershed. In order to achieve this objective this project will borat: a Transboundary 
Diagnostic Analysis (TDA), National Yellow Sea Action Plans (NYSAPs), and a regional 
Strategic Action Programme (SAP). The SAP will consist of a series of legal, policy and 
institutional changes and investments to address the priority transboundary issues 
identified in the TDA/SAP formulation process. 


4 Under the policy and technical guidance of the project Steering Committee and the 
operational responsibility of UNOPS, the Project Manager will be responsible for the 
overall coordination, supervision and management, of all aspects of the GEF Yellow Sea 
-LME Project and will in particular: 
.« prepare work plans and budgets on the basis of the Project Document. 
-e coordinate and monitor the activities described in the work plans, and ensure 
timeliness and quality of outputs. 
E" Jobe ges quarterly progress reports and annual programme reports, and coordinate 
: and oversee the preparation of all substantive and operational reports required. 
.* organise, coordinate and participate in the formulation of the Strategic Action Programme 
e prepare Terms of Reference for consultants and contractors, participate in final 
selection and supervise work. 
_* manage the Project Coordination Unit: its staff, budget, and imprest fund; 
."* liaise with other related projects and donors to ensure maximum synergy, avoid 
E duplication and also seek additional funding for the project 
* provide technical assistance in his/her area of competence as required. 


Skills and Experience Required 
e post-graduate degree in Environmental Management or a directly related field (e.g. 
aed marine science, natural resources economics, etc.); 

e — atleast ten years experience in fields related to the assignment. and at least five years 
ve experience at a senior project management level. 
^* proven knowledge of the sub-region and, in particular, of the coastal countries would be 
! a strong asset; 
e — familiarity with the goals and procedures of international organizations, in particular 

those of the GEF partners (UNDP, UNEP World Bank); . . 

e demonstrated diplomatic and negotiating skills with excellent interpersonal skills 
with sensitivity to cultural and political differences; and 
.* excellent knowledge of English, and knowledge of one of the languages of the coastal 
countries, an asset. 
Duty station: Korean Oceanographic Research and Development Institute,Ansan, ROK. 


. Remuneration: A competitive tax-free salary with benefits. Contract duration one year 
-with possible extension for total of five years. Estimated start Oct 2002. For further 
information www.unops.org, http://www.iwlearn.net/docs/gef.hem#0 

|] Interested candidates should send a cover letter and detailed curriculum vitae by26 
| August 2002 to: Andrew Menz, Division for ENVP, United Nations Office for 
| 211) 451-4044, € 405 Lexington Avenue, 4th Floor, NY, NY 10174, USA. Fax: 


















































































































































) 457-4044, email: andrewm@unops.org 


















































- Kosovo Pension Savings Trust 
The newly established Kosovo Pension Savings Trust (KPST) is recruiting a 
senior executive for the following position: 


Director of the Trust 
The Director is. responsible for managing the operations of the KPST. 
He/she will manage a staff of approximately 20 ernployees who will be 
tasked with activities such as tracking pension contributions, maintaining 
individual accounts, maintaining the IT system and interacting with 
contributors, The Director will have regular interaction with the Asset 
Manager(s), the Tax Administration, and the Kosovo Pension Regulator. 
The position will be very high profile in Kosovo. The Director will be 
responsible for representing the KPST to the public and for high level 
interaction with political entities. The Director will report to the KPST 
Board of Governors, which is comprised of Trustees from Kosovo, the UK 
and the USA. This is a full-time position, located in Pristina, Kosovo. 
















Requirements: 

= five years of relevant professional experience in a financial or 
investment institution, in a financially-oriented state agency, or in a 
pension fund 

= Professional experience must include work in a relevant field in a 
country with developed capital markets 

a  Arelevant university degree, or professional certification, or work 
experience to an equivalent level 

a The Director must be fluent in English 

a Fluency in Albanian and Serbian is desirable, but not mandatory 




































The KPST is a not-for-profit, independent, legal entity, established in 
accordance with UNMIK Regulation No. 2001/35 on Pensions in Kosovo, 
for the purpose of administering Individual Retirement Accounts for all 
employees in Kosovo. The KPST is responsible for assuring the professional 
asset management and custody of pension assets. 


All interested applicants should send their full CVs and cover letter to 
johngubbelsGkpst.org by August 23, 2002, The KPST is an equal 
opportunity employer and welcomes suitably qualified candidates 
regardless of religion, gender, race, national origin, or disability. For more 
information visit our web site at www.kpst.org. 









s - s The International Finance 
. Corporation, the private sector lending arm of the World 
Bank Group, is launching an initiative to ensure that direct 
benefits from a Caspian oil field development and 
associated pipeline accrue to local small and medium sized 
enterprises (SMEs) and communities with the objective of 
further encouraging and facilitating long-term sustainable 
development. IFC is seeking to recruit a: 


SME Development Coordinator 


Qualifications : 

> Advanced university degree, 
ideally in engineering with an 
additional degree in finance 


Responsibilities : 

> Help SMEs and communities 
benefit from business 
opportunities 


Monitor existing programs > Experience in technical 
and identify and design future assistance to SMEs & 
ones community development in 


* Work with local financial emerging markets and in the 
institutions to identify training oil and gas service sector 
and technical assistance needs > Excellent interpersonal skills 


> Establish relationships with to be able to interact with 
other organizations active in regional and international 
the region stakeholders 

> Creatively source program > Fluency in English and 


Russian, knowledge of 
Azerbaijani advantageous 


funding and implementation 
services from relevant donors 


The position is based in Baku, Azerbaijan with travel to 
Georgia and Turkey. The initial contract will run over a 2-year 
period. Applications should be addressed to CASP@ifc.org or by 





and Development seeks 
for its International Energy Agency an 
Electricity Markets Expert (m/f) 


(Post based in Paris, France) 
Tax-free remuneration package from 75 000 euros p.a. + benefits 


| The IEA is the energy forum for 26 Member countries who have agreed to.co-ordinate their | 
energy policies and to co-operate in the development of rational energy programmes. | 


Energy market reform is an important part of IEA's policy agenda. 


j This Electricity Markets Expert will monitor and analyse developments in electricity | 
oco p market reform, carry out studies on the development of electricity markets and take forward 
“> f electricity policy issues as well as corresponding developments in the gas industry. 


| The ideal candidate should have: 


* An advanced university degree in economics or equivalent in a related discipline; | 


expertise in energy or regulatory economics would be an advantage. 


At least 10 years' relevant experience in the analysis, design and implementation of | 
market reforms and regulation, including several years experience ín the electricity | 


sector. Experience in dealing with gas reform would be a plus. 
Proven analytical abilities gained in a government policy context. 


Very good oral and written communication skills in English. The ability to present | 
complex issues clearly and succinctly to a non-expert audience. A working knowledge | 


of French would be an advantage. 


The capacity to deal effectively with changing priorities, complete work to tight 


deadlines and to a high standard and manage several projects simultaneously, 

Good interpersonal skills, including the ability to maintain harmonious working 
. relations with staff at all levels in a multicultural environment as well as the ability to 

foster contacts with officials in national and international fora. 


The OECD is an equal opportunity employer and encourages applications from female 
candidates. 


| Por further information on the OECD and the IEA: www.o 


| sent via the on-line application form at the latest 22nd August 2002. 








United N ations 
Population Fund 


ww.oecd org (click on Recruitment | 
| for the full vacancy notice and the online application form) and www.iea.org. Applications | 
| from nationals of OECD member countries, quoting the reference VAC(02)050, should be | 


| LEADER IN REPRODUCTIVE 
i HEALTH AND POPULATION 
AND DEVELOPMENT 


delivering solutions 


(^. WSP 
WSP International Management Consulting | : 
Management Consultancy Services Director Designate 


WSP International Management Consulting (WSPimc) is a wholly owned. 
subsidiary of WSP Group plc, a publicly quoted planning, engineering and 
management consultancy. The Group operates internationally, employs over: 
5,000 staff and has an annual turnover of £225 million. WSPimc has over 4 
years' experience of providing management and consultancy services in the 
road, urban, rural development and public administration sectors in. 
developing countries, The Company works with government agencies and: 
local authorities and for all of the main international, multinational and 
bilateral funding agencies. Operating from its head office at Gatwick Airport 
WSPimc employs nearly 60 development professionals and has worked in ov 

50 countries. | 


We wish to appoint an outstanding professional who can build on our 
excellent reputation in. the transport sector in developing countries to 
develop and grow our management consultancy services business in public 
finance and economics, governance and policy, sustainable livelihoods and 
public sector reform. Althoügh this will be your primary responsibility you wil 
also be involved in project management, business development and project - 
work across the whole spectrum of the business. The position will involve 
spending between 60 and.90 days per annum overseas on Company business. 


We are seeking a professionally qualified individual with a proven track 
record of winning, managing and delivering management consultancy . 
assignments in developing countries, Well respected in his/her area of 
expertise with an extensive network of clients, donors and other | 
professionals. A team player who is resilient and in control under pressure and / 
has the passion, drive and ability to win work and an aptitude to inspire and | 
influence others. Excellent communication and writing skills are essential. 


An attractive package is on offer to the right person. 


main 
Tel: 444 Fax: +44 (0)1293 602699. Website: 
http//www.wspgroup.com. When applying, please quote reference Dir/Eco 





Within the structure of UNFPA, the CST offices, which are located in Africa (Addis Ababa, Dakar, caress) Arab States and Europe region (Amman, Bratislava), Asia (Bangkok, x 
F te Poet wi ith UNFPA 


Kathmandu), and Latin America (Mexico Ci ) play a critical role in the delivery of the mandate of the U 
i 


quarters. The teams consist of hi ual 
development or reproductive health, Ea gaine provide crucial cutting edge te 


framewor 


The Director must foster a dynamic and collaborative peer environment, which builds on the individual talents of the CST experts and promotes the establishment of a highly motivated ` 


professional community 


THE CST DIRECTOR: 
+ 
: Assesses and develops substantive capacities of the CST technical advisors ensuri 
riorities of UNFPA in reproductive health and population. 


Advises Geographic and Tech 
Advises on the design and focus of technical advisory services withi 


see 


We are looking for candidates: 

With capacity for conceptual innovation 

With strong communication /advocacy skills. 
With the capacity to be effective team builders 
With strong organizational skills, 


"99€ 


More information on the general requirements for the post and the terms of reference can be found on our website at: www.unfpa.org/about/employment. Nationals from developing ds 


TE | countries and women are encouraged to apply. 
- |  UNEPA offers an attractive compensation ack 
.. MUNFPA, 220 Fast 42nd. Street, 


conomist August 3rd 2002 


experts and are led and. managed by a director who is also expected to be an outstanding authority in a particular area of population and: 
nical support to our Country Offices, Government counterparts, other UN 
organizations. To lead our country support teams in Bangkok, Bratislava, Harare and Mexico City, we are seeking to recruit outstandingly qualified senior experts as: 


DIRECTOR 
COUNTRY SUPPORT TEAM (1- 


The Director leads a team of technical experts who apoda lee in various aspects of population and development and reproductive health. The CST serves as the primary source of 5 
technical expertise for developing and supporting the delivery of UNFPÁ's programmes at the country level. T 


The role rd the Director is to build and manage a highly responsive team with the capacity to integrate perspectives from across a broad spectrum of specializations into a comprehensive x 


Develops the technical advisory services to support UNFPA programme objectives at the regional level in countries of a specific region or sub-region, 
j the continued high relevance of CST expertise to the need of the respective countries. E 
Promotes and advocates concerned actions with governments, CSOs, bi and multi lateral partners and other stakeholders to engage and cooperate in achieving the programme __ 
eiops programmes o capacit building with external partners to ensure saabi of technical assistance interventions. 
:hnical Support Division Directors on the qu of technica 
| n the framework of the organization's programme priorities. 
Provides innovative strategies and solutions within his/her specialized field of work. 


With the ability to provide managerial and intellectual leadership in a multidisciplinary team environment. 


e commensurate with experience, Please send your applications, specifying the post to which you are applying. to: Personnel Branch, f 
ew York, NY 10017. Fac 1+212-297-4908 or by e-mail to CSTO@untp eadliné for ap ust 2002, - 


PA. The CSTs collaborat h our Country Offices and w 









ncies, NGOs and bilateral 





advisory services provided to countries at the regional or sub-regional level. 


unfpa.org. Deadline for applications: 31 Augus 


Phoney war 


An American war on Iraq looks a good way off. But the shadow-boxing has begun 


HE sword suspended over the head of 

Damocles hung, legend says, by a sin- 
gle horsehair. That hanging over the head 
of Saddam Hussein is only a little more se- 
cure. This is a man on whom the world's 
pre-eminent power has, in effect, declared 
war. Indeed, unlike most war declarations, 
George Bush's fatwa against him is per- 
sonal. America's stated aim is not only to 
divest Iraq of its weapons of mass destruc- 
tion (WMD) but also to change the regime 
in Baghdad. If he were a stock, you would 
sell your shares in Iraq's president now. 

This, however, is a confrontation being 
played out in the slowest of slow motion. 
Mr Bush has disclosed his intentions, but 
not his chosen means or timing. There has 
been no visible sign of an American expe- 
ditionary force taking up positions on 
Iraq's borders. Mr Bush has not yet done 
much to prepare American opinion, let 
alone world opinion, for a big new war. All 
this suggests that such a war is a long way 
off. Sometime in 2003, safely ahead of 
America's 2004 presidential election, is a 
fashionable guess. 


Guesswork is all it can be. Though un- 
likely, a sudden attack, assassination or 
coup, without any diplomatic build-up at 
all, cannot be ruled out. America routinely 
deploys more than 50,000 service person- 
nel within striking distance of Iraq; these 
units could be quietly reinforced or "ro- 
tated" without attracting much attention. 
Hence the possible attraction of a surprise 
attack, using, say, 50,000 well-armed 
western troops who could be deployed 
from existing garrisons (and aircraft carri- 
ers) while drawing on the substantial 
amounts of matériel America has already 
pre-positioned in Kuwait and Qatar. 

In recent weeks, calculated leaks, min- 
gled probably with deliberate disinforma- 
tion, have prompted a frenzy of specula- 
tion. But all they really show is that at least 
half a dozen approaches to toppling Mr 
Hussein have been looked at by military 
planners in Washington and London. 

One plan-mooted in the American 
press a month ago—would involve a three- 
pronged attack from the north, south and 
west by as many as 250,000 American and 
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British troops. Another is said to involve 
local opponents of the Iraqi regime bear- 
ing the brunt of the fighting, backed up by 
massive American air power and only a 
few thousand allied troops—mostly spe- 
cial forces—on the ground. In yet another, 
an American attack would focus first on 
Baghdad and other command centres, in a 
bid to "decapitate" the regime and pre- 
empt any move to counter-attack with 
non-conventional weapons. 

This is fascinating speculation. But the 
official line is that nothing is decided, and 
the official line may be true. In Turkey last 
month, Paul Wolfowitz, America's deputy 
defence secretary, summed things up this 
way. Mr Bush believes that a regime like 
Iraq's, which is hostile to America, sup- 
ports terrorism, and is intent on adding to 
its unconventional weapons, is not a dan- 
ger America can afford to live with indefi- 
nitely. *How we solve that problem in- 
volves a whole range of decisions which 
only the president can make-and he 
hasn't made them yet." 

Perhaps. But Mr Hussein is not a pas- 
sive observer of American decision-mak- 
ing and preparations. The possibility of an 
American attack now shapes everything 
he does, at home and abroad. 

At home, he has been shoring up his 
position by the time-honoured method of 
rewarding his supporters and subduing 
the rest of the country. Though Iraq's earn- 
ings from oil smuggling have been 
squeezed, military salaries have been in- » 
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creased and officers have been given new 
cars. As for foreign policy, Mr Hussein 
must know that he cannot win once Amer- 
ica launches an all-out attack on him. His 
main aim in diplomacy is therefore to play 
for time in the hope that some external 
event will render the whole project moot. 

This is by no means a barren hope. Mr 
Hussein’s survival to date owes much to 
the fact that whereas surviving is the one 
thing he cares about, removing him is one 
of many things his enemies care about. 
And distracting events have a habit of 
coming along. One is the Palestinian inti- 
fada, which has inflamed Muslim passions 
against Israel's American protector and 
constrained the superpower’s freedom of 
manoeuvre. At home in America, the tra- 
vails of big business appear to have shifted 
the political agenda and could make it 
hard for Mr Bush to win support for a risky 
new foreign adventure. 


Hearts and minds 

Mr Hussein is a master at exploiting such 
opportunities. As after his invasion of Ku- 
wait in 1990, for example, he is milking his 
pose as the Palestinians’ champion for all 
its worth. Iraq pays a bounty of $25,000 to 
the families of suicide bombers and 
$10,000 to the families of other Palestinian 
intifada casualties. 

He has raised a special force, the al- 
Quds army, to liberate Jerusalem, and says 
it would march on the holy city at once if 
only some other Arab country opened its 
borders to let it through. Such antics play 
well on the Arab street, where Mr Hussein 
is admired for his muscular defiance of 
America and Zionism. Fear of their own 
public increases the unwillingness of 
other Arab regimes to co-operate openly in 
any American attack on him. Even King 
Abdullah of Jordan, an American protégé, 
felt the need to say in London and Wash- 
ington this week that a war on Iraq could 
plunge the region into chaos. Most of Jor- 
dan’s people are Palestinian themselves. 

However, Mr Hussein does not only ap- 
peal over the heads of other Arab rulers. 
He has also lately done what he can to 
mend Iraq's fences with the rulers them- 
selves. Back in 1990, George Bush senior 
responded to Mr Hussein's invasion of Ku- 
wait by methodically building a regional 
coalition against Iraq. Mr Hussein is now 
working busily to thwart the efforts of the 
present President Bush to do the same. 

A notable success has come with Syria. 
In 1991, Syria's President Hafez Assad 
joined America's military coalition against 
Iraq. His son, Bashar, has taken a different 
tack. Unlike his father, Syria's new presi- 
dent is not encumbered by the personal 
bitterness left by the ancient schism be- 
tween the Iraqi and Syrian wings of the 
Baathist movement. He has brought about 
a sea change in relations with Iraq. 

Syria is earning fat profits by smuggling 


out Iraqi oil by both lorry and pipeline. 
The border has been opened to trade, and 
Iraq has been careful to channel a lot of its 
government business in Syria’s direction. 
In return, the Syrians have clamped down 
on the activities of the Iraqi opposition 
groups headquartered in Damascus. Ac- 
cording to a recent Israeli newspaper re- 
port, Syria is also allowing arms destined 
for Iraq to be shipped through its territory. 

For most of the 1980s, Iraq was at war 
with Iran. But relations with this tradi- 
tional enemy have also shown signs of im- 
provement. Mr Hussein has curtailed the 
activities of the Mujaheddin al-Khalq, the 
Iragi-based dissident army that harasses 
the regime in Tehran, and moved to clear 
up outstanding business, such as the fate 
of prisoners-of-war, left over from the war 
between the two countries. 

The Iranians hardly admire Mr Hus- 
sein; one of the main Iraqi opposition 
groups, the Supreme Council of the Is- 





How deep a devotion? 


lamic Revolution, is based in Iran, and may 
take partin a meeting of opposition groups 
to be held next week in Washington at the 
invitation of the American government. 
Iran would not contemplate supporting 
Iraq, but as a fellow-member of Mr Bush's 
so-called "axis of evil", has no obvious in- 
terest in seeing the fellowship isolated and 
picked off one by one. 

Even Saudi Arabia, one of America's 
closest allies, has succumbed a little to Mr 
Hussein's charm offensive, or at least to 
some of the business temptations that 
come with it. The recent opening of the 
Arar border post is expected to boost trade 
between the two countries, routed until 
now through Jordan. The Iraqis are trying 
to persuade Saudi Arabia to sign a free- 
trade agreement of the sort Iraq already 
has with ten other Arab states. Iraq has at 
last recognised Kuwait, which it once 
claimed as its 19th province, and has be- 
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gun to return the national archivesit seized 
during its 1990 occupation. 

The significance of these manoeuvres 
should not be exaggerated. At some point, 
Mr Hussein's attempts to win friends and 
influence people he once fought wars 
against must be weighed against the politi- 
cal and economic leverage Mr Bush can 
bring to bear when the time is ripe. In this 
unequal contest, as in the military one, the 
superpower is bound to win. But Mr Hus- 
sein does have one advantage. His desire 
to fend off an American attack runs with 
the grain of wider Arab opinion. Amer- 
ica's desire to unseat him runs against it. 


Quavering allies 

It is no doubt true, as the Americans say, 
that Arab leaders are ruder about Mr Hus- 
sein in private than they dare to be in pub- 
lic. But their public caution nonetheless 
speaks volumes. In 1990 they feared what 
Mr Hussein might do next if he were al- 
lowed to swallow Kuwait. This time they 
seem more frightened about the possible 
anti-American reaction on their own 
streets. They made their opposition to a 
new war unambiguous at the Arab sum- 
mit in Beirut last April. 

Could the Arabs be talked round? One 
message the Americans have received 
loud and clear is that the Arab reaction 
would be different if an attack on Mr Hus- 
sein were preceded by stronger American 
intervention on the Arab side in the Pales- 
tine conflict. 

On the face of it, Mr Bush's policy-set- 
ting speech on Palestine last June was just 
the opposite. He called for a Palestinian 
state. But by calling also for the removal of 
Yasser Arafat, and giving Israel's govern- 
ment tacit permission to re-occupy the 
whole of the West Bank, Mr Bush aligned 
himself closely with Ariel Sharon, Israel's 
prime minister and a hate-figure to most 
Arabs. Yet it is not impossible, once Amer- 
ica's own mid-term elections are out of the 
way in November, that Mr Bush might tilt 
a little the other way—by convening a re- 
gional peace conference, say. 

One voice urging Mr Bush in this direc- 
tion will be Tony Blair's. Unlike most Euro- 
pean leaders, Britain's prime minister 
sounds as worried as Mr Bush does about 
the perils of a nuclear Iraq. Britain will al- 
most certainly fight at America's side. But 
Mr Blair keeps telling his Labour Party that 
no decision has been taken yet. Before do- 
ing so, he is liable to press for more politi- 
cal steps to prepare world, Arab, and not 
least British opinion. 

This is not likely to include asking the 
UN Security Council for approval. Though 
France's Jacques Chirac and Germany's 
Gerhard Schróder said this week that such 
astep was essential, the British and Ameri- 
cans insist that Iraq's violation of the 1991 
UN ceasefire terms is all the authority they 
need for military action. On the other » 
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hand, Mr Blair will probably want Mr Hus- 
sein to be given one last chance to avoid 
war by re-admitting the arms inspectors 
he forced out in 1998. 

Sounds fair? It is not certain that Mr 
Bush will think so. Donald Rumsfeld, 
America's defence secretary, says that 
after four years free from scrutiny, Mr Hus- 
sein has had ample time to hide his wMD 
paraphernalia in places where not even 
the keenest inspectors will now be able to 
find it. Besides, Mr Bush's declared aim is 
notonly to get inspectors back into Iraq but 
also to unseat Mr Hussein. The last thing 
the fiercest hawks in the administration 
want is to help the dictator wriggle free by 
accepting the return of the inspectors. 

Even if heis not given one last chance to 
let the inspectors back, this issue presents 
Mr Hussein with another opportunity to 
play for time. Since March, Iraqi officials 
have met Kofi Annan, the UN's secretary- 
general, and his inspectorate three times to 
discuss the inspectors’ return. The last 
meeting did not go well. This might mean 
that Iraq will never allow the inspectors 
back. More probably, it means that Mr 
Hussein will offer to co-operate only when 
he considers an attack imminent. At that 
point, he will hope for further delay while 
the Security Council argues about his 
terms. In extremis, Mr Hussein might 
muddy the waters even further by offering 
to “step down” and hand the presidency to 
his youngest son, Qusay. 


Will they fight? 

What if, in spite of Mr Hussein’s strata- 
gems, it does come to war? On paper, Iraq 
still has one of the Middle East's biggest 
armed forces. It fought doggedly for eight 
years against the Iranians. The regular 
army has 17 divisions with thousands of 
tanks, and the supposedly “elite” Republi- 
can Guard fields six divisions, of which 
three are armoured. These are supple- 
mented by the 20-odd divisions of the al- 
Quds army. But Iraq has no air force to 
speak of, and the number of men and 
tanks exaggerates the potency of a land 
force that is short of spare parts for equip- 
ment that was already obsolete when Mr 
Hussein invaded Kuwait in 1990. 

When the American-led ground forces 
went into action then to force the Iraqis 
out, Mr Hussein’s soldiers, dazed and hun- 
gry after weeks of bombing, showed pre- 
cious little fight. Only a fraction of the hun- 
dreds of thousands of soldiers America 
sent to the battlefield saw serious action. 
Iraq killed hardly any of them. Since then, 
the technology gap has grown. At the end 
of December, Mr Hussein ordered some of 
his forces to move west to show solidarity 
with the Palestinians. He succeeded 
mainly in demonstrating the ramshackle 
condition of his troops; it took more than 
three weeks to redeploy a single division. 

Even if it chose to fight, Iraq’s army 


would clearly be no match against an in- 
vading American one. In any straight con- 
test between conventional forces, a rela- 
tively small American-led expeditionary 
force should be able to wreck the Iraqi mili- 
tary quite swiftly, perhaps in a few weeks. 
The 100,000 or so battle-ready troops of 
Republican Guard and other elite units 
may stand and fight, rather than flee or sur- 
render, but they will expose themselves to 
devastating air attacks, 

Besides, many Iraqis may choose not to 
fight. You would expect the ordinary sol- 
dier to be fiercer in defence of his home- 
land than he was in defence of Kuwait. But 
would he lay down his life to stave off the 
inevitable defeat of an unloved dictator? 
Even the Republican Guard, whose loyalty 
is now unquestioned, knows what hap- 
pened in Afghanistan, and might waver if 
it concluded that the Americans were in- 





Even less ready than before 


tent on removing Mr Hussein. The stron- 
gest resistance will come from those impli- 
cated in the internal repression, such as the 
“special” Republican Guard, commanded 
by Qusay, and a new force of toughs 
known as Saddam's fedayeen, with reason 
to fear for their lives in the subsequent set- 
tling of scores. 

Conjecture about the low morale of the 
Iraqi army is comforting. But it is also, to 
some degree, beside the point. For the big 
danger in attacking Iraq is not that Amer- 
ica will be defeated on the conventional 
battlefield, nor that it will be bogged down 
in a Vietnam. It is that once Mr Hussein de- 
cides that he has nothing to lose, he will 
opt for a Wagnerian exit by striking out 
with his weapons of mass destruction. 

Though he had them, Mr Hussein did 
not use these weapons in Kuwait, presum- 
ably because he reasoned, correctly, that 
he could lose a war there and still cling to 


power in Baghdad. But in the Iran-Iraq 
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war, he showed no compunction about 
using chemical weapons once the Iranians 
crossed into Iraqi territory. And if he used 
them against American troops, what could 
the Americans do? Replying in kind would 
hardly endear them to an Iraq which the 
United States would be claiming to "liber- 
ate". As in 1991, he might also strike at Is- 
rael, this time putting chemical or biologi- 
cal weapons on top of his remaining Scud 
missiles, or smuggling a "dirty bomb" 
across the border. 


And afterwards? 

In a war intended to change a regime, 
America has to plan not just for military 
victory but also for a post-war order. A 
long-stated fear among Iraq's Arab neigh- 
bours is that without Mr Hussein's iron fist 
to hold it together, Iraq might fly apart into 
separate Kurdish, Shia and Sunni fiefs. This 
is undeniably a possibility. Mr Hussein 
has eviscerated his internal opposition, 
and the opposition in exile is fractious. 

For a while, the Americans have there- 
fore been hosting opposition meetings 
and conferences to plot the future of Iraq. 
The feuding opposition groups have been 
invited to an inter-agency meeting in 
Washington next week, intended to quell 
some of the squabbles that have split the 
Kurds from the rest of the Iraqi National 
Congress (INC), and the inc from the Iraqi 
National Accord, the group that has been 
behind several failed coup attempts. 

For their part, the opposition organisa- 
tions say that the Bush administration is 
riven by plenty of feuds of its own. The 
State Department, it is alleged, takes an ex- 
cessively "realist" view of a post-war Iraq, 
envisaging the removal of the dictator but 
his replacement by a traditional authori- 
tarian leadership of the kind that exists all 
over the Arab world. The Defence Depart- 
ment is said to entertain grander visions 
about the possibility of establishing a 
western-style democracy to serve as an ex- 
ample for the rest of the region. 

It is hard to say which outcome-dis- 
integration, or the creation of a real democ- 
racy—frightens the neighbours most. But 
the former danger is often overstated. One 
reason to expect Iraq to stay together is pre- 
cisely that most of its neighbours want it 
to. Turkey, Syria and Iran, fearing the prece- 
dent, will resist the emergence of an inde- 
pendent Kurdistan. Saudi Arabia, for simi- 
lar reasons, will not want Iraq's Shias to 
realign themselves with Iran. 

Besides, if it is the Americans who re- 
move Mr Hussein from power, they can be 
expected to remain on the scene for a 
while to hold the country together, just as 
they have, so far with fair results, in post- 
Taliban Afghanistan. In Iraq, unlike Af- 
ghanistan, reconciliation will be lubri- 
cated by a gusher of petrodollars. But first 
Mr Hussein will have to go. 8 
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The elusive enemy 


Terror in South-Eas 


MANILA, SINGAPORE AND JAKARTA 


The second front in America's war on terror is yielding limited results 


3 Bie arrival in January of 1,200 Ameri- 
can soldiers in sleepy Basilan island in 
the southern Philippines drew attention to 
a wider threat of international terrorism in 
South-East Asia. Abu Sayyaf, a militant 
group the Americans have been helping to 
fight, is just one of many in the region, after 
all. Its founder, Abubakar Janjalani, 
trained with Osama bin Laden in Afghani- 
stan. Two of the September 11th hijackers 
had spent time in Malaysia. Ramzi Yousef, 
the mastermind of the first bombing of the 
World Trade Centre, in 1993, used the Phil- 
ippines as a base. It has been suggested 
that al-Oaeda might try to regroup in 
South-East Asia after the destruction of its 
headquarters in Afghanistan. 

Hence the speedy dispatch of Ameri- 
can troops. Hence too the current South- 
East Asian tour of Colin Powell, the Ameri- 
can secretary of state. On August 1st, he 
signed an agreement to co-operate against 
terror at the ASEAN Regional Forum, a 
South-East Asian security grouping. 

But fighting terror in South-East Asia, as 


everywhere, is a complicated task. Distin- 
guishing between local and international 
terrorist outfits, or between formal orga- 
nisations and bands of like-minded indi- 
viduals, is next to impossible. Finding the 
people involved is even harder. Regional 
governments have proved as quick as their 
counterparts around the world to use the 
label "terrorist" for their own political pur- 
poses, and as prickly about doing Amer- 
ica's bidding. That said, however, the evi- 
dence uncovered so far suggests that, 
although al-Qaeda'sinfluence stretches far 
and wide through South-East Asia, the re- 
gion makes no better a base for terrorism 
than Hamburg or Boca Raton. 

Take Basilan, where American and 
Philippine troops formally concluded six 
months of joint exercises on July 31st. A 
few American soldiers will remain to su- 
pervise the completion of humanitarian 
projects on the island. But American spe- 
cial forces, who came to "train, advise and 
assist" their Philippine counterparts hunt- 
ing for Abu Sayyaf, have all gone home- 
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without achieving any clear result. 

To be fair, the Filipinos do seem to have 
made some headway under American tu- 
telage. They regularly manage to track 
down and kill small bands of Abu Sayyaf 
fighters, a relative rarity before the Ameri- 
cans arrived. They also managed to locate 
the three hostages (two of them American) 
whom Abu Sayyaf had been holding for 
over a year, though two of them died in the 
rescue operation. 

Nonetheless, Abu Sayyaf remains a go- 
ing concern. The Philippine army says the 
number of its active members has fallen 
from 2,000 to 200 over the past year. But 
deserters, rather than captives or casual- 
ties, account for most of the difference. AI- 
though they have gone to ground for the 
time being, they may well live to fight an- 
other day. Four of the group's five most se- 
nior leaders remain at large. 

Besides, it was never really clear what 
the campaign against Abu Sayyaf had to 
do with the broader war on terror. It is true 
that in the early 1990s, some members of 
the group are believed to have met Mr bin 
Laden and Mr Yousef. But Donald Wur- 
ster, the commander of the American 
troops on Basilan, admits that there is no 
evidence of any recent contacts with al- 
Qaeda. 

This is not to suggest that international 
terrorism does not present a threat in the 
Philippines, or indeed in South-East Asia 
as a whole. On the contrary, recent bomb- » 














» ings in the Philippines and Indonesia, and 
a thwarted one in Singapore, vividly dem- 
onstrate the danger. They also provide 
grounds for optimism, insofar as they 
prove that terrorism is a local, as well as an 
American, problem, and therefore give lo- 
- cal authorities a powerful incentive to co- 
| operate in the war on terror. What the ex- 
- ample of Basilan does illustrate, however, 

isthateven with local co-operation, identi- 
fying and striking at terrorist targets is no 
more straightforward in South-East Asia 
than anywhere else. 

The biggest breakthroughs in the fight 
against terror in the region have come by 
chance, or the would-be terrorists’ incom- 
petence. Philippine policemen stumbled 
on to schemes to assassinate the pope and 
bomb 12 American aircraft thanks to a fire 
in Mr Yousef's flat in Manila in 1995. Last 
year, Indonesian police caught a Malay- 
_ sian militant after the bomb he was carry- 
ing exploded, blowing off his own leg. 

But authorities in the region have been 







































assiduous in following up what few leads 
they have. Singapore foiled a plotto bomb 
the American embassy, among other tar- 
gets, on the basis of a videotape and notes 
found by American forces in the rubble of 
an al-Qaeda leader's house in Afghani- 
stan. Malaysian investigators cracked a lo- 
cal cell using documents found in America 
in the flat of Zacarias Moussaoui, a sus- 
pected accomplice in the September 11th 
attacks. One of the Malaysians arrested as 
 aresult, it turns out, had played host on dif- 
ferent occasions to two of the hijackers, as 
well as to Mr Moussaoui and the sus- 
^" pected mastermind of the bombing of the 
uss Cole off Yemen in 2000. 

The information garnered from these 
arrests has helped to build a picture of the 
terrorist network in the region. As else- 
where, local terrorists seem to have drawn 
inspiration, and perhaps also money, from 
Mr bin Laden. But they did not build arigid 
hierarchy. Instead, a mysterious figure 
nicknamed Hambali seems to have acted 
as a point-man, travelling from country to 








country, encouraging local militants, set- 
ting up cells and helping fellow terrorists 
who passed through his territory. 

The overwhelming majority of the at- 
tacks his network sponsored were local, or 
at most regional, in nature. In the Philip- 
pines, his subordinates bombed a bus, a 
train, a petrol station and a cargo ware- 
house in Manila, and may also have been 
involved in a series of explosions in the 
southern city of General Santos—all in re- 
venge for the government's campaign 
against Muslim separatists. In Indonesia, 
they bombed churches, a shopping mall 
and the residence of the Philippine ambas- 
sador. Even in Malaysia, police say local 
militants were hoping to overthrow the 
government, not launch terrorist attacks 
against Americans, despite their connec- 
tions to al-Qaeda. Only in Singapore is 
there any evidence of plots against west- 
ern targets. | 

This focus on strictly domestic con- 
cerns has done much more to spur the lo- 





cal authorities into action than American 
prodding ever could have done. Security is 
one of the most pressing issues in the Phil- 
ippines, and Gloria Macapagal Arroyo has 
made a campaign to restore it the centre- 
piece of her presidency. Mahathir Moha- 
mad, Malaysia's prime minister, is keen to 
expose Islamic militancy in the hope of 
frightening voters away from PAS, an Is- 
lamic opposition party. 


Megawati too 

Even in Indonesia, where Megawati Su- 
karnoputri, the president, seems insecure 
about her support among devout Mus- 
lims, the authorities have been co-operat- 
ing with America behind the scenes. The 
leader of Indonesia'sintelligence service is 
detested by Muslim radicals as "the 
butcher of Lampung", a nickname he 
earned when a unit he commanded 
launched a bloody raid on the headquar- 
ters of a Muslim sect in 1989. In January, 
the Indonesian authorities secretly bun- 
dled a Pakistani suspect on to an American 


aircraft, which took him to Egypt for in- 
terrogation. Something similar seems to 
have happenedin June, when a Kuwaiti ar- 
rested in Indonesia is said to have turned 

up at America's detention centre at Guan- 

tanamo Bay, in Cuba. When asked if there 

have been other such incidents, western 

diplomats smile mutely, not wishing to 

embarrass their hosts. 

If anything, local governments have 
been over-zealous in their pursuit of terro- 
rists. The Indonesian deportations, al- 
though doubtless helpful to America, are 
of dubious legality. Malaysia, for its part, 
has used a repressive colonial-era law to 
lock up suspects indefinitely without trial. 
Although some of those imprisoned have 
clear ties to al-Qaeda, others are promi- 
nent members of the political opposition. 
In February, the Philippines announced 
with great fanfare the detention of a terro- 
rist holding no fewer than 104 passports, 
only to discover that he was a travel agent 
collecting visas for Muslim pilgrims. 

Security officials all over South-East 
Asia are trying to pass off local militants as 
international terrorists. The assassination 
of several policemen in southern Thai- 
land, to take the most improbable exam- 
ple, has been blamed on al-Qaeda. 

In reaction, the Free Aceh Movement, 
an Indonesian separatist group, is anxious 
to avoid association with international ter- 
rorism, for fear of losing the degree of in- 
ternational sympathy it enjoys. Even Las- 
kar Jihad, Indonesia's most violent 
Muslim group, has taken pains to de- 
nounce Mr bin Laden as a misguided rene- 
gade. The campaign against Abu Sayyaf 
has impressed on militant groups through- 
out the region that even distant ties with 
al-Qaeda are a ticket to extinction. 

But perhaps for that reason, and alarm- 
ingly, South-East Asian terrorists seem to 
consider non-Muslim countries just as 
good a refuge as Muslim ones. Local al- 
Qaeda operatives appear to have moved 
as freely through non-Muslim countries 
such as Thailand and Australia as they did 
through Malaysia and Indonesia. They 
plotted their most elaborate attack in Sin- 
gapore, where Muslims are a small minor- 
ity. In the 1990s, Mr Yousef—one of the 
world's most wanted men-hid in Catholic 
Manila, not in the Muslim islands of the 
southern Philippines. 

A combination of inefficient-and un- 
derfunded—security forces, porous bor- 
ders and lawless sea-lanes throughout the 
region make it relatively easy for terrorists 
to slip back and forth undetected. The In- 
donesians, for instance, claim they did not 
even know that militants were running à 
training camp, since abandoned, on Sula: 
wesi. No wonder, then, that the pact Mr 
Powell and his counterparts signed con- 
centrated on intelligence co-operation and 
border surveillance, while avoiding the 
subject of further troop deployments. W 












Backtracking 
Koizumi 


TOKYO 
The deficit may be the least of the prime 
minister’s worries 


UT taxes now and pay later. That was 

the message coming from Junichiro 
Koizumi late last week as he continued to 
push tax-cut plans for Japanese compa- 
nies. The prime minister was making his 
case in the final days of the disappointing 
Diet session that ended on July 31st, just as 
all eyes began to focus on the autumn ses- 
sion and a looming wrangle over next 
year's budget. This week, however, as he 
prepared to outline some of his budget 
plans on August 2nd, the reality of his 
weakened position hit home. 

Apart from the fiscal battles, Mr Koi- 
zumi will also be reshuffling his cabinet 
(he hinted again this week that he will do 
so in late September) and trying to contain 
the damage from his party's efforts to post- 
pone limits on bank-deposit insurance, 
which are due to take effect in April. The 
prime minister made yet another huge 
concession this week, when he agreed to 
look for ways to water down the deposit- 
insurance caps, even though they are a cru- 
cial means of injecting some discipline 
into the banking system. 

With so many difficulties, the X30 tril- 
lion ($250 billion) borrowing limit, which 
at one time formed a major plank in Mr 
Koizumi's reform platform, now seems the 
least of his worries. He has already been 
relying on accounting gimmicks to stay 
within the limit. After passing the current 
budget this spring, he also began to hint 
that future budgets should focus more on 
spending constraints than the amount of 
borrowing. Now, with the autumn tax 
clash approaching, Mr Koizumi would be 
happy to abandon the pretence of a bor- 
rowing limit entirely, if only he can get his 
way on taxes. 

Even that will be difficult. The tax cuts 
he wants in exchange hinge on a sharp re- 
duction in the effective tax rates paid by 
Japanese corporations, along with cuts in 
the inheritance, gift and property taxes 
that combine to distort the property mar- 
ket. Mr Koizumi's private-sector advisers 
think the plans they offered him last week 
would cut tax by over ¥1 trillion a year. Mr 
Koizumi is caught, however, between anti- 
reformers in his own Liberal Democratic 
Party (LDP) and the perennially tight-fisted 
finance ministry. 

Though hardly concerned with deficits, 
Mr Koizumi's LDP rivals are resisting his 
tax cut because they fear it will lead to 
even tighter constraints on spending than 
the prime minister has already wrested 





Much to regret 


from them, including a ¥1.1 trillion cut in 
general expenditures this year. Yet, though 
the finance ministry shares some of Mr 
Koizumi's desire to rein in spending, its ul- 
timate goal is quite different from his. The 
ministry’s bureaucrats worry about Ja- 
pan’s debt, which is approaching 140% of 
GDP and growing rapidly as the country 
runs 8% annual deficits in an ageing, defla- 
tionary economy. Successive downgrades 
by international ratings agencies have 
been giving them fits. 

Although Mr Koizumi has had close ties 
to the finance ministry, upon taking office 
he wasinitially more concerned with over- 
hauling expenditures, and their effect on 
Japanese politics, than with the size of the 
fiscal balance itself. The LDP old guard con- 
tinues to use government cash to bolster 
support and stave off other structural re- 
forms. To overcome that resistance, Mr Koi- 
zumi was originally happy to appeal to the 
finance ministry since his limit on borrow- 
ing helped win its support for a lower- 
spending budget. 

As Mr Koizumi has lost momentum, his 
LDP opponents have regained confidence. 
In the Diet session that ended on Wednes- 
day he managed to win approval for only 
one-and-a-half of the four big initiatives 
he hoped to pass. 

Ashe prepares for this autumn's budget 
deals, therefore, the prime minister will 
have to disappoint the finance ministry if 
he hopes to win the battle with his party. 
Do notcount onit. On July 30th the finance 
minister, Masajuro Shiokawa, said that 
revenues were projected to fall “sharply”, 
even without any tax cuts. If Mr Koizumi is 
to gain leverage in dealing with his party 
and the bureaucrats, he will have to score 
some points through his cabinet reshuf- 
fle-either with Japanese voters, or with 
the people he is negotiating against. m 


Noch faves em "ts 
Strange meeting 


And still far from a thaw 


IB MIGHT only have lasted 15 minutes, 
but the informal chat on July 31st be- 
tween Colin Powell, the American secre- 
tary of state, and his North Korean coun- 
terpart, Paek Nam Sun, is still the 
highest-level encounter between the two 
countries since the dying days of the Clin- 
ton administration. Then, Madeleine Al- 
bright flew to Pyongyang in the hope of 
clinching a deal on long-range missiles, but 
failed. What did her successor hope to gain 
from his meeting on the margins of the re- 
gional forum of ASEAN, the Association of 
South-East Asian Nations, in Brunei? 

Probably nothing much more than to 
sound the North Koreans out. Since 
George Bush took office last year, there has 
been virtually no dialogue at all between 
America and the country it subsequently 
branded part of the "axis of evil". A defiant 
North Korea has retreated into its shell, os- 
tensibly because it feels insulted, but more 
probably because America has insisted, 
rightly, that any serious dialogue between 
the two countries would need to tackle a 
more extensive list of issues than missile 
proliferation alone. This is what makes the 
North's eagerness to talk to the country its 
official news agency was this week still 
calling the “kingpin of evil" so intriguing. 

There is no question that the North Ko- 
reans have launched what, for them, 
amounts to a charm offensive. Last week, 
out of the blue, they announced that they 
"regretted" a naval clash late in June which 
left some 50 sailors dead or injured. True, 
they did not apologise for violating the 
South's waters, or for opening fire in re- 
sponse to the South Korean vessel's warn- 
ing shot. But it was a start. Since then, they 
have offered to restart ministerial talks 
with the South. Now comes this overture 
to the Americans: the meeting in Brunei 
was very much at the invitation of Mr 
Paek, not the other way around. 

The North must know that the Bush ad- 
ministration has not weakened its posi- 
tion that any talks between them must in- 
clude not just North Korea's missile 
programme, but also confidence-building 
measures for defusing conventional- 
weapons tension along the Demilitarised 
Zone, where hundreds of thousands of 
men face off against each other. And 
America also wants to see North Korea 
show how it plans to honour a 1994 agree- 
ment that offered it two nuclear reactors 
and fuel oil in return for a verifiable end to 
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its plutonium production and a return to » 








A good meeting, said Powell 


> full compliance with the Nuclear Non-Pro- 
liferation Treaty—as well as agreeing to bet- 
ter ways to monitor food aid. 

This lengthy list has caused North Ko- 
rea to bridle, until now. So the overtures to 
Mr Powell could signify that North Korea— 
whose economy is desperately weak, de- 
spite evidence that some experimenting 
with market reforms may be going on-is 
ready to make some concessions to the 
Americans. But, as ever, it is difficult to be 
sure. A visit to Pyongyang by James Kelly, 
an assistant secretary of state, had been on 
the cards until the naval clash scuppered it 
a month ago. Some analysts believe that 
the clash was engineered by hard-liners to 
secure that result. The instability for which 
North Korean diplomacy is noted is sure to 
reassert itself before long. m 


Asia's poor 


Miracle incomplete 


But many have benefited 


THE 1960s, though nowadays it is 
hard to believe it, Asia’s income per 
head was less than that of Africa. The 
wars of the post-colonial era had yet to 
devastate the African continent, whereas 
many Asian countries had had only a 
decade or so of recovery from their own 
catastrophes; China embarked on its 
disastrous Great Leap Forward as late as 
1958. Now, Asia’s per capita GNP is dou- 
ble that of Africa—thanks not just to 
peace, but to market reforms, export pro- 
motion and investment in education. 
Yet Asia, which has 3.3 billion people, 
or more than half the world’s popula- 


Indonesia 


Justice on trial 


JAKARTA 


Only 15 years for organising a judge's murder? 


E WAS arguably Indonesia's trial of the 
century, and the verdict surprised many. 
The 15-year prison term handed down on 
Hutomo Mandala Putra, better known as 
Tommy Suharto, on July 26th for murder 
looked tough. It certainly would never 
have happened when Tommy was a 
spoiled young playboy and his father was 
president. But does this mean that the 
winds of change are at last blowing 
through the Indonesian legal system? 
Alas, not quite. 

The chief judge, Amiruddin Zakaria, 
and his four colleagues certainly took a 
brave and risky decision by going ahead 
with the verdict despite Mr Suharto's ab- 
sence from court, a move which would 
normally be considered against the crimi- 
nal code. And they carried on despite a 
walk-out by the defence team. 

But why did Mr Suharto get only 15 
years? The two men who actually carried 
out the killing of a Supreme Court judge, 
Syafiuddin Kartasasmita, got life sen- 
tences. Yet the man convicted of organis- 
ing the killing got less. In Indonesia, a life 
sentence means a year for each year you 
have lived when convicted. Mr Suharto, 
whois 40, might never have come out. 

Despite the illness he claimed to have 
suffered on the day of his sentencing, Mr 
Suharto was playing badminton in Ja- 
karta's Cipinang jail three days later. He 
and his lawyers were pondering an ap- 
peal. A group of legislators even dropped 


tion, is also home to a disproportionate 
share of its poor. According to new fig- 
ures from the Asian Development Bank 
(ADB), 7596 of the world's poor are Asian. 

Still, Asia's poverty rate is falling; the 
report says that it has gone down pretty 
spectacularly from 65% in 1960 to 17% in 
2000. And it finds huge improvements 
in indicators like infant mortality (down 
from 141 per 1,000 births in 1960 to 48 in 
2000) and life expectancy (up from 41 
years to 67 over the same period). If ever 
proof were needed that the benefits of 
sound economic policies can and do 
trickle down, Asia provides it. 


in to see him, strange treatment for a con- 
victed murderer. Among the visitors was 
Setya Novanto, a key figure in the 1999 
Bank Bali scandal. 

Only a few days before the verdict, a 
visiting UN rapporteur on legal affairs 
poured scorn on the Indonesian legal sys- 
tem. Over the past few years, bizarre ruling 
has followed bizarre ruling. One of the 
strangest was the recent decision by a Ja- 
karta court to wind up an insurance firm, 
Manulife Indonesia, a unit of a Canadian 
firm, Manulife. Though solvent, the firm 
was declared bankrupt for not paying a 
1999 dividend. Manulife happened to 
have a long-standing dispute with its for- 
mer Indonesian joint-venture partner, 
which it bought out after the partner got 
into trouble during the economic collapse 
of 1997 and 1998. Investigators are now 
looking into the bank accounts of the 
judges who took the decision. 

According to Hendardi, an Indonesian 
human-rights lawyer, the Suharto verdict 
is no indication of reform. It is simply a 
safe sentence for the judges. Judge Karta- 
sasmita did the unthinkable in 2000 and 
ordered an 18-month jail sentence on Mr 
Suharto in a separate land-swap corrup- 
tion scandal. Could his violent death have 
affected the judges' decision? Mr Suharto 
has a reputation for violence. The weap- 
ons seized in two raids on his hideouts 
during his year-long flight from the law 
were enough to equip a small army. 

But public anger and general detesta- 
tion of the Suharto family are so great that 
an acquittal would have been equally dan- 
gerous. And to do nothing was hardly on 
the cards. Had the verdict not been read 
out by August 3rd, the length of time le- 
gally permitted to keep Mr Suharto in cus- 
tody would have expired and he would 
have had to be released. 

The caseis probably not over. Given the 
curious circumstances in which the verdict 
was announced, an appeal is likely. It is an 
open secret that in Indonesian trials 
money talks, and Mr Suharto has plenty of 
it. One of his lawyers has been accused of 
trying to bribe a witness during the trial. 
Most Indonesian judges are lucky if they 
earn $400 a month, yet many of them 
drive around in luxury cars. Mr Suharto's 
original corruption conviction was over- 
turned by the Supreme Court a few 
months ago, in a ruling regarded as highly 
suspect. Indonesia, some say, is a country 
where everythingis legal, if you can pay. 8 





New Zealand 


Helen of ploy 


But she didn’t get the absolute majority 
she’d been manoeuvring for 


UCH cynicism greeted the an- 

nouncement in June by Helen Clark, 
New Zealand's Labour prime minister 
since 1999, of a snap election for July 27th, 
four months early. Miss Clark gave as her 
reason the split in Labour’s coalition 
partner, the left-wing Alliance, over sup- 
port for the war against terrorism. Both of 
the Alliance's factions, though, had prom- 
ised to continue backing Labour. 

The timing, the cynics reckoned, had 
much more to do with Labour's enormous 
opinion-poll support (50%-plus) on the 
back of a strong economy--both predicted 
to decline in tandem. Miss Clark made it 
quite clear she wanted an absolute major- 
ity under New Zealand's newish system of 
proportional representation, which gives 
electors two votes, one for a party and one 
for a representative. 

Miss Clark's move failed. On the night, 
Labour won 52 seats in the 120-seat parlia- 
ment (see chart), along with two seats 
from one Alliance faction, the Progressive 
Coalition. A small number of votes remain 
to be counted, but only two seats are liable 
to change hands. Still, the centre-right Na- 
tional opposition, once deemed the “natu- 
ral" government of New Zealand, crashed 
toits worst-ever result. By judicious negoti- 
ation, Labour may be able to exercise de 
facto majority control. 

Among the bit-players, the Greens and 
the free-market Association of Consumers 
and Taxpayers (ACT) kept their share of 
the vote. The anti-immigrant New Zealand 
First party and the centrist, pro-family Un- 
ited Future both did well—the latter sur- 
prising everybody as its seat-count surged 
from one to nine. ACT will ally itself with 
National, but Nz First is probably too mis- 
trusted for anyone to deal with. Labour, for 
its part, is negotiating with both the Greens 











and United Future for their support. 

Unfortunately, Labour is having a row 
with the Greens (who backed it in the pre- 
vious parliament) over genetic engineer- 
ing (GE). Last year, a Royal Commission 
imposed strict controls on field trials and a 
moratorium on commercial release of GE 
organisms until October 2003. In May, the 
Greens threatened to bring the govern- 
ment down if the moratorium was ended. 

Miss Clark took a hard line, saying she 
would not let “the tail wag the dog”, only 
to see the Greens’ support promptly surge. 
Then a scandal dubbed “Corngate” 
emerged, alleging a government cover-up 
of an accidental release of GE material in 
2000. The Greens' flat vote shows that 
Miss Clark read public opinion accurately. 
But she may yet haveto offer the Greens an 
extension of the moratorium. 

She may also be hoping to play the 
Greens and United Future off against each 
other: she needs the support of only one of 


them for a workable majority. But this is 
tricky: United Future's leader, a former La- 
bour man, Peter Dunne, is cannily seeking 
his own deal with the Greens. They al- 
ready agree broadly over GE. Miss Clark 
will need a delicate touch. 

Labour has managed well economi- 
cally, and most businessmen feel easy 
with it. But it inherited a strong economy 
in 1999, and then both commodity prices 
and exchange rates went its way. Now 
dairy prices are falling (thanks in part to 
European and American subsidies) and 
the New Zealand dollar is firming up. 

Still, the finance minister, Michael Cul- 
len, hopes to boost growth from the usual 
2-3%, up to 4%, by spending more on re- 
search and development and education. 
The voters like this, and Miss Clark's job 
seems secure. But the poll showed that vot- 
ers also like the two-vote system's poten- 
tial to keep governments in check. Miss 
Clark should take nothing for granted. & 








Over 13 billion transistors are etched onto a single wafer containing Intel’ Itanium’ 2 processors. 


Can a company that doesn’t 
make computers change 
the course of computing history? 


Intel's first processor held 2,300 transistors. There are 55 million on the newest Intef Pentium’ 4 processor. 
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The economy 


Unwelcome numbers 


WASHINGTON, DC 


New figures show that America's economy was in recession most of last year. Is it 


heading that way again? 


UST when Wall Street seemed to be get- 
ting calmer, some unhelpful numbers 

from Washington, pc, have appeared on 
the horizon. Last year's famously short 
and mild recession was actually not so 
short after all. According to the Commerce 
Department's new figures, released on 
July 31st, the economy was actually shrink- 
ing for the first nine months of 2001. Amer- 
ica went into recession long before the ter- 
rorist attacks of September 11th. i 

Worse, the recovery that began late last 
year seems to be sputtering. Initial figures 
suggest that GDP grew at an annual rate of 
only 1.1% between April and June, less 
than half what most analysts expected. In 
other words, the economy was stalling 
even before Wall Street’s latest swoon. Is 
America therefore heading for the double- 
dip recession that the bears predict? 

Certainly the repainted picture of 
America’s economy is much less rosy. The 
Commerce Department's revisions—an 
annual exercise where the previous three 
year's statistics are updated on the basis of 
fuller information-do not, of course, 
change the reality of today's economy. But 
by recasting the past they can affect expec- 
tations for the future. 

The new figures suggest, moreover, that 
the economy grew more slowly in the 





boom year of 2000 than was previously 
thought: GDP rose by 3.8% (compared with 
last year's estimate of 4.1% and an initial 
figure of 5%). Revising GDP figures down- 
wards means that the productivity figures 
will also be marked down when they are 
released on August 9th. 

Jan Hatzius, an economist at Goldman 
Sachs, reckons that productivity growth 
for 2000 will probably be marked down 
by half a percentage point, bringing it be- 
low 3%. That is still substantially higher 
than the trend before the mid-1990s; but it 
once again erodes the extent of the pro- 
ductivity “miracle” that the New Economy 
allegedly created. Coincidentally, the 
Commerce Department also lowered its 
measure of corporate profits for 2000 by a 
whopping 10%. 

Despite lasting six months longer than 
originally thought, the 2001 recession was 
still remarkably mild by historical stan- 
dards, shallower even than the 1991 reces- 
sion that cost George Bush senior the elec- 
tion. The real problem is that the recovery 
seems equally anaemic. Massive adjust- 
ments in inventories boosted growth to an 
annual average of 5% in the first quarter of 
2002; then the recovery petered out. 

Most observers had expected a slow- 
down, but few foresaw a second quarter 
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figure of 1.1%. The historical average for... 
economic growth at that stage of recovery = 
is well over 5%. But America’s famous __ 
shoppers flagged: consumption grew by __ 
only 1.9%. And overall investment fell yet - 
again, though there was a modest rise in 
spending on computers and equipment,. 
suggesting that the rout in technology in- 
vestment may finally be coming to an end. 

What impact will July’s stockmarket 
slide have on this already sputtering recov- 
ery? For investment spending, the outlook 
is poor. Orders for non-defence capital 
goods fell sharply in June. With compa- 
nies’ share prices sharply lower and access 
to credit markets getting tougher, the 
omens for a rapid recovery in business in- . 
vestment do not look good. 

That suggests that the route to contin- 
ued recovery lies where it has long been: 
through the consumer's pocket. Consump- 
tion, after all, makes up two-thirds of . 
American economic output. Fortunately, - 
there is evidence that Americans were 
shedding their spring funk and spending 
more as the summer arrived. Car sales, in . 
particular, seem strong. Boosted by yetan- - 
other bout of cheap financing offers from - 
Detroit, July car sales could set a record. — 

But now there is Wall Street's swoon. 
Though markets have risen from their . 
lows last week, they are still down. The - 
s&P 500, for instance, is 15% lower than it 
was at the end of May. This has clearly un- 
nerved investors. Mutual funds have seen 
money flow out of shares. Two well- 
known measures of shoppers' intentions 
have fallen sharply. The University of | 
Michigan's consumer-confidence index 
was stronger at the end of July than pre- 
liminary estimates had indicated, but still »». 
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> much weaker than in June. The Confer- 
ence Board's latest reading saw the biggest 
confidence drop since September 11th. 

Consumer-confidence surveys only 
show how shoppers feel, not what they ac- 
tually do. Optimists add that, so far, the 
wealth effect, under which consumers rein 
in spending in response to sliding share 
prices, has been remarkably modest. In 
2001 Wall Street's losses had scant impact 
on consumption. 

That was largely due to the housing 
market. For most Americans, wealth in 
their home is far more important than any 
stock portfolio. Falling interest rates 
boosted house prices and allowed con- 
sumers to tap into this money by refinanc- 
ing their mortgages. With mortgage rates 
hitting new all-time lows, another bout of 
refinancing is likely. That could sustain 
consumption for a while. But unless inter- 
est rates fall dramatically, the house mar- 
ket cannot sustain the recovery at the same 
levels it has so far. Moreover, relying on 
housing wealth to fuel consumption might 
create a property bubble. 


Bet on sluggish growth 
Add these factors together and the econ- 
omic outlook is decidedly wobbly. Amer- 
ica's economy cannot expect much help 
from abroad. Europe's recovery is looking 
ropey; Japan's is still weak; and the boom 
in other Asian economies is itself largely 
based on exporting to America. Since 1994, 
4096 of world economic growth has come 
from the United States. Unfortunately, the 
prospects for global growth still remain 
stubbornly dependent on America, and 
on the American consumer in particular. 
Stephen Roach of Morgan Stanley, the 
loudest of a growing band of pessimists, 
puts the risk of a double-dip recession by 
the end of 2002 at 65%. Those odds are 
probably too high. Another recession this 
year depends on consumption slowing 
further. If you add in the possibility of 
more fiscal and monetary stimulus, the 
best bet is a prolonged period of sluggish 
growth. But this week's numbers are a sa- 
lutory reminder about the peril of exces- 
sive optimism. W 
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Sleepless in 
Manhattan 


NEW YORK 
The Democrats are getting their act 
together at last 


T IS tough being a Democrat. George 

Bush may be in trouble. The polls may 
once again show the economy topping 
voters’ concerns for the first time since Sep- 
tember 11th. And Mr Bush's rating as an 
economic manager is being restated like a 
WorldCom profit. Yet the Democrats have 
struggled to turn this to their advantage. 

Its especially tough being a New 
Democrat-the Clintonesque creatures 
who thronged this week's Democrat Lead- 
ership Council (DLC) meeting in New 
York. As Senator Joe Lieberman admits, 
they are pro-business at a time when busi- 
ness is in the dog house. And they are high- 
tech believers in the New Economy at a 
time when that economy is in meltdown. 
Some have speculated that corporate scan- 
dals would hurt New Democrats almost as 
much as Republicans, handing the party 
over to class-warfare Old Democrats. 

That might happen. But it hasn’t yet. 
Rather, the party is beginning to find a 
voice—and it isa New Democratic one. The 
moderates who cluster around the DLC are 
the second largest block in the party (after 
the trade unions); and they take credit for 
its only presidential successes in decades. 
DLC events have therefore become a sort 
of coming-out dance for presidential de- 
butantes, and all but one (of whom more 
in a moment duly showed up. 

The prize for best speech went to Hil- 
lary Clinton, who actually sounded as if 
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she believed the stuff she was spouting. 
But the general tone was relaxed. The nor- 
mally pristine Senator Evan Bayh made a 
risqué joke about a fellow Indianan from a 
town called French Lick. Mr Lieberman 
wryly observed that the pic had invited 
Tom Daschle, John Kerry, John Edwards, 
Dick Gephardt and himself to speak, one 
after the other, to see “whether New York 
really is the city that never sleeps.” 

The most revealing thing about the 
presidential beauty contest was the degree 
to which the candidates stuck to a twisted 
version of Britain’s doctrine of cabinet 
responsibility: it doesn’t matter what poli- 
ticians say, as long as they all say the same 
thing at once. All laid into the president for 
his “economic leadership deficit”; for 
blowing the budget surplus; for having no 
clue about how the economy has changed. 
Will Marshall, a New Democrat analyst, 
points out that Mr Bush’s economic pol- 
icy—tax cuts, an energy plan, steel and agri- 
culture protection—is vintage 1980s. 

Overall, the Democrats’ response to 
corporate scandals has been relatively re- 
strained. No one has stood up to say: “So 
much for the capitalist experiment.” In- 
deed, the corporate scandals are actually 
helping pro-business Democrats. 

That is less surprising than it first 
seems. Mr Bush’s tax cut may have split the 
party: a dozen Democratic senators voted 
for it. But every Democrat can agree that 
corporate abuses are Very Bad. For New 
Democrats there is a double bonus: first 
they can talk about reforming capitalism 
without attracting suspicion that they 
want to destroying the private sector; and 
second, by being “tough on business”, 
they rebut Ralph Nader’s charge that they 
are just Republicans Lite. 

Mr Bush has played into their hands by 


trying to blame the current market turmoil »» 
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> on the “binge” of the 1990s. “Young people 
able to afford college and they call that a 
binge?” thundered Mrs Clinton. “Millions 
climbing out of welfare and into new jobs 
and that’s some kind of excess? I am re- 
minded of what Abraham Lincoln once 
said when his commanders complained 
about Ulysses S. Grant's binges. ‘Find out,’ 
he said, ‘what kind of whiskey Grant 
drinks because I’m going to senda barrel to 
each of my generals." New Democrats 
happily contrasted Bill Clinton's record 
(employment up; share prices up; budget 
deficits down; crime down) with Mr 
Bush's (the opposite in all respects). 

This line of attack could work well in 
the mid-term election. Beyond that, there 
remain two important doubts. One con- 
cerns the candidate who didn't show up: 
Al Gore. New Democrats were polite 
about this, pointing out that, as favourite- 


New York city's schools 


in-waiting (if he chooses to run), it's not in 
his interest to hob-nob with upstarts. Still, 
Mr Gore was lunching two minutes away 
from the prc meeting. Given that the 
wounds from his populist 2000 campaign 
have not yet healed, this was quite a snub. 

Second, New Democrats pride them- 
selves on new ideas. Their founder, Al 
From, reiterated that they must come up 
with yet more to keep pace with the chang- 
ing electorate. But most of the ideas on of- 
fer this week-fiscal discipline, more po- 
licemen on the beat-sounded rather old. 
There are plenty of new areas to be ex- 
plored: pensions reform, health care, edu- 
cation. But these are exactly where the 
Democrats are most divided. At the mo- 
ment, the DLC has managed to unite much 
of the party behind itself. The real chal- 
lenge will be uniting Democrats behind a 
new agenda. 8 


Microsoft? Child's play 


NEW YORK 


A trustbuster ends up in charge of a great big monopoly 


OU would hardly expect that four 

years trying to break up Microsoft, the 
world's most successful private company, 
would prepare you for running any busi- 
ness-least of all that most creaky of public 
monopolies, New York city's public 
schools. But that is the new task for Joel 
Klein, once Bill Clinton's antitrust boss. 

For most of the past century, the New 
York school system provided poorish chil- 
dren with an extraordinary education. A 
good example was Mr Klein himself, an 
alumnus of William Cullen Bryant High 
School in Long Island City. Mr Klein's fa- 
ther was a postman and his mother was a 
book-keeper. *I owe my teachers and this 
city's schools more than I can ever repay," 
Mr Klein said after his nomination. His 
success in his new job, however, will de- 
pend on whether he can feel an even 
greater obligation to the city's pupils. 

The turning-down point for New York's 
schools, many say, was a destructive series 
of strikes and race riots in a poor part of 
Brooklyn in 1968. In an effort to mollify the 
looters, control of the schools shifted from 
the mayor to local school boards, which of- 
ten proved corrupt and inept, and then, 
over time, to powerful trade unions repre- 
senting teachers and caretakers. 

Yet even if circumstances were ideal, 
the system's sheer size would make it hard 
to run. New York's schools educate more 
than 2% of America's children, or more 
than a million souls. They serve more 
meals daily (800,000) than any public in- 


stitution except the armed forces, run more 
buses than the city's public-transport sys- 
tem, and employ more teachers (80,000) 
than most municipal school districts have 
students. The summer programme alone, 
for more than 200,000 of the most trou- 
bled pupils, has a bigger enrolment than 
all of Philadelphia's schools. 

Could any organisation this big suc- 
ceed? Some schools continue to do well, 
including Mr Klein's, but too often the re- 
sults are disappointing. Six out of ten stu- 
dents fail to read or calculate as well as 
they should for their age. Poorly negoti- 
ated contracts mean that teachers are nei- 
ther appointed nor rewarded for their 
competence. This shambles costs $13 bil- 
lion a year, or $11,000 for each pupil. 

And yet, as is the way of monopolies, 
the customers are stuck. Only children 
from the wealthiest families, who can af- 
ford to pay education taxes and then add 
on non-deductible tuition in a private 
school, can be saved from the system. AII 
efforts to subcontract management of the 
most troubled schools to private compa- 
nies, such as the Edison Project, or to pro- 
vide vouchers to subsidise attendance at 
private schools, have been blocked. 

Mr Klein is being faulted on New York's 
call-in radio shows for lacking education 
experience (he briefly taught in the New 
York schools after college) and for not be- 
ing black or Hispanic. This has coincided 
with the news that his previous employer, 
Bertelsmann, a German media giant, has 


just sacked the man who hired Mr Klein: 
he may have been for the chop himself. 
But there are also grounds for hope. The 
city's mayor, Mike Bloomberg, has just 
pushed through legislation that restores 
authority the chancellor lost back in the 
1960s. And the current chancellor, Harold 
Levy, has laid the foundations for change. 


Levy'slegacy 

Mr Levy, a former Citigroup executive, has 
done a good job over the past three years 
of preventing problems before they hap- 
pened. On the two days after September 
11th, the school board received more than 
20 complaints a day from Muslim and 
Arab students who felt threatened. Mr 
Levy went from school to school, empha- 
sising that no child in New York could pos- 
sibly be responsible for the tragic events 
and that every religion, including Islam, 
must be protected. The threats stopped. 
When some parents said they were wor- 
ried about moving pupils back to schools 
near Ground Zero, he shifted his office into 
the school that was closest. 

In the longer term, Mr Levy's greatest 
impact has been to show how schools are 
doing through reams of well-organised 
performance statistics, which are freely 
available over the Internet. This has made 
the failures of the system more glaring, 
and this played a huge role in forcing the 
city's entrenched political interests to go 
along with Mr Bloomberg's reform. 

Itis now up to Mr Klein. His acceptance 
speech, sadly, was filled with the usual 
platitudes. Yet, as Bill Gates can attest, once 
Mr Klein gets stuck into something, he is a 
hard man to put off. “Monopolies,” Mr 
Klein once opined whilst at the Justice De- 
partment, "have to be held to a different 
standard because they have monopoly 
power." You said it, Joel. m 





Stop the decline, Klein 





The Washington mayor's race 


Watch out for Mr 
Blair 


WASHINGTON, DC 


After all, doesn’t he live there? 


EAn politics is slowly losing the 
people that make it funny. James “the 
hair” Traficant has been given eight years 
in the slammer. Bob “B-1” Dornan was 
long ago kicked out by the voters. Jesse 
“The Body” Ventura has had enough of 
politics. Jesse Helms is approaching retire- 
ment. As for Jesse Jackson, he stopped be- 
ing funny years ago. 

Now an unlikely figure has stepped 
into the breach, albeit unwittingly. An- 
thony Williams, the mayor of Washington, 
DC, is one of the straight guys of American 
politics. The only interesting thing about 
him is that he wears a bow tie. Otherwise 
he is as dull as his predecessor, Marion 
"Bitch set me up" Barry, was colourful. Mr 
Williams looks as if his idea of a nice holi- 
day would be a convention of accountants 
in Lansing, Michigan. 

Only the other day, Mr Williams was a 
shoo-in for re-election. The only Demo- 
crats willing to take him on in the primary 
were no-hopers. The city's Republican 
Party did not even bother to field a candi- 
date. Washington's whites love Mr Wil- 
liams because he has started to clean up 
some of the mess his predecessor left be- 
hind, pushing up their house prices in the 
process. The lords and ladies of the press, 
smug in their million-dollar Georgetown 
mansions, were sure to give the mayor an 
enthusiastic pat on the back. 

But then the straight man was thrust 
into the middle of a farce of Marion-Barry 
proportions. To get his name on the Demo- 





Espionage in history 


The spies they are a-changin' 


WASHINGTON, DC 
Anin museum of mystery 
ASHINGTON'S new International 

Spy Museum tells a story which 
fits somewhere between the shagadelic 
fantasy of Austin Powers and the dreary 
grind of real-life espionage. Visitors have 
been queuing round the block since the 
museum opened on July 19th, making it 
one of the most popular attractions in a 
city which already boasts 100 other mu- 
seums. It aims to give the public a more 
"realistic" understanding of the intelli- 
gence business than Hollywood can of- 
fer. Fortunately for visitors, real spying 
can be pretty glamorous, too. 

While touring through history's most 
famous episodes of cloak-and-dagger, 
visitors are encouraged to ask them- 
selves: “Could I be a spy?" The first ex- 
hibit includes just about every spy 
gadget known to man (or woman), from 
the lipstick-case gun to the button-hole 
camera; another looks back to the ori- 
gins of espionage, starting with God's or- 
der to Moses to send spies into Canaan. 

But most of the museum is dedicated 
to 20th-century spycraft, with a big cold- 
war exhibit on *The War of the Spies". A 
small section on present-day technol- 
ogy, which shows the transition from 
the cold war to the war against terro- 
rism, reveals how America's enemies 
have changed over the years. 

Both the Central Intelligence Agency 
and the National Security Agency have 
museums; but the c1a’s is (absurdly, 
though typically) not open to the public, 
while the Nsa’s focuses on the history 
of cryptology. A cold-war museum will 


cratic primary ballot, Mr Williams needed 
to collectthe signatures of 2,000 registered 
voters. He duly hired a small army of sig- 
nature-gatherers (paying them a dollar a 
signature) and triumphantly turned in 
10,000 more. The only problem was that 
not all the signatures were genuine. Doz- 
ens were written in identical handwriting. 
A surprising number of global celebrities 
claimed to be pc residents: Kofi Annan, 
Billy Joel, Kelsey Grammer and Tony Blair. 
(Even Mr Blair does not visit often enough 
to count as a resident.) 

It turns out that campaign workers are 
just like chief executives: couple juicy in- 
centives with loose oversight, and they 
tend to cook the books. Mr Williams's 
campaign manager duly resigned. The 
campaign workers admitted that they did 
not "personally witness" every signature. 
And the Board of Elections decided to toss 
out the lot. The result: the Democratic 





open soon in the Washington, DC, area, 
which will cover a lot of the same 
ground. But in the meantime, it has 
loaned to the spy museum the very 
mailbox which was used as a drop site 
by Aldrich Ames to pass on CIA docu- 
ments to Russia in the 1980s. Also unlike 
other museums in the city, the spy mu- 
seum charges a steep $11 for adult tickets. 

While more informative than a James 
Bond movie, the museum is rather 
drama-heavy. Sexy lady-spies such as 
Mata Hari and Josephine Baker ("J'ai un 
message pour toi") feature prominently. 
Some youngsters will emerge from the 
museum with dreams of CIA jobs, not 
realising that most spies now trail their 
targets through databases rather than 
dark alleys. Still, if the museum serves as 
a recruiting tool, that can only be a good 
thing for America's intelligence agencies. 
Heaven knows, they need all the help 
they can get. 


Blame him on Moses 


Party’s only serious candidate for the may- 
orship of an overwhelmingly Democratic 
city does not appear on the primary ballot. 

One obvious solution is for the mayor 
to run as an Independent. But Mr Williams 
claims (at least for the moment) to be too 
loyal to the Democratic Party to consider 
such a betrayal. Abandoning his party 
might also entail practical problems. Mr 
Williams might have to return $1.4m in 
campaign funds to the party. He might 
also open himself up to a challenge from 
another local Democrat. 

So heis exploring another solution. On 
July 30th he asked the pc Court of Appeals 
to overturn the election board's “capri- 
cious and lawless” decision. He also began 
preparing for the primary on September 
10th. His campaign team is busily produc- 
ing thousands of self-inking stamps for a 
write-in effort. Let's hope they get the 
mayor's nameright. 8 





The Bay Area 


Still fizzy 


SAN FRANCISCO 
There was more to the Bay Area’s boom 
than dotcom froth 


HE grass of South Park, once sprinkled 

with web-designers from “Multimedia 
Gulch” on latte breaks, now seems empty. 
You can stroll into the coolest restaurants 
in San Francisco and find a table without 
booking; sometimes you can even park 
your car downtown. The bursting of the 
dotcom bubble may have made San Fran- 
cisco a nicer place to live; but what has it 
done to its economy? 

Talent has always headed for the Bay 
Area, which encompasses Silicon Valley 
and Oakland as well as San Francisco. 
During the Internet boom, the flow be- 
came a torrent. Between 1996 and 2000 
there was a net migration of 200,000 peo- 
ple into the area, compared with 35,000 in 
the preceding five years. The number of 
jobs in the region grew by 660,000 be- 
tween 1996 and 2000, almost five times as 
many as in the first half of the decade. 

This inrush of talent pushed the aver- 
age economic output in the region up 10% 
a year in the second half of the decade, 
faster than anywhere else in America. By 
the end of 2000 the economic output of 
the Bay Area was $65,090 per person, 
nearly double the national average of 
$35,402, and $15,796 more than in Boston, 
its closest rival in productivity. 

Some of this was simply because of 
higher prices in the Bay Area (it is not hard 
to be a more productive dry-cleanerif your 
prices are double those anywhere else). 
But a McKinsey study for the region's gov- 
ernments still reckons that roughly two- 
thirds of the Bay Area's productivity lead 
was genuine. It has an unusual number of 
America's most productive industries; it 
also has many of the better companies 
within those industries (see chart); and it 
boasts the best-educated workforce in the 
country, with more college graduates and 
fewer high-school dropouts. 

Quality-of-life issues are always hard 
to measure. But economists have begun to 
put some numbers on the region's bohe- 
mian flair. According to a recent study by 
Richard Florida of Carnegie Mellon Uni- 
versity, there is a close correlation be- 
tween a region's openness to artists and its 
prosperity. A large and visible population 
of creative types—and of homosexuals, ac- 
cording to Mr Florida—points to a tolerant 
and diverse society of the sort that appeals 
to the wider class of knowledge-workers 
who drive modern economies. San Fran- 
cisco, with its hippies, poets and large gay 
population, topped Mr Florida's rankings 


of American cities for overall creativity. 
Despite this underpinning, the region 
has taken a battering over the past year or 
so. In the first quarter, ending in March 
2002, unemployment in the Bay Area was 
6.1% (compared with 2.7% a year earlier), 
thanks to the closure of hundreds of In- 
ternet firms and lay-offs at banks, retailers 
and other firms that had fed the boom. The 
gloomsters say the city’s real competitive 
advantage-its ability to attract clever peo- 
ple—is being eroded by three things: 
* Housing. The median house price in the 
region has almost doubled since 1995, to 
$402,000 in April, compared with a na- 
tional figure of $153,300. After a brief shud- 
der last year, house prices remain high. 
The Bay Area Council reckons the popula- 
tion of the region will grow by 1m over the 
next 20 years. But so far there are plans to 
build only 400,000 new houses, 260,000 
fewer than will be needed to house that 
many new people, which means even 
more people commuting to the region. 
* Travel. The Bay Area is a laggard in public 
transport. “Places Rated", an annual sur- 
vey of the desirability of different regions, 
placed it 74th among regions for its trans- 
port infrastructure—even lower than traf- 
fic-clogged Los Angeles or Houston. 
* Schools. Nobody really denies that the 
Bay Area's schools are poor. It got its “best- 
educated" tag by luring in talented outsid- 
ers. But the tightening up of immigration 
in response to terrorism may restrict this 
source of talent (unions have anyway 
been complaining about the H1-B visa pro- 
gramme, which admits skilled workers). 
And the schools themselves are also a bar- 
rier: why come to live in the Bay Area if 
your kids will get a bad education? 


But gay's not gloomy 

Trying to solve the problems of growth is 
not easy. More than 200 jurisdictions—in- 
dependent cities, nine counties, various 
agencies—influence decisions affecting 
housing and transport. Even schooling is 
balkanised. Companies often have to in- 


A bust might be useful for some 
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tervene, for instance by offering cheap 
loans to their employees to buy houses. 
There has also been a revival of interest in 
groups that bring business and politicians 
together, such as the Bay Area Council. 

Yet it would be hard to describe the Bay 
Area's mood as disconsolate. Most people 
seem to realise that the dotcom extrava- 
ganza was not going to last. There are also 
plenty of businesses in low-tech fields 
which regard the bursting of the bubble as 
good news. During the dotcom boom, the 
Mission, long a poor district favoured by 
San Francisco's bohemian set, was the 
scene of angry confrontations between 
landlords happy to double their rents for 
start-ups and the dance-studios, potteries 
and writers' workshops they were evicting 
to make room for them. 

Miyoko Schinner, the president of Now 
and Zen Bakery in San Francisco, which 
sells vegan products such as the "Untur- 
key", a Thanksgiving delicacy made from 
wheat gluten and soya, says that it was 
harder to raise money when investors 
were fixated on the Internet. Hiring staff 
was harder, too: everybody expected stock 
options, and were haughty to boot. Now 
that the Internet froth has gone, Ms Schin- 
ner may have lost some customers, but she 
thinks her job has got easier. m 
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OW to make a proper memorial for the victims of Septem- 
p ber 11th? The question has been nagging away at America, 
*.-allthe more because the political establishment has largely 
failed to come up with an answer. 
| Its main effort so far, the development plan produced by the 
- Lower Manhattan Development Corporation, an organisation 
_. stuffed with the great and good, was a damp squib. Some 40m 
- people logged on to look at six designs, slowing down Internet 
traffic throughout the north-east, but they were largely disap- 
pointed. The demands of local bigwigs and property developers 
produced drawings that suggested a suburban shopping mall or 
another Californian edge city. Revealingly, the only design to 
-elicit any popular enthusiasm was the only one not to include 
| the memorial as an afterthought: a tree-lined avenue leading 
— from the site towards the Statue of Liberty. 
: The establishment's poverty of imagination stands in sharp 
contrast with the inventiveness of ordinary Americans. Im- 
^| promptu shrines and memorials began to appear almost imme- 
diately after the disaster. A museum opened in SoHo to display 
< photographs of the collapse and the carnage. People queued for 
hours to view the collection, appropriately subtitled “A Democ- 
racy of Photographs”. The best book so far-the New York 
Times's collection of obituaries—is affecting partly because it 
feels so informal. The obituarists deliberately avoided grandeur 
-in favour of homeliness. These are the stories of ordinary lives 
-told through the tiniest personal details. 
_ Which brings us to Bruce Springsteen. His new album, “The 
Rising", is his first full-length effort for seven years, his first full- 
collaboration with the E-Street band for 18—and is entirely de- 
voted to September 11th. Already, the hype is ubiquitous. The 
increasingly stockbrokerish 52-year-old graces the cover of Time 
magazine (“Reborn in the UsA") and is trotting around the talk 
Shows. Yet more than celebrity-worship is at work. An astonish- 
ing number of Americans, particularly in the blue-collar Spring- 
steen heartlands around New York, are using his songs as a 
vehicle for reflecting on the events of 11 months ago. "The Ris- 
ing" is becoming part of a national process of catharsis. 
_ Which is asit should be. One poorly kept secret of every Up- 
per East Side dinner party since September 11th is how few of 
the victims were members of New York’s upper crust. Most of 


Acorny Bruce Springsteen record may be the right way to pay homage to September 11th 





the up-market investment banks had moved out of the World 
Trade Centre long before. Only 330 known victims were from 
Manhattan; the worst-hit communities were solid working-class 
districts that turn out policemen and firemen. Mr Springsteen’s 
home county, Monmouth, lost 158 people in the towers, more 


than any other county in New Jersey. As the New York Times 


obituaries show, many of the victims were fans of his; their fam- 
ilies played “Thunder Road” or “Born in the USA” at their me- 


link with the victims that led him to make “The Rising”. 


— A patriotin blue jeans 
Hj. With many pop stars, that would be the moment to reach for the 
. sick bucket. The working-class hero pokes his snout out of his 

1 mansion to make yet another fortune out of the misfortunes of 


blue-collar workers (with the help of a foreign record-label, 


= Sony). But Mr Springsteen is an unusual mixture of patriot and 
- critic. He was famously furious at Ronald Reagan’s attempt, back 
in 1984, to turn “Born in the USA” into his re-election anthem: 


the record's theme was the downsizing of blue-collar America. 
Yet he is also a passionate nationalist. He has that rare gift of be- 
ing able to accuse America of every sin under the sun—from im- 
perialism to profiteering—while at the same time proclaiming 
that it is the best damn country in the world. 

Mr Springsteen's past odes to blue-collar America were as 
bleak as rock music gets. They were about people who live for a 
few hours on Friday night, about factories being closed down 
and workers being thrown on the scrap heap. “The Rising" is a 
much more optimistic portrait of the same people. This time, 
they are not the helpless victims of forces outside their control. 
Nor are they running away from anything. They willingly lay 
down their lives for their fellows. Far from being an endangered 
species, America's blue-collar workers were proved on Septem- 
ber 11th to be the very essence of their country. 

“The Rising" is not great art. Even the album's best song, 
*You're Missing", a catalogue of absences (a coffee cup on the 
counter, a newspaper on the doorstep) is a little schmaltzy. Po- 
litical correctness raises its obligatory head: one song is about a 
love affair between an American and a Middle Eastern Muslim, 
complete with Pakistani musicians. And it is being sold with a 
heavy dose of sugar-coated earnestness that many non-Ameri- 
cans may find indigestible. 

Yet even its defects seem somehow appropriate. America is a 
proudly popular civilisation: a country driven by the aspirations 
of ordinary people rather than the designs of elites, a country 
that holds celebrities in higher esteem than intellectuals, a coun- 
try whose inhabitants measure their lives with rock songs. Mr 
Springsteen has captured the basic emotion: a combination of 
grief for the lives lost with a resolute (if sometimes corny) sense 
that America will conquer adversity. 

It is also right that "The Rising" should be a commercial en- 
terprise. For the most part, Americans are untouched by the 
European shame about money-making. (The current “anti-busi- 
ness backlash" is a backlash against cheating, not honest busi- 
ness.) It seems strangely appropriate that a record about the 
destruction of the main symbol of global capitalism should be 
marketed by a Japanese multinational. One day the American 
establishment will find something to equal the Vietnam War 
Memorial in Washington, Dc, or the Civil Rights Museum in 
Memphis. Until then, Mr Springsteen will do nicely. && 
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The main worry is Brazil. But might Uruguay be first to default? 


UST three months ago, international 
j pee policymakers were congratu- 

lating themselves that Argentina’s debt 
default had not infected its neighbours’ fi- 
nances. Yet this week investors seemed to 
view South America as standing on the 
brink of a chain of defaults of the kind that 
whipped through the region in the 1980s. 
As Brazil’s currency and bonds plunged, 
officials rushed to Washington to seek fur- 
ther help from the 1mF. Uruguay, awaiting 
the Fund's response to a similar plea and 
faced by a stampede of panicking deposi- 
tors, closed its banks until August 5th. 
Across Latin America, from Mexico to Co- 
lombia, bonds and currencies have weak- 
ened. Is the panic justified? 

The big fear concerns Brazil, because of 
its size and its presidential election in Octo- 
ber. Its currency, the real, has lost a third of 
its value since April, when investors began 
worrying that one of several leftish presi- 
dential candidates might win. By mid- 
week, it had sunk to 3.47 to the dollar. 

The real's weakness adds to the coun- 
try's debt burden. Brazil's public foreign 
debt, at $75 billion, is both fairly small and 
long-term. But a third of the public debt in 
local currency (which totalled 654 billion 
reais at the end of June) is dollar-indexed. 


So the country's total debt burden has 
risen to almost 60% of GDP, from 52.5% a 
year ago, according to the Central Bank. 
Addinthe soaring risk premium on Brazil's 
bonds, and some analysts now fear that, 
unless there is a big turnaround, the debt 
may become unserviceable. 

So far these fears are being voiced more 
openly outside Brazil than within it. "Brazil 
is on the path towards a debt default," says 
David Malpass of Bear Stearns, an Ameri- 
can investment bank, though he adds that 
there is still time for it to turn off that path, 


E The fear factor 
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using more vigorous measures to prop up 
the real. Walter Molano, an occasionally 
wise investment analyst from BCP Securi- 
ties, an American firm, says Brazil should 
“throw in the towel” now and start “an or- 
derly restructuring” of its debt before 
things get worse. 

Such arguments were last heard in 
1998, before Brazil’s move to a floating ex- 
change rate, yet proved wrong. So they will 
again, says Mailson da Nobrega, a former 
finance minister. While Argentina, like 
Uruguay, borrowed mostly from foreign- 
ers, most of Brazil’s public debt is with 
more biddable local investors; in the past, 
they have reaped high returns by sticking 
with government bonds. So far only a few 
have switched to cash. But the government 
must still roll over 117 billion reais of do- 
mestic debt in the rest of this year. 

The Central Bank says that Brazil's ratio 
of debt to Gp» would start falling if the 
economy grew at an annual rate of 3.5%, 
real interest rates were 9% and the govern- 
ment stuck to its target of a primary fiscal 
surplus (ie. before interest payments) of 
3.75% of GDP. Such a scenario is plausible, 
says Marcelo Carvalho, an economist at 
Bank of America in Sao Paulo. But in the 
past five years average growth has been 
lower, and real interest rates higher. 

Brazilian firms are already facing diffi- 
culties in rolling over their foreign debts. 
These total $87 billion and fall due at a rate 
of around $2 billion a month. To repay 
these loans, companies are buying dollars, 
adding to pressure on the real. But even in 
the worst case, Brazil's foreign reserves of 
$25 billion are more than enough to cover 
its need for foreign finance this year, says >> 





^ Mr da Nobrega. He dismisses speculation 
that the government might force the priv- 
ate sector to hand over its currency earn- 
ings, as Argentina has done. 

To help the government shore up its de- 
fences, the rMF could relax the conditions 
of its existing loan to Brazil, such as by let- 
ting the Central Bank spend more of its re- 
serves to defend the real (at present, these 
must not fall below $15 billion). The bank 
has been selling dollars to the tune of 
$50m a day, to little effect so far. 

But the big unknown is what happens 
after December 31st when President Fer- 
nando Henrique Cardoso steps down. 
That is why Pedro Malan, the finance min- 
ister, would like the main presidential can- 
didates to support a new loan agreement 
with the Imr, for perhaps $10 billion. But 
the two opposition contenders who lead 
the opinion polls, Luiz Inacio Lula da Silva 
and Ciro Gomes, have come out against 
the idea. “No way”, said Mr Gomes. 

Without a commitment from the candi- 
dates, the IMF is unlikely to agree to a new 
loan. The United States has been luke- 
warm-though the White House this week 
distanced itself from comments by Paul 
O'Neill, the treasury secretary, opposing 
further aid. But having raised investors' 
hopes of a new loan, dashing them could 
prove costly for the government. 

Meanwhile, the government must 
hope that the fortunes of its presidential 
candidate, Jose Serra, start to improve. 
That could happen if he makes good use of 
his dominant share of free television slots, 
due to start in mid-August. But Mr Serra 
could also be hurt if the market panic 
translates into higher unemployment. 


Uruguay’s problem 

And Brazil could be hurt, too, if Uruguay 
defaults on its debt. Uruguay’s problems 
have less to do with politics—and much to 
do with “contagion” from Argentina. Since 
March, Uruguay’s peso has lost roughly 
half its value. That has sent the peso cost of 
its public debt soaring: the ratio of debt to 
GDP is now close to 100%. And since most 
bank deposits are in dollars (many of them 
held by Argentines, whose accounts at 
home are frozen), the run on the banks is 
fast draining the country’s foreign re- 
serves. So Uruguay risks running out of 
cash to make debt payments. 

Prior to this week’s bank holiday, Uru- 
guay’s reserves stood at just $655m, after 
falling at a rate of about $500m a month 
this year. Officials were talking to the 
Fund, and others in Washington, to try to 
secure the immediate disbursement of $1.5 
billion still outstanding from an 1Mr loan 
arranged earlier this year. But even this 
would only be a brief respite, unless de- 
positors entrust their money to the banks. 
Otherwise, the chances of avoiding a debt 
default look slim. In Uruguay, as in Brazil, 
confidence is in short supply. m 





Politics in Colombia 


Uribe's hour 


BOGOTA 


Thenew president faces a stiff battle over political reform 


Bz closed doors, with military air- 
craft patrolling the skies and thou- 
sands of soldiers guarding the streets, Al- 
varo Uribe is due to be sworn in as 
Colombia's president on August 7th. It will 
be surprising if the inauguration passes 
without a guerrilla attack somewhere in 
Colombia. For Mr Uribe has a clear man- 
date to improve security, take the fight to 
Colombia’s rebel armies and reform the 
country’s institutions. And all the signs are 
that in taking on one of Latin America’s 
toughest jobs, he will plunge at once into 
some bruising political battles. 

From Andres Pastrana, his Conserva- 
tive predecessor, Mr Uribe inherits failed 
negotiations with two armies of left-wing 
guerrilla groups, a teetering economy with 
an unsustainable fiscal deficit, and still un- 
checked illegal-drugs production. All are 
linked, and will get Mr Uribe's attention. 

But first he wants to change Colombia’s 
political institutions, and especially the 
corruption, vote-buying and cosseted ex- 
cess of its politicians. He wants a slimmed- 
down single-chamber Congress, stronger 
parties, and an end to the scam which sees 
election-winners ceding their seats to al- 
ternates who also qualify for generous sal- 
aries and pensions. Immediately after tak- 
ing office, Mr Uribe's interior minister, 
Fernando Londono, is expected to send a 
bill to Congress calling for a referendum on 
these proposals. For the president, the text 
of the referendum is non-negotiable. He 
wants à new congressional election to fol- 
low a successful vote. 


The risk for Mr Uribe, an independent 
Liberal, is that this issue could tie up Con- 
gress for months. He starts with a legisla- 
tive majority, but it could prove to be a 
fragile one. And Mr Londono is the most 
controversial member of a cabinet other- 
wise stuffed with talent. He has powerful 
enemies from his previous career as a well- 
known lawyer. His critics claim he acted 
improperly in buying a large block of 
shares in an energy privatisation, though 
he denies any wrongdoing. 

Mr Uribe also wants a radical purge of 
the public administration, just as he did 
when he was governor of Antioquia prov- 
ince in the mid-1990s; there, he insisted on 
deep cuts in the state payroll. Now, several 
ministries and government departments 
are to be merged or axed. With unemploy- 
ment at 17.5%, those affected are unlikely to 
go quietly. 

Spending cuts are needed both because 
the public finances are parlous and be- 
cause Mr Uribe is committed to a costly 
military build-up and more social spend- 
ing. Roberto Junguito, Mr Uribe's experi- 
enced choice as finance minister, says next 
year's budget will be austere. He wants 
Congress to approve tax increases worth 
some $800m a year. Wall Street analysts 
see a pending pension reform as a test of 
Mr Uribe's ability to balance the books. 
But the battle over political reform may di- 
minish Congress's appetite for this. 

In the ten weeks since his election vic- 
tory, Mr Uribe has carried out an exhaust- 
ing round of international visits. One aim »» 





* has been to persuade the rMr and other in- 
ternational lenders to treat Colombia's 
economy as a war victim. Rudolf 
Hommes, a former finance minister and 
an adviser to Mr Uribe, hopes for interna- 
tional money to help sacked government 
Workers, for example. 

But Colombians will judge Mr Uribe 
mainly on his pledge to crack down on the 
guerrillas. He has yet to spell out the de- 
tails of his plan to create a militia of 1m ci- 
vilians to help the armed forces. Mr Lon- 
dono has said the government will seek 
constitutional amendments to allow mar- 
tial law and states of siege—a move that 
will be opposed by human-rights groups. 
Marta Lucia Ramirez, a capable former 
trade minister who has been named as de- 
fence minister, says she is thinking about 
calling up army reservists. Mr Junguito 
wants to impose war bonds on the grum- 
bling private sector. 

Such measures would soften American 
critics who say that Colombia is relying on 
foreigners to pay for its wars. Whether they 
will also force the guerrillas to accept Mr 
Uribe’s firm terms for new peace talks will 
decide the fortunes of his presidency. & 


Atlantic Canada 


A gleam in the 
mist 


OTTAWA 
Refounding Newfoundland's economy 


HE people of Newfoundland, surviv- 

ing on the rocky eastern tip of Canada, 
are accustomed to economic setbacks. But 
three shafts of sunshine have recently cut 
through the Atlantic mists. An oil consor- 
tium is going ahead with a third large off- 
shore field east of the island. Newfound- 
land has won a battle with Nova Scotia for 
the lion's share of oil and gas deposits in 
the Laurentian sub-basin to the south. Best 
of all, the province has signed agreements 
to exploit one of the world's richest nickel 
deposits, at Voisey's Bay in Labrador. 

For decades, young Newfoundlanders 
have migrated to Toronto as the province's 
economy languished. Desperate to haltthe 
exodus, the province's political leaders 
struck some bad deals: a hydroelectric 
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scheme from which neighbouring Quebec 
took the profit, an oil refinery that rusted 
into disuse, fish plants that collapsed 
when the cod disappeared a decade ago, 
and huge hydroponic greenhouses which 
grew cucumbers ata loss. 

A turning point of sorts came in 1997 
when oil began to flow from the Hibernia 
field, 200 miles (320 km) south-east of St 
John's, the province’s capital. A second - 
field nearby has made Newfoundland 
Canada’s second oil producer, after Al- 
berta. In March, Husky Energy, together 
with state-backed PetroCanada, agreed to 
invest more than C$4 billion ($2.5 billion) 
over 15 years in White Rose, a third field. 
But critics say that the oil wealth hardly 
flows beyond St John's. Over the past five 
years, the province's population has fallen 
by 7% (to 513,000). Outside the capital, one 
out of five workers is unemployed. 

The provincial government hopes that 
the Voisey's Bay nickel project will stop the 
rot. In June, after years of talks, the prov- 
ince and two native peoples (the Inuit and 
the Innu) at last ratified a contract to de- 
velop the mine with Inco, a mining firm. It 
had paid C$4.3 billion for the property in 
1996. But, when nickel prices tumbled, 
Inco was reluctant to commit itself to 
building a smelter at Argentia, a former 
American naval base near St John's, as the 
provincial government wanted. 

Now a dealhas been struck: nickel min- 
ing will start at an open-pit site in 2006, 
while a pilot processing plantis built at Ar- 
gentia. Newfoundland will allow concen- 
trate to be shipped to smelters in central 
Canada in the early years, provided that 
ore is imported later from Inco's other 
mines to be processed in a full-scale plant 
at Argentia (to which the federal govern- 
ment will contribute C$150m). Later, too, 
an underground mine will be built. 

Over the next 30 years, Voisey's Bay 
should provide hundreds of permanent 
jobs and some C$11 billion in revenue for 
the provincial government. The province 
in turn will pay C$255m to the 5,000 Inuit, 
who claim the land around the mine. They 
and the 1,500 Innu will take a percentage 
of the mine's profits. Newfoundlanders 
will hope that, this time, they have struck 
lasting wealth. a 
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Can famine be averted? 


BINGA AND OSITENI 


if food aid is slow or obstructed, there will be starvation 


FRICA'S hunger is growing, danger- 
ously. However quickly donors re- 
spond to the disastrous food shortage in 
southern Africa, millions more people will 
need aid over the next nine months. 
Stocks from April's awful harvest are 
nearly exhausted. The World Food Pro- 
gramme (wrp) says that 7m people al- 
ready need help, and that the numbers 
will double before Christmas. In the 
worst-affected countries, Zambia, Zimba- 
bwe and Malawi, maize harvests were 
miserable, but cassava and potatoes partly 
filled the gap. Now these are almost gone, 
too. Within months, say aid agencies, 
chronic hunger could give way to starva- 
- tion in the most remote areas. If donors are 
slow or obstructed, a vaster famine looms. 
Rural people are vulnerable even in 
normaltimes. Malawi's woes are typical: it 
has a shrinking economy and endemic 
poverty; half its children are chronically 
malnourished. An acute land shortage has 
led to over-use, soil degradation and small 
yields. Imported fertiliser could make 
even tiny plots productive, but most small 
farmers cannot afford to buy it, and donors 
are sending less of it free. An internal re- 
port written in July by Britain's Depart- 
ment for International Development ad- 
mits that its own severe cut in “free inputs" 
for Malawi's farmers in 2000 and 2001 
was a “more important factor" leading to 
hunger than two years of bad weather. 
The meagre harvests that resulted 


meant that the vulnerable have become 
desperate. In Ositeni, a village in central 
Malawi, a few withered maize stalks and 
yellowing cassava plants poke up from the 
dusty soil. The village has no irrigation, no 
grain silos, and no tomatoes or cash crops 
to trade for nsima, the country's maize sta- 
ple. In other years, able adults would find 
casual work on neighbours' fields, in ex- 
change for food. Now there are no jobs. 
Last week, the first sacks of charitable 
corn were unloaded for Ositeni's 13 most 
needy families. But stockpiles are needed 
before November's rains make the bare- 
earth roads impassably muddy. The wr» 
has appealed for $507m for southern Af- 
rica, but has so far raised less than a quar- 
ter of that. Last week, relief groups and the 
Red Cross launched their own campaigns, 
and a few million dollars have rolled in. It 
is already getting late, says Brendan Paddy 
of Save the Children: "During the region's 
1991-92 shortage, food was already stock- 
piled in forward positions by now. We are 
three orfour months behind." Aid workers 
fear that donors will not respond until 
they see skeletal people on television. 


Zimbabwe's way 

Even a generous response could be ham- 
pered. In Zimbabwe, whete 6m people 
will need help, the government has or- 
dered hundreds of commercial farms to 
close down by August 10th and is deliber- 
ately starving communities suspected of 


The Economist August 3rd 2002 


Also in this section —__ 
41 Angolan reunification 
41 Arab political prisoners 
42 Israel and Palestine 


supporting the opposition. In Binga, a 
western district, 115 tonnes of high-protein 
porridge, intended to feed local schoolchil- 
dren, lies unused and rotting in a ware- 
house. A band of Mr Mugabe’s club-wield- 
ing militiamen refuse to allow it to be 
distributed, because 85% of the people of 
Binga voted for Mr Mugabe’s opponent, 
Morgan Tsvangirai, at the presidential elec- 
tion in March. The police could easily dis- 
perse them, but do not. Already, the chil- 
dren of Binga are fainting from hunger in 
class, and 27 people have died of hunger- 
related causes in the local hospital. 

In other Zimbabwean areas, peasants 
suspected of dissent are barred from buy- 
ing maize from the state marketing board. 
All around the country, the government 
seizes grain from “hoarders” and sells it 
cheaply to ruling-party card-holders. The 
regime barely troubles to hide its malign 
intentions: a deputy foreign minister re- 
cently crowed that “the [ruling] party will 
start feeding its children before turning to 
those of the [opposition].” James Morris, 
head of the wep, says his agency will 
leave Zimbabwe “in a second” if its dona- 
tions of food are manipulated for political 
ends. But the wrr has failed to prevent 
such misuse in the past in Sudan, Somalia, 
Angola and elsewhere. 

The leaders of Zambia and Malawi are 
less obstructive, but their countries are far 
from ocean ports and have narrow roads 
and poor train tracks. Malawi's govern- 
ment is also under fire for selling all the 
grain (more than 160,000 tonnes) in its na- 
tional store two years ago. In the capital, Li- 
longwe, diplomats and aid workers say 
that people close to the ruling party prof- 
ited from the grain sale. “In another coun- 
try they would be on trial by now,” says 
one diplomat. 

Last week South Africa’s president, 
Thabo Mbeki, admitted that the threat of » 
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> 14m hungry people by the end of the year 
did not warrant discussion at the inaugu- 
ral meeting of the African Union, which he 
chaired in July. But the danger stretches be- 
yond this year. Aid workers worry that an- 
other bad harvest is likely in 2003, what- 
ever the weather. 

Poor soil, lack of fertiliser and the loss 
both of livestock and of people threaten 
production. The weakening effect of hun- 
ger means that more people are dying from 
diseases such as Arps, which infects 
roughly a fifth of the people in Zambia, 
Zimbabwe and Malawi. The ravages of 
AIDS, plus the worsening poverty, mean 
that recovering from this food shortage 
will be tougher than it was after previous 
ones—and that people will be even weaker 
and more vulnerable when the next spell 
of deadly hunger arrives. 8 





Angolan reunification 


Happy families 


LUANDA 
With peace, people are coming home 
out of the bush 


ERY Friday afternoon, hundreds of 
people flock to Luanda's Independence 
Square in the hope that they will be cho- 
sen to broadcast a message, seeking a long- 
lost relation, on Angola's newest televi- 
sion phenomenon, "Meeting Point". Many 
clasp faded, dog-eared photos of relatives 
they have not seen in years, even decades. 
In a shaky voice Joana Pereira gives her 
address and says that she is looking for her 
brother Joao, missing since 1982. She holds 
his identity card up to the camera, show- 
ing a grainy black-and-white mugshot of a 
teenager. Jaime de Costa is looking for his 
aunt, Bemvinda. She disappeared, along 
with her husband, in 1975, never to be 
heard from again. Isabel wants to find Pe- 
dro; Mario is looking for Bernardo. Row 


after row after row, they come. 

Some of these Joaos and Bemvindas 
are certainly long dead. But a surprising 
number of them are proving to be still 
alive. Since Angola's ceasefire in April, 
they have been emerging from the bush in 
their hundreds of thousands. 

They have been in the country ever 
since their disappearance, perhaps even 
within a few hundred miles of their fam- 
ilies. But, stuck behind the UNITA rebels’ 
lines, they have been forbidden to contact 
relatives on the government side, a ban 
that lasted for the whole 27 years of civil 
war. Those who tried, died. Many of them 
had been abducted in rebel ambushes and 
forced to work and fight for the movement 
ever since. Thus did UNITA sustain itself. 

The fact that families can now, at last, 
re-establish contact is one of the most strik- 
ing and joyous manifestations of Angola's 
new peace. Away from the glitz of the tele- 
vision cameras, the hard work of reuniting 
them is carried out by the National Family 
Tracing and Reunification Programme and, 
since the onset of peace, the Red Cross. 
Given the awesome size of the task, sepa- 
rated adults are left to fend for themselves, 
while resources are concentrated on re- 
uniting children with their families. 

The rebels systematically abducted 
children in order to raise them within their 
ranks. In 2001, even as the war raged, 7,765 
unaccompanied children were registered 
by the reunification programme. But 
slightly less than half of them were 
brought back to their families. The vio- 
lence made it too dangerous for the others 
to travel to their home areas. 

Since the ceasefire the number of chil- 
dren coming out of UNITA-controlled ar- 
eas of the bush to ask for help in finding 
their families has more than doubled. In 
one province it has increased seven-fold, 
to 240 per month. And now that peace has 
made it possible to travel, there is a much 
better chance of tracing their families. 

Despite having had staggeringly bad 
luck for most of his young life, ten-year-old 
Jose Gomes is now one of the fortunate 
ones. When he was only four, he was cap- 
tured by the rebels while on his way home 
from the fields. He was marched more 
than 800 kilometres (500 miles) to the east, 
and then put in a UNITA base near the 
Zambian border. He stayed there for five 
years (or, as he puts it, “five Christmases”), 
working as a servant for a rebel officer. 

Late last year, after a protracted cam- 
paign, the base was overrun by the Ango- 
lan army. Jose was picked up by govern- 
ment soldiers, loaded on to a helicopter, 
flown two hours north to the nearest city 
and dumped in an orphanage. Somehow 
he managed to remember where his 
mother used to live. The Red Cross were 
asked to help look for her, and found her 
still living in the same place. Three weeks 
ago, he was flown home. 


Jose lost only six years of his life. As a 
child he will not be blamed for having 
lived with UNITA. But, had the war lasted 
afew years more, he would have become a 
rebel soldier, obliged to attack people, 
such as his mother, living in government- 
held towns. This has been the fate of many 
of the thousands of people now appearing 
from behind the rebel lines. Some, like 
Joao and Bemvinda, have lost 20 or more 
years to the bush. Much as their families 
want them back, they will not find it easy 
to forgive and forget the atrocities these re- 
turnees may have committed. 

But family reunification is a basic step 
to national reunification. Both sides kept 
people apart as a way of prolonging the 
war. The fact that families are now coming 
together suggests that Angola too has a 
chance of reuniting, and being at peace. I 


Arab political prisoners 


The red lines 


CAIRO 
Cross them and, however softly you 
speak, you are in jail 


AT to please yourself, but dress to please 

others, advises an Egyptian proverb. In 
many Arab countries today, if your out- 
ward style fails to please others, you may 
go straight to jail. 

Such is the case with Saadeddin Ibra- 
him, a prominent Egyptian academic who 
has just been sentenced, in a retrial, to 
seven years in prison for the crime of criti- 
cising his government. But Mr Ibrahim is 
only the best known of a recent wave of 
Arab dissidents punished for speaking 
their thoughts. What distinguishes the 
new inmates is that they are not revolu- 
tionaries, but elderly, secular democrats. 

Until his original arrest two years ago, 
the American-educated Mr Ibrahim was 
trusted enough by Egypt's rulers to host his 
own chat show on state television. Cabi- 
net ministers sat on the board of the socio- 
logical research institute he ran, which had 
a reputation for savvy courtship of west- 
ern funds. Mr Ibrahim's problems started 
when the institute launched programmes 
to monitor elections, encourage voter reg- 
istration, and explore the situation of 
Egypt's Coptic Christian minority. 

The airing of dirty laundry this entailed 
appears to have been considered a cross- 
ing of "red lines"—the current Arabic par- 
lance for the point where pretences at civil- 
ity stop. Mr Ibrahim was arrested at 
gunpoint in the middle of the night, and 
charged, along with a score of his employ- 
ees, with swindling donors, accepting for- 
eign money without permission, and 
smearing Egypt's reputation. A State Secu- 
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rity Court sentenced him and his alleged 
co-conspirators to terms ranging from one 
to seven years, but a retrial was ordered 
under appeal. Hence the new trial and ver- 
dict, both of which have been decried by 
western governments and human-rights 
organisations as travesties of justice. 

Alas, Mr Ibrahim’s ordeal is far from un- 
usual in the region. Among many recent 
political recruits to jail in quiet little Tuni- 
sia, for example, is Hamma Hammami. Mr 
Hammami, a left-winger and 30-year vet- 
eran of opposition politics, wisely went 
underground in the late 1990s, so escaping 
a nine-year conviction in absentia for 
“spreading false information”. His volun- 
tary emergence from hiding earlier this 
year was seen as a challenge to the govern- 
ment. Instead of showing clemency, its 
courts sent him down for three years. Mr 
Hammami's wife, a lawyer, is currently on 
hunger strike, demanding his release. 

Unlike Egypt or Tunisia, Syria does not 
try hard to cultivate an image of fair gover- 
nance. Even so, the recent sentencing by a 
State Security Court of 72-year-old Riad 
Turk to two and a half years in jail seems 
unusually cruel. The communist intellec- 
tual, who completed a previous, 17-year, 
jail term in 1998, was one of ten distin- 
guished dissidents rounded up last year. 
His crime, say Syrian activists, was to have 
commented on television that “the tyrant 
is dead”, meaning the late Hafez Assad. 

One link between these cases, and sim- 
ilar political trials in countries such as Jor- 
dan and Lebanon, is that convictions now- 
adays are usually secured by due process 
of law. The trouble is that laws in most 
Arab countries prescribe harsh sentences 





Ibrahim said what others think 
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for the vaguely defined crime of "libel", 


and that the courts which impose such 
laws are hardly impartial. As Mr Ibrahim 
declares in a written statement that his 
judge refused to hear, Arab dissidents are 
often being tried solely "because we dared 
to say openly what millions of Egyptians 
and Arabs think in secret." 

The only consolation for Mr Ibrahim 
and other liberals may be that they get off 
lightly compared with Islamists, who 
make up three-quarters or more of the 
Arab world's political prisoners. Just this 
week, an Egyptian military court sent 16 
more Islamists, mainly academics and 
professionals, to jail for three to five years. 
Unlike Mr Ibrahim they have no right of 
appeal, and, since September 11th, will not 
win much sympathy overseas, either. 8 


Israel and Palestine 


What might have 
been, perhaps 


EAST JERUSALEM 
The half-peace offering before the latest 
bloody cycle 


T HAS been a cruel week and it is not 

over yet. The Palestinians have retaliated 
vengefully for Israel's bombing on July 
22nd of a crowded block of flats in Gaza 
city. On July 31st they killed seven people, 
including two Israelis and three Ameri- 
cans, when a bomb planted in a handbag 
ripped through a student cafeteria at Jeru- 
salem's Hebrew University, a multi-cul- 
tural institution where Palestinians study 
as well as Israelis. The day before, a suicide 
bomber attacked a fast-food stall in Jerusa- 
lem, the first suicide bombing in the city 
for six weeks. Earlier, seven settlers, one of 
them a child, had been killed in the West 
Bank. 

On the other side, settlers had shot 
dead a Palestinian girl and stabbed an- 
other child in what one Israeli army officer 
said was “a pogrom against the Arabs of 
Hebron". And, at the time of the university 
bomb, the Israeli government was approv- 
ing new measures to deter suicide bom- 
bers through the collective punishment of 
their relatives, sometimes by exile. 

The Gaza bomb, which slew its in- 
tended prey, Salah Shehada, Hamas's mili- 
tary leader, also killed nine children—and, 
say Palestinian leaders, halted their most 
serious ceasefire offer in seven months: an 
unconditional offer to staunch the blood- 
shed. This “ceasefire” document, drawn up 
by senior leaders of Yasser Arafat's Fatah 
movement, was ready for publication on 
the day of the Gaza bomb. Its text, pub- 
lished in Haaretz, an Israeli newspaper, on 
July 30th, promises to “do everything in 
our power to end attacks on Israeli civil- 


ians... We will do this without seeking or 
demanding any prior gains." 

The ceasefire is not a surrender, explain 
the signatories, who reserve their right to 
resist the Israeli army's occupation. There 
can be no peace until that ends, they 
say.“You must cease strangling our cities, 
killing our youths, taking our land for your 
settlements, ripping up our orchards, hu- 
miliating our women and children.” Nor is 
it clear whether “civilians” include armed 
settlers in the West Bank and Gaza. But on 
the suicide bombers the text is unambigu- 
ous: “The suicide bombings will be 
brought to an end. By us. Now." 

Would they have been able to do so? 
The document itself admits that its ban on 
“targeting the innocent” could not be im- 
plemented everywhere at once: “But we 
will now have the weight of public opin- 
ion on our side.” Israel’s government was 
unimpressed. On July 29th Binyamin Ben- 
Eliezer, the defence minister, said that the 
signatories were political leaders with lit- 
tle influence over Fatah’s military arm, the 
al-Aqsa Brigades, and none over Hamas’s 
military wing, the Izzadin al-Qassam. 

Other Israelis are less sure. Haim Ra- 
mon, Mr Ben-Eliezer’s challenger for the 
Labour Party’s leadership, said that the in- 
volvement of European and Arab dip- 
lomats in drawing up the document sug- 
gested that it carried more weight than his 
government gave it; at the very least it 
should have been considered before the 
decision to kill Mr Shehada. It was not. 

Fatah's men say bitterly that this was 
because the Israeli government wanted 
their offer buried before it was born, the 
better to maintain its reconquest of the 
West Bank. They point out that the docu- 
ment had been approved, in his Israeli pri- 
son cell, by Marwan Barghouti. Of all Fa- 
tah's political leaders, he is the most 
influential among the al-Aqsa Brigades: 
they might have observed his call. 

Would Izzadin al-Qassam have done 
the same? Probably not. Palestinian 
sources say that Hamas was divided on 
the offer, with some political leaders in fa- 
vour of it but the military wing against. A 
day or two before the bombing in Gaza, 
Hamas's spiritual leader, Sheikh Ahmed 
Yassin, had struck a compromise, of sorts, 
saying that Hamas would stop killing civil- 
ians if Israel withdrew from the recently 
reoccupied Palestinian cities, freed re- 
cently detained Palestinian prisoners and 
ended attacks like the one on Mr Shehada. 

Itis all history now. After Gaza, the Pal- 
estinian factions came together. The al- 
Aqsa Brigades claimed the first bombing in 
Jerusalem and the settler ambushes in the 
West Bank. Hamas claimed the bomb at 
the Hebrew University, and has said it will 
continue to revenge Mr Shehada's death 
“in Tel Aviv, in Haifa, in Hadera". Sadly, Is- 
raelis in these cities can be sure that the 
threats are notidle. m 














The politics of pensions 


Kos 


We know what’s best for your old age, 
why can’t you see it? 


FRANKFURT AND MILAN 


As its people grow greyer, Europe's state pensions systems will go deeper into the 
red. Germany and Italy are trying to push the private-sector alternative. It isn't easy 


IME is tight and nerves are thin. This 

week, after more poor opinion polls, 
Germany's Social Democrats decided to 
bring forward the final push in their cam- 
paign for re-election on September 22nd. 
Bild, a tabloid daily, put it about that, if he 
wins, Chancellor Gerhard Schróder will 
co-opt as economics minister Peter Hartz, a 
Volkswagen executive who heads a com- 
mission now polishing plans for radical la- 
bour-market reforms. It was denied, but 
the Social Democrats might well want to 
remind voters of their reforming streak. 
The economy needs reforms, and they 
have made some. Yet the opposition, suc- 
cessfully it seems, mocks their efforts as in- 
sufficient or mistaken. And their boldest 
attempt, an overhaul of the creaking pen- 
sions system, is labelled a flop. 

Seven-tenths of German pensions 
come from a state scheme with roots in Bis- 
marck's day. It is financed mainly by alevy 
on wages, 19.1% this year, half paid by 
workers and half by employers. But, as all 
over Europe, the demographics are grim. 
Today, there are 2.8 Germans aged 20-59 to 
support each pensioner. By 2030 there 
could be half as many. And the state can't 
just fork out money to fill the gap. 

Enter, at the start of this year, subsidies 
plus tax relief for private pension plans. 
Enter too a tax break, plus relief from so- 
cial-security contributions until 2008, for 
payments into occupational pension 
Schemes. Bingo? No: despite a bombard- 


ment of advertisements, of the 35m people 
eligible, only 2m have so far signed up for 
private pension plans. 

The opposition blames bureaucracy. 
The new schemes must satisfy 11 criteria to 
get government help: pensioners must get 
back at least what they put in (ie, a zero re- 
turn, after years: well, thanks); they cannot 
touch their money until they reach 60, and 
even then may take at most 20% in a lump 
sum. Many in the financial industry agree, 
and add that the method of paying subsi- 
dies and tax relief is cumbersome. The op- 
position's pensions man, Horst Seehofer, 
says he would have just two criteria (in- 
cluding the zero-return rule, thanks again). 

Hold on. The schemes have been 
choked by more than just red tape. Con- 
sumer organisations told people to take 
their time before plumping for a plan. So 
has the ministry concerned—and indeed 
Mr Seehofer too: no point in rushing, he 
says, wait until we are in office. 

And the puff for personal pensions has 
been overdone. They suit those with low- 
ish incomes and big families: for them, the 
state’s contribution may exceed their own. 
But for most workers—three-quarters of 
them, thinks the labour ministry—occupa- 
tional schemes look a better bet, and sim- 
pler. Till now, these have mainly been the 
preserve of big companies, accounting for 
only 10% of pensions. But the new rules 
say workers can insist that part of their pay 
goes into a pension scheme; usually, as 
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part of a collective-bargaining agreement: v 
This is giving rise to new industry-wide _ 


schemes (a few exist already), drawing in c 


smaller companies. Pension payments _ 


have so far been written into wage deals 


covering 16.3m employees. 2 
Even so, money is only just starting to. 


flow, thanks largely to the financial aù: 


thorities’ laborious approval procedures. . 
The biggest new scheme, in the meta 
working industry, got the nod only in May. 
Yet the first big inflow isin any case notex- 
pected until workers receive their Christ: 
mas bonuses, from which many should _ 
make their annual pension payment. 

More may be needed to close Ger- 


many's pensions gap, although the Social __ 
Democrats will wait for a review in 2005. 
Compulsory private provision-anunpop- = 
ular idea, when briefly mooted-may yet __ 
return to the agenda. But even critics of the. 


system's complexity applaud the fact that D 


anything has been done at all. Now, how. E 
much will change if the government does? 


Meanwhile in Italy | 
Pensions are politics in Italy too. When Sil- 
vio Berlusconi came to power last sum- 
mer, he promised to make reform of the 
state's costly pension system a priority. H 
began with an anti-reform, raising sti 
pensions for low-income workers. Only 


















































> the end of last year did his government an- 
. nounce its plans for change. A draft law to 
implement them, by encouraging private 
pensions provision, is in the parliamen- 
tary pipeline, but stuck there. 

The government's strategy is to get priv- 
ate pension schemes and funds, now em- 
bryonic, working properly first. Then, it 
hopes, it will be politically able to tackle 
the financing woes of the pay-as-you-go 
state system. But Italy cannot afford to 
wait. Its state spending on pensions is 
more than 14% of epr, almost double the 
European Union average. Every year, 
payouts far exceed contributions by work- 
ers and employers. And as Italians live lon- 
ger and have fewer children (Italy has one 
of the lowest birth rates in the European 
Union), the problem is getting worse. 

But change faces fierce opposition from 
workers and their unions. Italians, like 
other Europeans have been shaken by the 
stockmarket slump; and though they 
know thatthe state may haveto cutits pen- 
sion payouts, they suspect that that risk 
may be far less than those of private-sector 
pensions. Against this opposition, Mr Ber- 
lusconi has shown little will to push 
through even his modest reform. He man- 
aged to split the two lesser trade-union 
confederations from their big brother, the 
CGIL, in a recent tug-of-war over labour- 
law reform. But none of the three looks 
likely to give ground on pension reform; 
and the government is not eager for a fresh 
confrontation. It already faces CGIL plans 
for a general strike in the autumn against 
the labour-law changes. 

Even employers are lukewarm, in part, 
because they too fear the effects of major 
labour unrest. But they also have a straight 
financial reason. At present, 7% of a 
worker’s pay is held back, to finance the 
lump sum that he is entitled to when he re- 
tires or changes employer. Although, since 
1993, new employees can park this cash 
with a pension fund, most in fact is held by 
the employers concerned. And nice cost- 
free working capital it provides. But now 
the government proposes to channel all 
this money into private pension funds. 

The government has tried to buy off 
hostility, offering employers a cut of three 
to five percentage points in their contribu- 
tions to the state pensions system for new 
workers, even while assuring these work- 
ers that today’s benefits will not be cut. 
Nor do its proposals mention the “senior- 
ity pensions”, popular with workers and 
employers alike, which enable some peo- 
ple who began work before 1996 to retire 
on almost full pension after 35 years. 

To judge from the slow progress of the 
draft law, employers and workers may 
well not have to cope with any changes at 
all. Mr Berlusconi’s previous government, 
in the mid-1990s, was brought down over 
pension reform. He seems unwilling to 
stick his neck out again. @ 














France’s regions 


Devolution for 
Corsica? 


PARIS 
France’s new prime minister has new 
plans—remarkably like the old ones 


N APRIL, as he was seeking re-election, 
Jacques Chirac paid a lightning visit to 
Corsica and announced that he would 
never accept any “institutional cosmetics” 
that would place the perpetually troubled 
island “in the margin of the French Repub- 
lic.” Translation: the devolution proposed 
by Lionel Jospin, the Socialist prime minis- 
ter and his then rival for the presidency. 
Mr Jospin had made a deal with most 
of Corsica’s politicians, including some 
who want to secede from France. It would 
give the island’s parliament some legisla- 
tive autonomy, and let schools teach in the 
Corsican language. Last weekend Mr Chir- 
ac’s new, centre-right prime minister, Jean- 





Pierre Raffarin, paid his own lightning visit 
to Corsica-and announced an approach 
virtually identical to Mr Jospin's. 

Why is Mr Raffarin being given the 
presidential nod? For a start, he is not Mr 
Jospin. Second, the election has shown itis 
safe. The leading critic of Mr Jospin’s deal 
with the Corsicans was his own interior 
minister, Jean-Pierre Chevenement, who 
resigned in protest. But when he in April 
ran for the presidency ona platform of “re- 
publican values”—ie, inter alia, no devolu- 
tion—he got only 5.3% of the vote. But the 
basic reason is that something has to be 
done to check violence in the island, be it 
secessionist or simply criminal. 

Mr Raffarin has found a neat way of let- 
ting Mr Chirac change course: devolution 
will not set Corsica apart from the repub- 
lic,butletitbea"precursor"forthe govern- 
ment's plans for general decentralisation. 
It can get its own deal, without flouting the 
constitutional ban on any such thing. 

Will it work? One secessionist leader, 
Jean-Guy Talamoni, says there can be “no 
question of including Corsica, a historic 
nation that has known full sovereignty, in 
a general, uniform and France-wide pro- 
cess of decentralisation". And Mr Raffarin 
will find it hard to meet the demands for 
an amnesty for "political prisoners" and 
for the assassin being hunted for the 1998 
murder of the island's prefect. Still, the gov- 
ernment is showing its good faith: it will 
give Corsica the full €1.98 billion ($1.93 bil- 
lion) of development aid over 15 years 
promised by, yes, Mr Jospin. Œ 
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Slovakia's politics 


The secret service 
gets its (own) man 


BRATISLAVA 
He ran from justice. Now he’s back—at 
just the time that suits the government 


j vs ex-boss of Slovakia's intelligence 
service, Ivan Lexa, was his country's 
most wanted man. He fled in 2000 under 
suspicion of, among other things, corrup- 
tion, fraud, theft, aiding criminals, kidnap- 
ping and armed robbery. Many thought he 
would never be captured, some thought 
him already dead. Yet there he was, under 
Interpol guard, at Bratislava airport last 
month, and the centrist government of 
Mikulas Dzurinda, which secured his ex- 
tradition from South Africa, is crowing. 

It has been losing popularity at home 
and credibility abroad for months. The 
timing was convenient. How better, in the 
run-up to September's general election, to 
remind forgetful Slovaks of the sorry way 
their country was run by the previous gov- 
ernment, led by Vladimir Meciar? Rumour 
has spotted Mr Lexa more than once in the 
past two years: in Paraguay, with a new 
face; in Austria, in a shallow grave. In fact, 
he was sunning himself at Umhlanga 
Rocks, a beach resort just north of Durban 
in South Africa, from a hotel owned by, 
guess who, his former secretary, who had 
slipped the country around the same time 
as her boss, telling her mother she was off 
to Australia to learn English. 

Did nobody know? Some people think 
the Dzurinda government did. One report 
even had the missing man getting into a 
Slovak embassy car in Pretoria. And how 
did a secretary come into the money to 
buy a hotel? Whose money wasit, exactly? 

That gets to the heart of the matter. Mr 
Lexa's wealth, and that of some other cro- 
nies of Mr Meciar, was largely stolen from 
the state. The total that went walkabout 
during their watch, in 1994-98, will never 
be known. A recent investigative report by 
the daily newspaper Sme talked of $270m 
of privatisation revenues. This and much 
else bankrolled political interests and busi- 
nesses, or was moved into offshore ac- 
counts. Mr Lexa probably knows more 
than anybody else of how much, how and 
by whom. He did the dirty work for Mr 
Meciar, which may even have included 
kidnapping the then president's son. He 
would make many wealthy Slovaks ner- 
vous if he started naming names. 

But, given a choice between trial before 
a rotten and inadequate judiciary—one 
that he may yet possibly bully or bribe— 
and a bullet in the head from one of his less 
savoury former acquaintances, he will 
probably keep his mouth shut. 

Whatever the verdict, the government 


hopes to get some credit for capturing Mr 
Lexa. Spiriting him out of South Africa was 
certainly not easy. Bigger places, including 
Italy and Germany, have tried and failed to 
get that country to hand over their crooks. 
Could the trial wreck Mr Meciar's elec- 
tion chances? He was "unpleasantly sur- 
prised" by Mr Lexa's untimely return, says 
a Bratislava observer. But the former prime 
minister won't say a bad word in public 
about Mr Lexa. Yes, he fled the country. 
Yes, he swam carefree in the Indian Ocean 
for two years. But does that make him a 
criminal? “These accusations are politi- 
cal," Mr Meciar says. In private, he is not so 
generous: Mr Lexa was stupid, he would 
not have been picked up and sent home if 
he had applied for asylum. Nor has Mr 
Meciar's bad mood been improved by de- 
fectors from his party setting up a new one 
of their own, underwritten, it seems, by a 
company with strong ties to Mr Lexa. m 


Russian families 


So where are all 
the men? 


ST PETERSBURG 
Making children is easy, making a good 
father is not 


AISING her children on her own in So- 

viet days was hard for Eleonora Usa- 
chova. She was not really ostracised, but 
society preferred dysfunctional marriages 
to single-parent households. Today, both 
of her daughters, sharing her flat in a stan- 
dard block in suburban St Petersburg, are 
single mothers. So are many other women 
she knows. The Russian family has altered, 
with men shuffling out of the burden of 





That's home, then, is it, Mum? 


caring for their children. The single moth- 
ers left to do the job now swell the growing 
ranks of the poor, and have little hope, ex- 
cept in remarriage, of ever doing better. 

The data are patchy, but a recent survey 
by the Russian Academy of Sciences says 
that 2896 of all children are born to unwed 
mothers. That's not much by some west 
European standards. But in Russia a figure 
of 24% was last seen just after the second 
world war. In later Soviet years the figure 
dwindled to 10-13%. 

That was due more to the conservatism 
of society and harsh state policy than to 
family planning. Puritanism and poor 
knowledge of contraceptive methods 
pushed many young Soviet citizens into 
unhappy early marriages, which they then 
stuck to, in order to keep a flat or look re- 
spectable. Sometimes the local party com- 
mittee bullied them into staying together. 
Nowadays, with contraceptives freely 
available, family planning should rule. It 
doesn't. Accidental pregnancies are still 
common; 40% of out-of-wedlock children 
are born to teenage mothers, and most of 
those pregnancies are unplanned. 

Social pressure to marry is much 
smaller these days, but so is social help. 
And the marriages themselves seem to be 
shakier than ever. According to official sta- 
tistics, divorce has grown from 3.7 per 
1,000 people in 1999 to 5.3 last year. Some 
45-65% of Russian marriages end in di- 
vorce. And, as everywhere, it is usually the 
mother who heads the resultant single- 
parent household. In Soviet times, a di- 
vorced woman could count on her ex-hus- 
band's employer to make sure she received 
alimony. Nowadays there is no reliable 
way. Overstretched courts and an incom- 
petent bailiff service make it almost hope- 
less to fight for alimony through the courts. 
Even if the woman wins, entitling her to a 
quarter of her ex-husband's pay, it is sel- 
dom worthwhile. Most Russians work on 
false contracts, which record only a sym- 
bolic sum as wages; up to 90*6 of the real 
figure is paid in cash. 

Single-mother households are among 
Russia's poorest. With education and med- 
ical costs growing, their kids are off to a 
bad start. The absent fathers seldom pay a 
rouble, and only 5% or so take any real part 
in their children's upbringing. If indeed 
they did when present too many men 
aren't able, or simply don't choose, to pro- 
vide for the family; alcoholism or apathy is 
an easier choice. 

Ms Usachova may or may not know 
about the complicated social theories 
meant to explain the reality that surrounds 
her. But, watching her two daughters 
struggle to feed their children with hardly 
any help from their partners, she has 
formed one of her own. Those Russian 
men who are giving up on their children 
do that, she says, because they can get 
away with it. 8 











HEY are known as the three tenors: Spain’s top conservative 
SS heavyweights, widely tipped, one or other of them, to suc- 
-ceed the prime minister, Jose Maria Aznar, who insists he will 
not stand for a third term at the next election in 2004. But no one 
-< can be sure, and a cabinet shuffle last month has brought into 
(the arena younger politicians to fight for the leadership of his 
.. . People's Party. "Our candidate will emerge...all in good time," 
said Mr Aznar, trying to calm the frenzied speculation generated 
^ by his changes. Fat chance. With local elections less than a year 
away; the countdown has begun. 
| v Opinion polls used to indicate a clear favourite: Jaime Mayor 
|... Oreja, Mr Aznar's first interior minister. He left the cabinet last 
|. year to lead the local People's Party in an election for the Basque 
- regional parliament and oust the Basque nationalists who have 
governed the region ever since Spain's system of devolution was 
get up. Mr Mayor Oreja, himself a Basque, from the Christian 
...— Democrat wing of his party, did not succeed in that: but the 
—« party's vote increased substantially. Spaniards admire his tough 
stand against terrorism while he was in office, and his tenacity 
:. today in remaining in the Basque country, where he is a prime 
-= target for the separatist terror group ETA. 
* The other two tenors are Mr Aznar's two deputy prime min- 
“isters. Rodrigo Rato, the smooth, long-serving finance minister, is 
-the most rounded member of the prime minister's team. He 
< complains that it is not his fault that he was born into a wealthy 
: family and knows all the top money people. This is held against 
. him when they become embroiled in financial scandals, but it 
- played a big part in winning business backing for Mr Aznar. Mr 
- Rato has kept Spain's economy well on track, has the most solid 
- of party credentials, and looks good abroad. Too good? Possibly. 
` Spaniards admit that envy is their national disease. 
|. The other deputy, Mariano Rajoy, an efficient but dark horse 
` from Spain's Celtic corner, Galicia, is Mr Aznar's invaluable 
- right-hand minister. He succeeded Mr Mayor Oreja at the inte- 
rior ministry, and since the reshuffle heads the cabinet office and 
is the government's spokesman. This may give him a chance to 
-increase his hitherto limited public appeal. 
But all that was before Mr Aznar announced his changes. He 
_ got rid of a fair amount of dead wood; he has given his young 
. justice minister, Angel Acebes, a chance to shine at interior; and 


he has brought in a couple of outsiders to help the government 
look fresher and livelier. The new face that will attract most at- 
tention is that of Eduardo Zaplana, who has presided success- 
fully over the region of Valencia. He will be tested as labour 
minister: he has to put into effect new labour-law reforms, while 
rebuilding relations with the trade unions, which these reforms, 
imposed from above, have strained to breaking-point. 

Another possible challenger is Alberto Ruiz Gallardon, Ma- 
drid’s regional premier. His refusal to keep to the sectarian de- 
marcations of Spanish politics endears him to floating voters, 
but has infuriated some of the more diehard members of the 
party, including at times Mr Aznar. But now he is back from the 
cold: Mr Aznar has asked him to stand for mayor of Madrid next. 
spring, to fend off a Socialist candidate who had begun to look 
as if she might have some chance of success. 


Enter another Palacio 

A lot of Spaniards have been rubbing their hands in gleeful 
anticipation of a generational battle between the old favourites 
and these younger bucks. But, in the first skirmish for headlines, 
both groups have lost out to the new foreign minister, Ana Pala- 
cio. Until last month Ms Palacio was a Euro-mp. She flew back 
straight into Spain's biggest diplomatic crisis since Mr Aznar 
took office: Morocco's landing of troops—only a handful, but 
troops are troops—on a disputed islet near one of Spain's two 
North African enclaves. Ms Palacio, an aristocrat by birth and a 
punchy lawyer by profession, swiftly proved her mettle. 

She eloquently argued Spain's case over the islet and swal- 
lowed her pride, after Spain had thrown the Moroccans out and 
the Americans had got the two sides talking, to endure a frosty 
meeting with her Moroccan counterpart. She will have further 
chance to shine now that the king of Morocco has this week vig- 
orously restated Morocco's claim to the two enclaves. Her plain- 
speaking accessibility has brought much-needed fresh air into 
the cabinet. Enough to make her a possible heir? Mr Aznar in 
1999 picked Ms Palacio's elder sister Loyola as one of Spain's 
members of the European Commission; a former minister, with 
deeper party roots, she too has been tipped as a possible succes- 
sor. But Mr Aznar, though he has stuck to his quota (three) of 
women ministers, is no feminist. And the younger Ms Palacio's 
forthright style may not be welcome to all back in Madrid. 

In the end, though the party will have some say, Mr Aznar is 
pretty much the man who will choose.The older contenders 
know that powerful leaders tend to prefer a younger successor 
who will cast no shadow over their achievements. Whether Mr 
Aznar feels he has to fall back on one of the seasoned heavy- 
weights or can afford a riskier choice will depend in part on the 
state of the opposition Socialist Party. Its policies remain half- 
baked, but its leader, Jose Luis Rodriguez Zapatero, has had time 
to carve out a profile as a moderate centrist. 

Mr Aznar's own ambitions could come into play. He thinks 
the European Union's Council of Ministers should have a long- 
term president drawn from a pool of former prime ministers. It 
is hard not to see him as a candidate for the job, despite his 
ambiguous protestations to the contrary. And he may be think- 
ing—rightly or wrongly—that, if he were in Brussels, a woman in 
Madrid would allow him more of a say back home than a man. 
Bear in mind too that Mr Aznar, a ruthlessly efficient political 
strategist, does like to pull a rabbit out of a hat. It proves that he's 
in charge. Don't rule out the Palacio sisters, not yet anyway. 8 














Welfare state 


The tender trap 


Gordon Brown means well with his expansion of means-tested benefits. But they 
will catch too many people in a system that blunts incentives to work and save 


A= the budget, which poured money 
into health care, and last month’s 
spending review, which did the same for 
education, no one is in any doubt about 
the government’s commitment to spend 
more on the public services. That has dis- 
tracted attention from another of its prior- 
ities: the extra support for families, low- 
earners without children and pensioners 
that starts next year. Altogether, the full- 
year additional cost of the new credits—La- 
bour’s term for this welfare spending—will 
be £4.6 billion ($7.2 billion), close to next 
year’s increase in the education budget. 

Not only are these credits costly, they 
also mark a major extension of means- 
testing, the payment of benefits according 
to income rather than on a universal or 
contribution-linked basis. Unlike child 
benefit, which goes to every mother re- 
gardless of her family income, the new 
child tax credit will not be paid to richer 
families. Unlike the basic state pension, 
which goes to everyone who has contrib- 
uted through their working lives to the na- 
tional insurance system, the pension credit 
will be paid only to poorer pensioners. 

In 1997,14m people—25*6 of the popula- 
tion—were on means-tested benefits. But 
according to an analysis by the impartial 





House of Commons Library carried out 
for the Liberal Democrats, the number of 
people on means-tested benefits next year 
will be 25m—43% of the population. The 
impact will be especially pronounced 
among Britain's 11m pensioners, half of 
whom will be on means-tested benefits. 
From an international perspective, Brit- 
ain is moving away from the most com- 
mon model of the welfare state in de- 
veloped economies, and towards the 
Australian model where means-testing is 
widespread, says Mark Pearson, head of 
social policy at the OECD. “In the great ma- 
jority of rich countries, means-testing is 
very much the last-resort benefit,” he says. 
The advantage of means-testing bene- 
fits is that you get more bangs for your 
buck. The Labour government has ambi- 
tious targets to reduce child poverty, and it 
also wants to alleviate poverty among 
pensioners. But it does not want to push 
up tax bills too much. Means-testing al- 
lows it to concentrate benefits on the need- 
iest while minimising overall spending. 
But means-testing comes at a price. For 
one thing, such benefits are often regarded 
as stigmatising, so people are reluctant to 
claim them. They are also complicated to 
understand, which can affect take-up. The 
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upshot is that in practice such benefits are. 
less effective in reducing poverty than they 
look on paper. 

As means-testing stretches out to em- 
brace so many more people, stigma is un- © 
likely to be the problem it once used tobe, 
however. The government is also trying = 
hard to tackle complexity by making forms — 
simpler and claims less frequent. Even so, 
“trying to work out how the pension credit. . 
works is beyond most of us," says Steve __ 
Webb, the pensions spokesman for the 
Liberal Democrats. As he points out, the. 
government's own target of paying the - 
credit to at least 3m pensioner households’. 
by 2006 means that they will miss a mil- : 
lion of the 4m eligible. 

But the main price of means-tested: 
benefits is the harm they do to incentives. 
to work and to save. Unlike universal 
benefits, they are withdrawn as income 
rises. So peoplereceiving them have less of 
an incentive to find work in the first place 
or to work long hours when they get a job. 
Andif working people know that they can 
expect to receive means-tested pension 
support, they have less of an incentive to 
save for their retirement. 

Gordon Brown has sought to mitigate 
these disincentives in two principal ways... 
First, he is pumping more money into in- 
work benefits, such as those for working 
families which supplement earned in- 
come for the low-paid. Next year, low 
earners without children will also receive | 
such help. Second, he is ensuring that the 
new credits are withdrawn quite gradu- | 
ally, so that people on them generally lose 
about 40% in benefit for every extra pound 
of income, whether from work or retire- 

















‘ment savings. These “taper” rates mean 
that no one should face a situation where 
they are no better off if they are working or 
have saved for their retirement. 
. However, each of these strategies has 
its limits. Mr Brown's scope for creating a 
clear gap between the rewards from work- 
ng and not working is constrained by the 
commitment to cut child poverty. This 
means that the new child tax credit is de- 
~ livering a lot more money to low-income 
|... families who are not working, as well as to 
_... those who are-a marked contrast with 
America's welfare-to-work strategy. More 
gradual taper rates mean that fewer people 
. —. face effective marginal tax rates—taxes and 
- benefit deductions on an extra pound of 
-. . income-at penal levels of up to 100%. But 
|. they drag more people into a system where 
_ = such marginal tax rates can still be higher 























- Anti-terrorism 


Told you so 


NY foreign terror suspects at large in 
.Z'XBritain have reason to breathe a sigh of 
relief. This week, immigration judges 
ruled that legislation passed in a hurry at 
the end of last year, which provides for the 
internment of foreigners suspected of in- 
"ternational terrorism, is unlawful The 
Special Immigration Appeals Commission 
said thatthe indefinite detention of 11 such 
suspects, all Muslim Arabs, without trial 
or charge, was discriminatory. 
No one will be more pleased by the rul- 
ing than Abu Qatada, a Jordanian refugee 
who fled into hiding last December amid 
reports that his name was top of an M15 list 
_of wanted militants. Now Mr Qatada-de- 
scribed by Spanish courts as the spiritual 
leader of the al-Qaeda network in Eu- 













than the 40% top rate of income tax. 

A new study by Mike Brewer and Tom 
Clark of the Institute for Fiscal Studies has 
sought to work out the overall impact on 
incentives of Gordon Brown’s tax and 
benefit changes from 1997 through to next 
year. They conclude that the pension 
credit means that “a very significant pro- 
portion of people planning to retire in the 
distant future face an unambiguously re- 
duced financial incentive to save”. The re- 
forms, they say, generally help to spring 
the unemployment trap (where it does not 
pay people to find a job). But this gain 
comes at a cost: on average among employ- 
ees, marginal tax rates will have risen 
across most earnings categories (see chart). 

The extension of means-tested benefits 
is risky, according to Mr Pearson, because 
“there are an awful lot of people in the 
middle of the income distribution who are 
going to discover they've got higher mar- 
ginal tax rates.” This is less likely to affect 
men than women, he says. “For women 
with children there are quite high costs for 
every extra hour of work, and you're giv- 
ing them an incentive to work less." 

There are alternatives. Since older pen- 
sioners are generally the poorest, those 
over 75 or 80 could be paid a much higher 
basic state pension, thus reducing poverty 
without creating disincentives to save for 
retirement. This could be combined with 
targeting means-tested benefits more 
tightly on low-income families. Some of 
these might be discouraged from working, 
but if fewer people overall faced higher 
marginal tax rates, it might well be prefera- 
ble to ever more means-testing. iii 





A setback for the government's anti-terrorism measures 


rope-is said to be ready to return to the bo- 
som of his family. 

He shouldn’t hurry. Despite the ruling, 
the nine suspects still enjoying Her Maj- 
esty’s hospitality (two others left the coun- 
try, as the legislation permits) will remain 
in prison, pending the appeal that the gov- 
ernment has said it will pursue. Nor was 
the judges’ ruling conclusive. After expo- 
sure to secret intelligence reports, the com- 
mission chairman, Mr Justice Collins, de- 
clared that “the government was entitled 
to form the view that there was and stillisa 
public emergency." Given the threat to the 
life of the nation, he said, the detention of 
terror suspects was a legitimate response. 
Detention without trial-on the basis of 
evidence that neither the accused nor their 






not what troubled the judges. - PE 

The problem, as they saw. it was edhe 
way the government went about it. Sin- 
gling out foreigners, they said, amounted 
to discrimination. The government's re- 
sponse, in effect, was that it discriminates 
against foreigners all the time—just look, 
for instance, at airport procedures. But the 
judges said that David Blunkett, the home 
secretary, was wrong to opt out of Article 5 
of the European Convention on Human 
Rights (which bans detention without 
trial) without also, in the jargon, "derogat- 
ing" from Article 14 (which bans discrimi- 
nation on the grounds of race or national- 
ity). If the government really wanted to 
intern foreigners, the judges added help- 
fully, it should consider introducing legis- 
lation that would cover supposed British 
terrorists as well. 


Try, try again? 

If he loses the appeal, the home secretary 
may well decide that introducing new leg- 

islation wil be more trouble than it's 
worth-although, of course, events may 
yet prove it to be worth rather a lot. The 
government suffered at least 12 parliamen- 
tary defeats when it rushed its law through 
last December, plus lots of accusations of 
Draconianism (as well as widespread pre- 
dictions of the sort of legal difficulty that 
arose this week). mrs are likely to be even 
more reluctant to approve the internment 
of British citizens. 

Moreover, perceptions about the trade- 
off between freedom and security have 
changed. Measures that seemed necessary 
when the American attorney-general 
toured European capitals last autumn now 
look less attractive. Even Mr Blunkett now 
concedes that co-operation with America 
has its limits. This week he rejected Wash- 
ington's request for the extradition of 
Yasser al-Sirri, an Egyptian bookseller who 
for the past seven years has run a propa- 
ganda agency of Egyptian jihadis in Lon- 
don. There was, he said, insufficient evi- 
dence to warrant the extradition. 

British courts have treated the war on 
terror even less kindly, frustrating Amer- 
ica's efforts to prosecute al-Qaeda suspects 
living in Britain. The American Justice De- 
partment failed to obtain the extradition of 
Lotfi Raissi who, it was claimed, helped 
train the hijackers responsible for the Sep- 
tember 11th attacks. The court ruled that 
the prosecution had “no evidence”, and 
set him free. In June, an order for the extra- 
dition of Rachid Ramda—wanted in France 
for bombings on the Paris Metro in 1995— 
was quashed. London’s jihadis say the 
risks of a round-up are receding, and that 
soon their preachers in detention and hid- 
ing may return to the fold. To many people, 
that is a frightening prospect. To others, Mr 
Blunkett’s willingness to throw away the 
key is almost as alarming. 8 
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a Tender reference: — S- 14197. E x 
Tender title: HIRE OF 10K SHALLOW DRAFT 
OFFSHORE JACKUP RIG 


introduction and outline scope of work: 
Shell Petroleum Development: Compan 
work programme to drill wells in offsho 
the Western Division. The campaign i: 





orcados Yokri field in 
continuation of the 


ongoing Forcados Yokri Integrated Proje Drilling Campaign. The 


wells to be drilled are located in shallow. offshore waters, and will 
therefore require a state-of-the-art Shallow Draft: Offshore Jackup 
Rig. The estimated duration for the. iling campaign is about 










twenty-four (24) months. Agents are advised to bid jeintly with the 


rig owners. 


The scope of work comprises provision nt one HK shallow draft | 


offshore Jackup. Rig, support services for dril 
Well testing. The minimum specifications. à for t 
follows: | | 


a) Depth rating of 20,000 ft. 

b.  Drawworks capacity of 2000 HP. 

€)  Hookload capacity of 1,100,000 Ibs. 

d) Accommodation for 90 persons minimum 

e) Maximum drilling variable deck load of 4,500,000 Ibs. 

f) Min/max operating water depth of 8ft/150ft 

g) Varco TDS-4 Top Drive or equivalent (Minimum Continuous 
torque of 40,000 ft-Ibs) 

h) Well control equipment rated to 10,000psi working pressure 

i) Managed and operated to SPDC's standards for Health, 
Safety and Environment, and equipped for total waste 
containment and to skip and ship drilled cuttings. 

) | Compliance with DPR 1997 zero discharge for hazardous 
waste as per Environmental Guidelines and Standards. 


ig operations and 
ie rig shall be as 





Commencement date: November, 2002 


Pre-qualification Packages 

interested, reputable Drilling Contractors/Companies can obtain 
the Pre-Q Package by calling at The Vendor Service Centre at the 
address above or by sending an email to vscv.tender- 
bids@spdc.shell.com. 


The Pre-Q Package is available in electronic copies (diskettes). 
Applications for the Pre-Q Package must be submitted to the 
Vendor Service Centre at the address below before the package can 
be collected. Closing date for collection of bid packages shall be 
August 23, 2002. 

Submission of Pre-qualification documents 


The Pre-Q documents should be submitted in a sealed envelope 
marked Pre-qualification Document. 

Note: The Pre-qualification document should be submitted in two 
hard copies plus one electronic copy. The envelope should be 
addressed to: 

The Secretary to Tender Board Eastern Division (CSE-PPS), 

Via the Vendor Services Centre (CSE-VEN), 

Ref: $14197 — HIRE OF 10K SHALLOW DRAFT OFFSHORE JACKUP 
RIG (Attention: CSE-WELL) 

Shell Petroleum Development Company of Nigeria Limited, 

P.O. Box 263, Port Harcourt, Nigeria. 


The Marked and sealed document can be physically submitted to 
the Vendor Services Centre, Shell Petroleum Development 
Company of Nigeria Limited, Eastern Division, Port Harcourt, to be 
received not later than four (4) weeks from the date of first 
publication of this advert. 


Incorrectly addressed or labeled submissions, and those received 
after the specified date and time shall be rejected. 


In all correspondence, please quote the Tender reference and title 
shown above. 
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Invitation to Tender 












UNMIK (the United Nations Mission in Kosovo), Brod 
the European Union Pillar, wishes to have audits conducted- 
in a number of publicly owned enterprises. The enterprises - 
include profit. making. -self-financing and not-for-profi 
companies, and each. enterprise has a multi-million euro 
annual turnover. E f 
































Each -éi mploys a mixture of local and 

a nd has a specific organisationa: 
NMIK administration. divisions 
mation and organisational benchmarks 
g e strategic direction. 








; | ‘enterprises to be audited will inches. : 
telecommunications, airports, water/waste management and j 
railways. The audits each contain three main aspects as E 
described below. - : 


1. An audit of the financial accounts for the periods = 
1999, 2000, 2001 and 2002 to end of June. The ~~ 
auditors will be required to provide an opinion of 
the financial status of each enterprise in line with 
international accounting standards applicable to 
the period under review. 


bo 


A review of the operational aspects of the 
enterprise, assessing the current status of the 
enterprise against accepted European best 
practice, and locally defined criteria. This will cp 
include, but will not necessarily be limited to, ^. — uc 
risk ^ identification and mitigation; — ^] 
appropriateness of the organizational structure, 
management culture and practices; presentation 
of reports to senior management (relevance, 
accuracy, timeliness). 


3. There may also be a requirement to undertake 
forensic audit work, particularly in relation to the 
procurement (from initial tender stage to disposal 
of assets, where disposal is applicable). 


It may be possible to segment the work and have the various 
aspects of the audits undertaken by different organizations, 
therefore consideration will be given to suitably framed 
proposals. 


Suitably qualified companies and individuals are invited to 
tender for the contracts as described above, and should 
submit sealed proposals to Billy Mollison at the Kosovo 
Trust Agency, Green Building "Duhani", Rruga Vellusha 
No. 2, Pristina, Kosovo or by e-mail to kta@eumik.org, no 
later than Midday on Friday 30° August 2002. For the 
financial section only suitably qualified accountants will | be 
considered, l 


Further information regarding detailed aspects of the audits: 
can be obtained from the address above and during normal: 
working hours on telephone ++ 381 38 500 400 101. 
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AS TONY BLAIR prepares to decamp with his family to the se- 
J'Y cluded peace of rural Gascony, he knows that the next few 
months could be the most exacting of his premiership. It now 
appears almost certain that, before long, he will have to per- 
-suade a wobbly country and an even wobblier party that it is 

- right to join America in waging pre-emptive war against Iraq. He 
must also soon decide whether those same powers of persua- 

- sion can convince a still more-or-less sceptical electorate that it is 
-in the nation's interest to join the euro. And, possibly more criti- 
cal than either to the long-term success of his administration, he 
~ must inject some much-needed momentum into the govern- 

- ment's apparently flagging attempts at public-service reform, be- 
-fore the unions’ feeding frenzy becomes unstoppable. 

- Any one of these forthcoming tests of Mr Blair’s mettle is big 
enough and scary enough to intrude roughly into the prime 
minister's poolside musings. There is no graver responsibility for 
any prime minister than the commitment of British forces to 
violent action, especially when that action is politically (and 
possibly even legally) controversial. Even for the veteran of Ko- 
sovo, Sierra Leone and the mountains of Afghanistan, the deci- 
sion to invade Iraq will be momentous. Although Mr Blair 
dismisses any idea that he may depend on the Tories for a 
House of Commons majority on this issue, he would cut a 
lonely figure if anything were to go badly wrong in the conduct 
of either the war or its even trickier aftermath. 

As for the euro, the political stakes may be of a different kind, 
but are hardly any lower. And if Mr Blair’s attempt to put Brit- 
ain’s shabby public services to rights with very large amounts of 
money is seen to fail, surely the very idea of what a Labour gov- 
ernment is there to do will have been fatally undermined. 

Does Mr Blair seem bowed down or wearied by these great 
burdens as he begins his holiday? Far from it. Will the contem- 
 plation of them spoil his enjoyment of the potted foie gras entier 
_ with which friendly locals are sure to ply him? It seems unlikely. 
__ After rather tetchily enduring a miserable few months in early 
summer when spin and sleaze dominated the headlines, the 
prime minister has recovered his usual perkiness. The televised 
press conferences he introduced in June have been a success, 
and he performed impressively during his marathon (if over-re- 
spectful) interrogation by select committee chairmen. Although 





a gehot The spring in Mr Blair's step p 


[he Labour and Tory leaders are setting off on their holidays, and there'sno doubt who's the happier 
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hese staged events have reminded many peo- 
quite like Mr Blair. 
government's spending plans received a fairly 
most of the barbs (for once) were aimed at the 
his typically labyrinthine new command-and- _ 
for monitoring the journey of every tax pound. 
Brown is seen as a bureaucratic centraliser, deter- 
geon the public services into producing the out- 
s, itis Mr Blair who is credited with being the 
mer, if an insufficiently dogged one. 
st that does not altogether displease the prime 
ias recently taken a leaf from Margaret Thatcher's 
ing—as she used to, in the manner of an exasper- 
er-about the government's lack of radicalism. Al- 
jlair doesn't quite say it, he is convinced that the 
ng structural reforms that will deliver better schools 
depend on his determination to confront the ti- 

Xf ministerial colleagues and the inertia of civil servants. 
When it comes to war with Iraq, the prime minister is, if any- 
























































thing, even more confident about the role he, and he alone, must 


play. Removing Mr Hussein is simply the right thing to do. And 
once Mr Blair has painstakingly presented the evidence of the 
growing threat from the Iraqi dictator and explained why "doing 
nothing is not an option", all but the most blinkered or viru- 
lently anti-American will agree. Only the euro frustrates the 
prime minister's sense that he is back in command of events 
(those wretched five tests invigilated by the brooding Mr Brown, 
and the little matter of having to win a referendum). But if the 
euro will have to wait for the third term, so be it. The suggestion 
that by then Mr Blair will have given way to his next-door- 
neighbour has never seemed more fanciful. It's safe to say that 
the euro will not be distracting Mr Blair from his tennis. 


He can rely on them 

Which brings us to the final reason for the prime minister's 
cheeriness: the growing certainty that even if things don't go 
quite according to plan, the Tories will always help him out. 
However familiar the sight, there is nothing finer or more sat- 
isfying than to watch one's opponents self-destructing before 
your very eyes. It is some indication of just how bad things are 
in the Conservative Party that the announcement this week (to 
the surprise of nobody at Westminster) by a little-known junior 
foreign-affairs spokesman that he was homosexual was seized 
upon as something dramatically, bravely positive—an indication 
of a civilised new tolerance in Toryland. 

While it is true that the pathetically bungled demotion last 
week of the party chairman, David Davis, wasn't ideologically 
driven in the conventional sense (both Mr Davis and Iain Dun- 
can Smith are Europhobic right-wingers), it did represent a deep- 
ening split about what sort of party the Tories should be. On 
one side are the former supporters of Michael Portillo, who 
think that Conservatism will only gain a hearing when it ceases 
to repel large swathes of modern Britain. On the other side there 
are many, including Mr Davis, who are finding the self-con- 
scious touchy-feeliness of the modernisers increasingly rebar- 
bative, and think that it's high time to start banging the drum for 
traditional Tory policies, such as tax cuts. Mr Duncan Smith 
gives the impression of being just a confused bystander. Even 
the delights of Tuscany (where the Tory leader is thought to 
have headed) may not be able to lift his gloom. s 








Another one bites the dust 


FRANKFURT 


This week it was Bertelsmann’s turn to part ways with its boss. But Thomas 
Middelhoff has changed the company for good 


je THESE febrile times, media groups are 
shedding top managers as quickly as 
viewers zap between channels. After Jean- 
Marie Messier, boss of Vivendi Universal, 
and Bob Pittman, head of Aor Time War- 
ner's AOL Internet arm, the chief executive 
of a third media empire was pushed out on 
July 28th: Thomas Middelhoff from Ber- 
telsmann (above, on the right). 

Parallels between Mr Middelhoff's fate 
and those of Mr Pittman and (especially) 
Mr Messier are easy to draw. All three were 
disciples of "convergence", the belief that 
digitisation and the Internet would draw 
together hitherto distinct media. The logic, 
given the huge economies of scale in pro- 
ducing digital information, whether as 
sound, vision or the written word, was 
that single companies should do the lot- 
and that they had to be giants. 

All three companies are the product of 
that faith, even if they have gotthere by dif- 
ferent routes. AOL Time Warner is a trou- 
bled hybrid of an old-style print-to-film- 
to-Tv empire plus a star of the Internet age. 
Vivendi was transformed by Mr Messier 
from a water utility into something rather 
glitzier. Under Mr Middelhoff, Bertels- 
mann, a 167-year-old firm from a small 
town in northern Germany, eagerly em- 
braced the digital age. Yet convergence 
now looks questionable, as the promised 
synergies have been slow to emerge. 


Meanwhile, the media industry has 
been buckling under collapsed advertising 
revenues, and share prices have taken a 
pasting, driven down in part by account- 
ing worries. (On July 31st the Justice De- 
partment joined the sec in investigating 
AOL Time Warner's accounts.) This, in 
turn, has put bosses under pressure. Oth- 
ers may yet follow Mr Middelhoff. Steve 
Case, AOL Time Warner's chairman and 
AOL's boss before the merger, looks vul- 
nerable. So does Disney's Michael Eisner, 
who has so far failed to fine-tune the firm's 
sputtering creative engine, and who exer- 
cises little control over those businesses 
that make most of its money. 


Adopted Americans 

Like Mr Messier, Mr Middelhoff liked to 
brag that, although European by birth, he 
was an American at heart, and thus not 
only a cannier businessman but a cooler 
one too. Mr Messier trilled, under the 
aghast stare of the French state and cultural 
elite, that “the French cultural exception is 
dead"; Mr Middelhoff declared himself 
"an American with a German passport" 
and had his own trendy website. And in 
the end, the cultural gap between these 
bosses and their masters—for Mr Messier, 
the French members of Vivendi's board; 
for Mr Middelhoff, the Mohn family, 
which controls Bertelsmann through a 
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foundation—was too great to bridge. 

Yet there is one big difference between 
Mr Messier's case and Mr Middelhoff's. Mr 
Messier fouled up. He said one thing and 
did another. Vivendi took on huge debts to 
finance his ambitions. No wonder, when 
this was added to his cultural heresy, that 
Mr Messier left amid acrimony. Mr Mid- 
delhoff, in contrast, has left a company in 
decent shape and on good terms. Inter- 
viewed on German television this week, 
he was full of praise for Bertelsmann's 81- 
year-old patriarch, Reinhard Mohn, who 
resurrected the family firm after the sec- 
ond world war. 

Mr Middelhoff's star turn was the €7 
billion ($6.8 billion) sale in 2000 of a stake 
in AOL Europe, for which he had paid just 
€100m. Bertelsmann has also made bold 
moves into television, taking over RTL, Eu- 
rope's biggest commercial broadcaster, as 
well as a stake in Britain's Channel 5. 

There have also been mishaps, how- 
ever. The purchase of Napster, an Internet 
music pirate, was seen by Mr Middelhoff 
as a chance to repeat his AOL Europe coup. » 











Media might 
Bertelsmann revenues by division, 2001*, €bn 
BertelsmannSpringer 20 
(Trade & science publishing) 
Random House (Book publishing) 
Arvato (Media services) 15 
Gruner « Jahr | 
(Newspapers & magazines) 
BMG (Music) 10 
DirectGroup (Book & music clubs) 5 
RTL Group (Television) 

0 
Source: Company report *Year ending June 30th 





: But it angered ¢ executives at Bertelsmann’s 
.BMG music division, several of whom 
walked out, and it now looks like an ill- 
judged attempt to be hip. Then there is the 
failure, under regulatory pressure, of a 
planned merger of BMG and Britain's EMI. 
Now Zomba, an American music com- 
- pany whose record division is already 20% 
owned by Bertelsmann, has exercised an 
option that will force the Germans to buy 
 therestof the company for €3 billion. 

Not everybody liked Mr Middelhoff's 
style, either. He trimmed the traditional 
autonomy of Bertelsmann's divisions—a 
natural step, you might think, for some- 
body who believed in convergence. He 
chose a newspaper interview to announce 
the sale of BertelsmannSpringer, a scien- 
. tific publisher. Yet the net balance was pos- 
. itive: good enough, certainly, to win him a 
new, five-year contract only a few weeks 
ago. Even including the full cost of Zomba, 
Bertelsmann's net debt at the end of this 
year will still be a manageable €4 billion, 
compared with a current net debt of €19 
billion at Vivendi. 

The new chief executive, Gunter Thie- 
len, will not undo all of Mr Middelhoff’s 
handiwork. BertelsmannSpringer, for ex- 
ample, will probably still be sold, for 
around €1 billion. But Mr Thielen has 
promised more decentralisation, reversing 
Mr Middelhoff’s integrationist strategy, 
and fewer eye-catching deals. 

But the real reason Mr Middelhoff had 
to go was his attitude to the stockmarket. If 
Bertelsmann is to stay in the media super- 
league, he believes, it must one day tap the 
equity markets. As things stand, the firm’s 
shares could be listed in 2005, when 
Groupe Bruxelles Lambert (GBL), a Belgian 
investment firm, will have the right to float 
the 25.1% of Bertelsmann that it owns. Mr 
Middelhoff, however, wanted the Mohn 
family and the Bertelsmann Foundation, 
which hold the rest, to sell some of their 
shares too. They refused. And so, Mr Mid- 
delhoff says, he “drew the consequences”. 

In other words, Mr Middelhoff stepped 
over the blurred border between matters 
of strategy and those of corporate culture. 
He saw the equity market as a necessary 
tool in the company’s development. Until 
last year, however, when GBL took its 
- Stake, in the deal that gave Bertelsmann a 
. majority of RTL, few thought that Mr 
. Mohn would ever accept outside share- 
holders. Now the limits of what the family 
will tolerate are clear. 

Under Mr Middelhoff, Bertelsmann 
changed hugely. English is the official lan- 
guage. The group has an investor-relations 
department that deals promptly with an- 
alysts’ questions; its accounts are clearer 
than those of many listed firms. The leap 
from a family-controlled company to a 
listed one, however, is just too large. It is to 
Mr Middelhoff’s credit that he realised this 
early enough to avoid a bloodier exit. m 
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Professional services 


Goodbye, Monday 


NEW YORK 








IBM's purchase of PwC's consulting arm may actually make sense 


\ MERICA'S cheerleading bosses have 
.not had the opportunity to whoop it 
up much recently. Yet for a brief moment 
this week, _ the carefree 1990s. ‘shone 
brightly. again. On July 30th IBM said it 
d buy the consulting arm of oe 
terhouseCoopers (pwc) for $3.5 
cash and shares. Suddenly, the alf Was 
thick with words not heard in America for 
months. Stock analysts marvelled at the 
"strategic fit", and the opportunities for 
“A win-win deal" enthused 
PWC's bankers, Morgan Stanley. *We only 
started talking to each other ten days ago," 
said pwc Consulting's boss, Greg Brenne- 
man. "It was almost like magic." 

Magic, indeed. A little over a year-and- 
a-half ago, pwc Consulting was shopping 
itself to Hewlett-Packard, another com- 
puter maker with ambitions in services, 
for a cool $18 billion. That deal fell apart 
when Hewlett-Packard's share price crum- 
bled as Pwc struggled to unstitch the con- 
sulting business from its patchwork of 35 
partnerships across 55 countries. The les- 
son learned, Pwc launched Operation 
Readiness, to prepare for a sale. More talks 
with Hewlett-Packard again came to noth- 
ing. So pwc said it would float its consul- 
tancy on the stockmarket, and renamed it 
Monday, a much-mocked choice that the 
company hoped would inspire images of 
"fresh thinking, doughnuts, hot coffee". 

IBM can take the credit for ending that 
particular bit of branding genius. But it has 
almost certainly stumped up more than 
pwc would have raised in a public sale. 
pwc Consulting is not the company it was 
18 months ago. Like Cap Gemini Ernst & 
Young, KPMG Consulting and Accenture 

















(formerly Andersen Consulting, Pwc 
earns most of its money from consulting 
on IT projects, a business that has slumped 
with technology spending. And pwc Con- 
sulting had a second, more urgent pro- 
blem. The collapse of Enron and the pas- 
sage of a new law through Congress has 
made it near-impossible for accounting 
firmstosell audit and consultancy services 
to the same client. 

KPMG, Ernst & Young and Andersen 
had already sold or spun off their consul- 
tancy businesses. PwC Consulting, in con- 
trast, is still attached to the biggest audit 
firm in the world. In recent months, 22 of 
pwc Consulting's 100 biggest clients have 
said they can no longer do business with 
the firm, and another 16 have said that 
they must cut how much they do. Because 
PwC is its auditor, IBM itself had banned 
PWC Consulting from its premises. 

According to its rro filing, Pwc Con- 
sulting had revenues of $5 billion in the 
nine months ending March 2002, down 
from $5.6 billion the year before. Revenues 
are expected to keep falling for some time. 
Before integrating pwc Consulting's 
30,000 employees with its 150,000-strong 
global-services unit, 13M must finish the 
job Mr Brenneman was hired for in June: to 
restructure the firm. 

Ten years ago IBM made most of its 
money selling hardware. As margins in 
that business collapsed, it reinvented itself 
as a services company. This transforma- 
tion has taken the company only so far. 
IBM’s consultants, say rivals, have a fine 
grasp of the technical issues, but less mas- 
tery of the higher-level strategic thinking. 
That used not to matter much. But the net- 
worked computer has put technology at 
the heart of strategy, and vice versa. The 
choices that face a car company as it de- » 





Company bosses 


Executive couching 





Top executives are looking for a shoulder to cry on 


HESE are stressful times for chief ex- 

. ecutives. When they are not being 
blamed for recording poor results, they 
are being blamed for not recording poor 
results. Branded failures or cheats, they 
are looking for a shoulder to cry on. If 
their spouses' sympathy is exhausted, 
they are turning to executive coaching, a 
one-to-one, high-cost service (running to 
thousands of dollars a day) that compa- 
nies increasingly offer their top-tier exec- 
utives. Executive coaching is growing by 
about 40% a year, says Susan Bloch, 
head of coaching at the Hay Group, a hu- 
man-resources cy. 

Its rapid growth has led some to 
worry that coaching is attracting the 
wrong sort—too many boffins from the 
classroom and hulks from the gym, says 
Steven Berglas, a psychotherapist whose 
website describes him as “the authority 
on narcissism and burnout among the 
highly successful”. In an article in the 
June issue of the Harvard Business Re- 
view (HBR), Mr Berglas writes that some 
of the “former athletes, lawyers, busi- 
ness academics and consultants” who 
have become executive coaches “do 
more harm than good”. 

That is because, unlike Mr Berglas, 
they cannot spot “the difference be- 
tween a problem executive and an exec- 
utive with a problem”. The first needs 
training; the second needs help. Nigel 
Nicholson, professor of organisational 
behaviour at the London Business 
School and author of “Managing the Hu- 
man Animal”, distinguishes between 
training, coaching and counselling, and 
says that executives need to think care- 
fully about which they want before they 
start paying so richly for it. Coaching 


* signs and manages its supply-chain rr in- 
frastructure, for instance, have become the 
source of its competitive advantage. Retail- 
ers live and die by the design of their in- 
ventory-management systems, and their 
skill in “mining” customer information. 
The 1T platform no longer simply serves 
the firm: it has become the business. 

That had worrying consequences for 
IBM. If it failed to dominate strategic con- 
sulting, it could lose control of its custom- 
ers. If other firms put together the strategy 
and design, IBM risked becoming a sub- 
contractor, competing with EDS, Fujitsu 
and other rivals for pieces of business that 
the likes of Accenture deigned to farm out. 
Already, margins in businesses such as IT 
outsourcing are being squeezed in this 





Tell me about your Croesus complex 


should be a matter largely of listening. 
"I'd rather coaches were too passive than 
too active," he says. Those executives 
who can't afford one should try keeping 
a diary, or a dog. 

One of the biggest problems for top 
executives at the moment is the absence 
of mountains to climb. Mergers are out, 
the Internet is old hat, and risk-taking is 
off the agenda. "Successful people are 
conquerors," says Mr Berglas. Take away 
the adrenalin of business conquest and 
bosses will seek it elsewhere. Why else, 
he asks, did Jack Welch, just retired from 
the top of General Electric, risk his mar- 
riage by launching into an affair with the 
then editor of the HBR, somebody from 
a profession not noted for its discretion? 
And why did Dennis Kozlowski, at the 
time the boss of Tyco and a man worth 
several hundred million dollars, alleg- 
edly risk a long prison sentence just to 
avoid a sales tax of $1m on his new art 
collection? Not for the money, surely? 

You can't train away that sort of be- 
haviour, says Mr Berglas. It's psychotic. It 
needs a couch, not a coach. 


way. “IBM had to get to higher ground,” 
says one banker involved in the deal. 

The climb that is ahead of 18m does not 
look easy. The management task is to 
strengthen the specialist industry groups 
that cut across the old technology-product 
divides. pwc Consulting's incoming part- 
ners add political complexity to an already 
delicate situation—1BM has its share of fiefs 
and internal pricing squabbles. It is PwC's 
strategic thinkers who will want to orches- 
trate IBM's relationships with its custom- 
ers. But pwc Consulting is a fraction of the 
size of Big Blue, so Pwc's partners will be 
the outsiders at the combined firm. It 
might have been easier if the brain had 
bought the body. 18M will have to be care- 
ful that the limbs do not rebel. m 








Airlines 


Signs of life 


Some airlines see breaks in the clouds, 
but alliances may not be helping 


d are as tough as ever for airlines in 
the United States. This week Vanguard, 
an American low-cost carrier, joined the 
long list of airlines that have gone bust. 
Traffic recovery in America stalled in June, 
and a queue has formed for more federal 
bail-outs. Analysts now expect only South- 
west Airlines, the leading low-cost carrier, 
to make a profit this year, as the rest of 
America's carriers rack up combined 
losses of more than $5 billion. 

In Europe, however, things seem to be 
looking up in some respects, even if traffic 
is still 5% down on a year ago, and 15% 
down on flights across the Atlantic. Big ca- 
pacity cuts by carriers such as Lufthansa 
are starting to pay off—witness the recent 
rise in business fares from Europe's main 
airports to America (see chart on next 
page). Transatlantic business fares from 
London are still rising by 6% a year (as well 
as being nearly 60% higher than fares from 
Frankfurt). Europe’s flag carriers, it ap- 
pears, are still able to milk their long-haul 
travellers to make up for short-haul traffic 
lost to low-cost airlines. 

They also seem to be successful in side- 
stepping antitrust concerns. On July 26th 
the European Commission lifted its threat 
to veto the transatlantic alliances of Luft- 
hansa, Air France and KLM. The SkyTeam 
alliance, built around Air France and Delta 
Air Lines, will now be able to bolt on Alita- 
lia. The commission recently approved the 
Italian airline’s recapitalisation plan, de- 
spite its involving yet more state aid. The 
SkyTeam link and the room for expansion 
at Charles de Gaulle airport have been be- 
hind the dramatic improvement in Air 
France’s fortunes. This week it was pro- 
pelled to the top of the government's pri- 
vatisation list; the state plans to reduce its 
stake from 54% to below 20%. 

Germany’s Lufthansa, too, is on the 
mend. It said this week that it now expects 
to make an operating profit of €500m 
($494m) this year, compared with a fore- 
cast of €400m made in June. Even Spain's 
Iberia, a basket-case for most of the past 
decade, made an operating profit of 
€106m in the first half, compared with a 
loss of €16m in the same period last year. 

Iberia and British Airways (BA), both 
part of the oneworld alliance, have been 
cleared to pool their services in Europe and 
onlonger-haul routes. This could be a valu- 
able consolation prize for BA, which is still 
forbidden by American authorities to ally 


with American Airlines across the Atlan- »» 






> tic. (The two carriers cannot even offer fre- 
quent-flyer miles on each other's flights.) 
This regulatory red light puts BA at a com- 
petitive disadvantage, now that Lufthansa, 
Air France and KLM have newly endorsed 
pooled arrangements with their respective 
American partners. 

But are airline alliances worth the 
bother? Attractive as they may be for mar- 
keting and for boosting revenues (by 
15-20% on average), a recent survey by Cap 
Gemini Ernst & Young, a consultancy, and 
Airline Business, a trade magazine, found 
that two-thirds of leading airlines were 
disappointed by their alliances. The big 
problem has been finding ways to act to- 
gether to cut costs, other than sharing air- 
port lounges or city-centre offices. 

Even joint purchasing to reap econo- 
mies of scale has proved difficult. Sky- 
Team, for instance, has a global deal to buy 
Coca-Cola in bulk for all its members, but 
no alliance is remotely near jointly pur- 
chasing aircraft from Boeing or Airbus. Use 
of the Internet for buying parts and sup- 
plies has developed, but not at the level of 
alliances, says the study. Rather, it has 
come through industry-wide outfits, such 
as Cordiem and Aeroxchange. As for mar- 
keting over the Internet, the big advance 
has again been through industry-wide 
portals, such as Orbitz in America and 
Opodo in Europe. 

The chief executive of one member of 
the Star alliance, built around Lufthansa 
and United, complains that time is wasted 
in endless committee meetings. Such pro- 
blems are leading to a more flexible ap- 
proach, with some alliances recognising 
that they should encourage common 
working but leave individual airlines free 
to optoutof some projects. As Rod Edding- 
ton, chief executive of BA, has always 
maintained, the biggest advantage of alli- 
ances is the scope for bilateral working ar- 
rangements-such as the pooling of ser- 
vices by BA and Qantas-under the big 
umbrella of the alliance, rather than pro- 
jects involving all members. As the lofty al- 
liance ambitions of the mid-1990s con- 
front the realities of 2002, that view is 
moving into the mainstream. W 
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da nnd in Japan 
A whiff of 
impropriety 


TOKYO 
Corporate misbehaviour is hurting 
consumers as well as shareholders 


INOSAURS from Jurassic Park offer 

visitors at Universal Studios Japan 
some out-of-the-ordinary thrills. But the 
theme park, which opened in March 2001, 
has been giving customers scares of a 
more unpleasant kind too. Last month it 
confessed that it had served beef, caviare 
and salami that was as much as nine 
months past its sell-by date, after falsifying 
labels. It also admitted that a drinking 
fountain had been pumping out untreated 
industrial water for nine months. Once 
discovered, this was quickly fixed, but Uni- 
versal Studios, part of Vivendi Universal, a 
troubled media group, failed to alert local 
health authorities. On July 29th, after find- 
ing excessive levels of bacteria in the wa- 
ter, health officials banned the use of all 
drinking fountains in the park. 

In America, companies such as Enron 
and WorldCom deceived their sharehold- 
ers by fiddling their accounts. In Japan, the 
problem is twofold. Corporate misbehav- 
iour, from dodgy accounting to food fraud, 
is hurting not just shareholders but cus- 
tomers too. Universal Studios is only one 
of many erring companies that people 
prefer to shun. 

Sales at Mister Donut shops, run by 
Duskin, a cleaning company, fell by some 
15% when it emerged in May that the 
doughnut chain had sold more than 13m 
meat dumplings-some knowingly-that 
contained a banned additive. Marubeni 
Chikusan, an arm of Marubeni, a big trad- 
ing-house, was caught passing off 700 
tonnes of Brazilian chicken as higher- 
priced domestic poultry. And it emerged 
that Kyowa Perfumery, an additives 
maker, had for 30 years been shipping 
banned flavourings to unsuspecting com- 
panies such as Kentucky Fried Chicken 
and Meiji Seika, one of Japan's biggest con- 
fectionery manufacturers; their products 
have had to be hastily recalled. 

As consumers have fled, so too have in- 
vestors. The shares of Snow Brand, the 
country's biggest dairy producer, have 
fallen by 70% since it poisoned some 
15,000 people by recycling old milk and 
failing to clean factory pipes. Earlier this 
year it emerged that, to get state subsidies, 
the firm's food subsidiary had passed off 
30 tonnes of imported beef as local meat. 
Snow Brand is now fighting for survival. 

Blame, in part, heavy regulation and 
over-protection for such troubles. The agri- 
culture ministry engenders complacency 
in the food industry by guaranteeing high 
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prices and imposing hefty tariffs on im- 
ports. Nor are such problems confined to 
one industry. Mitsui, a trading firm, was re- 
cently accused of rigging bids for a public- 
works project on a Russian island, with the 
help of the foreign ministry, leading to ar- 
rests at both company and ministry. 

Misconduct is easier to cover up in Ja- 
pan than in Europe or America. Lifetime 
employment requires employees to dis- 
play unswerving loyalty. Rigid hierarchies 
stifle internal communication. Workers 
find it hard to blow the whistle on wrong- 
doing—witness Mitsubishi Motors and 
Bridgestone, which managed for years to 
cover up defects in cars and tyres, respec- 
tively. Nor is it easy for outsiders, such as 
consumers and investors, to get compa- 
nies to mend their ways, since many rely 
more on bank loans than on debt or equity 
markets. Even when firms issue shares, a 
big, albeit shrinking, chunk is usually held 
by their corporate chums, who rarely call 
for better governance. 

With so much stacked against them, for- 
eign or individual investors are deterred 
from pursuing reform. As in America, 
shareholders often cannot trust accounts 
to give an accurate picture of a company's 
fortunes. Although accounting rules have 
been tightened a bit in recent years, they 
are still not tough. Big dodges tend to be 
discovered only after companies go bust, 
such as when Yamaichi Securities, a top 
broker, failed in 1997. 

Unlike America, which has rushed to 
pass new legislation to curb corruption 
and reform auditing (see page 58), Japan 
has done little to prevent a repeat of past 
accounting fiddles. For example, it has yet 
to create an independent body to oversee 
auditors, who are rarely pulled up for lax 
audits. There are, though, a few glimmers 
of progress. In a rare move, Shin Nihon, the 
largest local accounting firm, this week 
agreed to pay ¥200m ($1.7m) to the Resolu- »» 





> tion and Collection Corporation to settle a 
claim that it had helped Long-Term Credit 
Bank cook its books. But Shin Nihon de- 
nied wrongdoing, only admitting that it 
had failed to meet public expectations of 
an auditor. 

The collapses of Enron and WorldCom 
came just when Japan was grasping for a 
model that allows for transparency and 
accountability, says Chris Wells of White 
& Case, an American law firm. That the 
American model turned out to be flawed 
has undermined reform efforts. Bureau- 
crats and politicians opposed to change 


may now use Enron and WorldCom as ex- 


cuses to block much-needed reforms in ac- 
counting and corporate governance. 

Shareholders may weep, but consum- 
ers at least have won a small victory. Their 
fury at the spate of food scandals 
prompted politicians to pass a bill in June, 
unusually quickly, introducing prison 
terms and stiff fines for companies that 
falsely label food. = 


Car hire 


Budget deficit 


The car-hire business is in turmoil 


N JULY 29th the Budget Group sought 

protection from its creditors under 
Chapter 11 of America’s bankruptcy code. 
It was the latest downward step in a sorry 
descent for the world’s third-biggest car- 
hire company, and more evidence in sup- 
port of Jack Welch’s dictum that you 
should be number one or two in your busi- 
ness, or get out. 

Budget was hit hard by the attacks of 
September 11th. Car-rental revenues in 
America fell by only 3.6% in 2001, but Bud- 
get's fell by 11%—even though the company 
has relatively few of its outlets at airports, 
where travel was most severely hit. Unlike 
its main rivals, Hertz (owned by Ford) and 
Avis (owned by Cendant), itis not part of a 
conglomerate that could cushion the 
blow. By December last year its market 
capitalisation had fallen below the New 
York Stock Exchange’s minimum require- 
ment, and the company was delisted at the 
end of March. 

It tried hard to claw its way back. In Feb- 
ruary it brought 72-year-old Morris Belzb- 
erg on to the board, following the increas- 
ingly common corporate practice of 
calling greybeards to the rescue. Part- 
owner of the Pittsburgh Penguins ice- 
hockey team, Mr Belzberg was chairman 
of Budget from 1986 to 1991, when he re- 
tired. The company then started to slash 
prices, this month desperately offering 





cars for as little as $15.99 a day. 

But there was no getting away from the 
fact that car hire is a capital-intensive com- 
modity business with wafer-thin mar- 
gins—made even thinner by the growing 
use of the Internet. “Customers are getting 
into the habit of visiting our website every 
week to see what's being offered,” said 
Mike Gavelek, vice-president of market- 
ing, to justify the special offers. Price wars 
like that, however, invariably defeat the 
contestant with the least padding. 

There are only two options for a com- 
pany in such a position: to become bigger 
or to become different. Hertz, the biggest 
already, is trying to differentiate itself 
more from other booths at the airport by 
introducing what it calls its Prestige Collec- 
tion. Customers can order Jaguars, Land 
Rovers and Volvos with a “hand-held ser- 
vice” for $70-100 a day. Some of them use 
the service as an extended test drive— 
which helps Hertz’s owner (Ford) to sell 
more cars. It owns all three marques. The 
scheme was launched in about 20 Ameri- 
can locations last year and will soon be of- 
fered more widely. This is a turnaround 
from the days when car makers used their 
rental fleets as a depository for slow-mov- 
ing models (such as Ford's Taurus). 

The only option for Budget now is to get 
bigger and try for economies of scale. It 
has been in talks with Cendant for some 
time about a deal that would merge it with 
Avis and make it the second-biggest in the 
business. But those talks broke down last 
weekend. Chapter 11, says Sandy Miller, 
Budget’s chief executive, “will pave the 
way for new capital investment in the 
company.” Budget expects to announce a 
new deal within a couple of weeks. What- 
ever it is, it will bring little comfort to the 
firm's long-suffering shareholders. m 
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Cheap and cheerless 


Generic drugs 
A good week for 
copycats 


A legislative coup for makers of generic 
drugs, but one that may be reversed 


MERICA'S generic-drug makers have 
long complained that loopholes in the 
legislation governing the introduction of 
copycat pharmaceuticals-the so-called 
Hatch-Waxman amendments—make it 
tough for them to come to market. On July 
31st the Senate moved to make their lives 
easier. It approved a bill whose more 
controversial reforms include a restriction 
on the so-called *30-month stay", which 
has in the past allowed some patent-hold- 
ers to delay the introduction of generic ver- 
sions of their precious blockbusters for 
years on end. The new legislation will 
make it harder to block generic compe- 
tition for more than two-and-a-half years. 

This reform echoes changes proposed 
by the Federal Trade Commission (FTC), 
which this week concluded its investiga- 
tion of the pharmaceutical industry. The 
FTC also wants to see greater disclosure of 
agreements between generic and brand- 
name drug companies, to avoid any pos- 
sibility of a patent-holder trying to keep a 
generic rival off the market by paying it to 
stay away. 

According to Senate Democrats, the lat- 
est reforms could reduce America's bur- 
geoning drugs bill by some $60 billion 
over the next ten years, a figure hotly con- 
tested by brand-name drug makers. Nor 
are the patent-holders happy with a flour- 
ish tacked on to the generics bill that 
would allow pharmacists and drug 
wholesalers to import prescription medi- 
cines from Canada, where prices for many 
products are lower. 

Congress passed similar reimport legis- 
lation two years ago, but objections from 
the health secretary blocked its enactment. 
Despite provisions in the new bill to deal 
with these concerns, the Food and Drug 
Administration has already expressed 
worries about the safety of imported pills. 

Thereis not much chance of the generic 
reforms surviving in their present form, 
says Nancy Bradish Myers of Lehman 
Brothers. The House of Representatives 
has yet to tackle the issue, and consensus 
on drug matters is hard to come by these 
days. Already, the House and Senate have 
failed to agree on legislation to provide 
America's elderly with government-spon- 
sored prescription-drug insurance. Since 
both sides of the political divide badly 
need a victory on the drug front to satisfy 
voters, peace between them looks as un- 
likely as an entente cordiale between ge- 
neric and brand-name drug makers. m 
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John Gokongwei comes out of retirement for the battle of his life 





FFICIALLY, John Gokongwei retired 

last year on his 75th birthday, hand- 
ing over the reins at JG Summit, his 
sprawling business empire in the Philip- 
pines, to his son Lance. Mr Gokongwei 
claimed that he planned to spend his 
time travelling and reading biographies of 
Genghis Khan, Napoleon, Lee Kuan Yew 
and other great figures whom he admires. 
Yet it turns out that Mr Gokongwei had 
retired in the way that ethnic Chinese pa- 
triarchs (including Mr Lee) tend to: ie, in 
reality, not at all. This June, Mr Gokong- 
wei jumped back into the headlines with 
the biggest and most controversial idea of 
his entire career. 

The proposed deal, if it goes through, 
will mean that the leading Filipino tycoon 
of Fujianese descent, Mr Gokongwei, has 
bailed out the leading (but flailing) Indo- 
nesian tycoon of Fujianese descent, An- 
thony Salim, by paying $617m for most of 
Mr Salim's Philippine assets. Those assets 
include not only a Manila property de- 
veloper but PLDT, the country's fixed-line 
telecoms incumbent and a stodgy but 
eminent blue chip. 

PLDT's employees despise Mr Go- 
kongwei, whom they regard as a penny- 
pincher bent on curtailing their benefits. 
Its management, led by Manuel Pangili- 
nan, the chief executive, is even more 
hostile. Mr Pangilinan acted for two de- 
cades as the Salim family's trusted lieu- 
tenant and bought them PLDT in 1998. 
Now he feels betrayed. 

The result is the most antagonistic 
Asian corporate battle for years. This 
week PLDT refused to let Mr Gokongwei's 
people conduct their due diligence, argu- 
ing that no competitor should be afforded 
that privilege (Mr Gokongwei already has 
a telecoms business). PLDT is also suing 
its parent, First Pacific (the Salims' holding 
company in Hong Kong), for inadequate 
disclosure, in a court in New York, where 
PLDT has a listing. Mr Pangilinan and 
other managers are now said to be seek- 


ing out financial support for a manage- 
ment buyout. 

The big mystery concerns neither the 
motive of Mr Pangilinan, who fears for 
his career, nor that of the Salims, who 
never recovered from the Asian financial 
crisis and are retrenching. It is about Mr 
Gokongwei. He is rich already, and on the 
way out. He believes strongly in the su- 
periority of Chinese business culture, 
with its Confucian hierarchies, family loy- 
alties, thrift and secrecy. Why would he 
want the Salims’ 24.4% stake in PLDT, 
thus becoming a shareholder in a com- 
pany that must by law air all its dirty 
laundry? Why would he want to chair a 
board that cares nothing for Confucius 
and would surely oppose him? 

One explanation, popular at the din- 
ner tables of the Filipino great and good, 
is that Mr Gokongwei, in his old age, is 
motivated less by money than by a desire 
to join these very tables. Indeed, names 
such as Gokongwei (a long form of the 
Chinese name Go) are uncommon at ta- 
bles seating Ayalas, Roxas, Ortigas or So- 
rianos—the mestizo-Spanish dynasties 
that make up Filipino high society. Here, 
as in much of South-East Asia, the Chi- 
nese may be rich but they rarely enjoy the 
highest social status. 

Controlling PLDT, a national bell- 
wether, would certainly get Mr Gokong- 
wei invited to the right dinners. He might 
even be good at running it. With his trad- 
ing mentality and an emphasis on diver- 
sification, he typifies Chinese business 
strategies—he is in food, textiles, retailing, 
hotels, property, banking, petrochemicals 
and telecoms, and even runs an upstart 
airline (see chart)—and his rise has 
seemed unstoppable. But he is also atypi- 
cal in that he appears to have achieved all 
this without being a crony of the Philip- 
pines’ political leaders. By reputation he 
is certainly tough and cunning, but he is 
not sleazy. 

What lends the seat-at-the-table the- 
ory credence, moreover, is an episode 
that occurred as long ago as 1976, but was 
still the defining moment in Mr Gokong- 
wei's career. At the time, he was a large 
shareholder in San Miguel, a Filipino 
brewer and national corporate icon. Mr 
Gokongwei wanted a seat on the board. 
In an epic meeting attended by 95% of the 
shareholders, he debated against the 
board (including, yes, Ayalas, Roxas, So- 
rianos and Ortigas) but lost. He tried 
twice more but was rebuffed. His brave 


struggle won him fame, but the defeat 
never stopped rankling. 

Should jc Summit's minority inves- 
tors now fear that their money is being 
splurged on a tycoon's parting vanities? 
Absolutely not, says Mr Gokongwei. “I 
don't care if I'm in some pantheon," he 
says. “I'm invited to three parties a week, 
but I don't go." In any case, he believes in 
meritocracy and thinks that “the mestizo 
Spanish are as finished here as the Wasps 
in America". The mere suggestion that 
ego enters into the deal causes offence. 
“My father is not exactly vain,” says Lance 
Gokongwei, glancing at the stains on the 
shirt stretching over Gokongwei senior’s 
pot belly. 


Putting family above assets 
Yet if Mr Gokongwei is not after a seat at 


the table, then what is this battle all 
about? The way he tells it, the deal came 
to him just as all deals take shape in the 
“bamboo networks” of overseas Chinese. 
Anthony Salim pulled over a chair at a 
conference dinner and made him an of- 
fer. The price was good, and a few con- 
versations between the families (but not 
the management) later, it was all down to 
handshakes. 

This is consistent with Chinese busi- 
ness mystique. One is supposed to be 
emotionally attached only to family, 
never to assets. PLDT, Mr Gokongwei im- 
plies, is no different from the soap bars 
that he peddled from his bicycle as a 
youth: an opportunity for a good trader to 
make money. And if PLDT's management 
scuppers the deal? "It's Salim's problem, 
not mine," says Mr Gokongwei. "I haven't 


paid anything yet.” m 
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American trade policy 


Promoting the noble cause of 


commerce 


WASHINGTON, DC 


With fast-track negotiating authority won, will the Bush administration actually 


push for freer trade? 


HORTLY before sunrise on what was of- 


ficially the first day of their summer 
break, bleary-eyed congressmen gave 
global trade a much-needed shot in the 
arm. By a three-vote margin, the House of 
Representatives agreed on July 27th to 
grant George Bush "fast-track" negotiating 
authority on trade. This allows the White 
House to strike trade deals which Congress 
will then vote for or against, but may not 
amend. As The Economist went to press, 
the Senate—traditionally keener on free 
trade than the House—was also due to pass 
the fast-track bill before its own summer 
break started on August 3rd. 

For the Bush administration, facing crit- 
icism over its handling of America's cor- 
porate scandals, the fast-track vote was a 
notable success. After it created the proce- 
dural device in 1974, Congress bestowed 
fast-track authority on five successive pres- 
idents, with scarcely a debate. In the 1990s, 
however, trade became a controversial 
and divisive issue at home. Democrats, in 
particular, grew ever more protectionist, 
often using a fig-leaf of concerns about la- 
bour and environmental standards 
abroad. Lawmakers from both parties 
were worried that any new free-trade 
agreements risked eroding America’s 
tough anti-dumping and other so-called 
trade-remedy laws. Thus, despite an econ- 
omic boom under his presidency, Bill Clin- 
ton twice failed to win back fast-track au- 
-thority after it lapsed in 1994. 






Against that background, Mr Bush’s vic- 
tory is impressive, particularly coming so 
close to mid-term congressional elections 
that may well see the Republicans lose 
ground. The omnibus trade package that 
passed included not only fast-track author- 
ity, but also the renewal—the sizeable in- 
crease, indeed—of a special roster of trade 
preferences for Andean countries de- 
signed to reduce their farmers’ depen- 
dence on growing coca leaves. There was 
also a renewal of the system of special 
trade preferences for the very poorest 
countries. Both these concessions had 
lapsed at the end of last year. 

The fast-track bill itself deals with some 
of the issues that have split lawmakers for 
almost a decade. It instructs America’s 
trade negotiators to regard labour and 
environmental goals as “principal negoti- 
ating objectives”. That wording does not 
bind America to achieving any particular 
objectives on labour and the environment, 
but it is stronger language than Republi- 
cans were previously ready to accept. 

The bill also contains provisions de- 
signed to protect America’s cherished anti- 
dumping rules. Congressmen insisted that 
not weakening the country’s trade-rem- 
edy laws should be a negotiating objec- 
tive. Trade officials must give Congress ad- 
vance notice if they agree to any changes in 
these rules. That outcome is better than an 
earlier Senate amendment that would, in 
effect, have excluded trade rules from fast- 
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track; but it is a measure of how much 
America'slawmakerscareabouttheissue. — - 
The biggest Democratic victory isabig  . 
expansion of assistance to American 
workers hurt by freer trade. Congress has. 
agreed to spend up to $12 billion over the: 
next decade. Eligibility for assistance has- 
been broadened to include farmers, ranch- 
ers and even secondary workers—those 
employed in businesses that supply fac- 
tories that close down because of foreign 
competition. Dislocated workers will re- 
ceive a tax credit for 65% of the cost of 
health insurance. Congress also agreed to. 


- test a pilot project for wage insurance, un- 


der which dislocated workers would get — . 
some compensation for lower wages in . 
their new jobs. Taken together, these provi- : 
sions address many fears about freer trade. 
Despite all these compromises, Ameri- 
can lawmakers are far from building a new 
consensus for free trade. The fast-track vote 
was largely along party lines, and even. 
many Republicans, who voted over 
whelmingly in favour (190, compared | 
with 27 against), did so more thanks to Mr. 
Bush's arm-twisting and to goodies offered < 
to their districts than out of love for free 
trade. The administration has itself in re- > 
cent months put tariffs on steel and lumber. 
and supported a vast increase in farm sub- — 
sidies—albeit all to boost votes for fast- 
track, if you believe some officials. 













No clear mandate A 
Mr Bush's victory was narrow, and hep pa 
a protectionist price for it. It is hard, the: 
fore, to gauge how much this vote will i: 
prove the prospect that America will no 
assume its rightful mantle of global leader 
ship in trade. The risk is that the adminis 
tration will concentrate on the easiest’ 
deals, which least enhance international 
exchange. For instance, bilateral negotia- 
tions with Chile and Singapore are well: 































7 advanced, and final agreements are possi- 
“ble within months. The president's top 
trade negotiator, Bob Zoellick, talks of 
trade deals with Australia, Morocco, Cen- 
-tral America and southern African coun- 
"tries. Yet the prospects for a Free Trade Area 
of the Americas, once a Bush priority, look 
-ever more uncertain. Argentina, long an 
| ally in the push for hemispheric free trade, 
-is in political and economic chaos. Brazil, 
long the most sceptical, is itself in trouble 
-ahead of elections in October. 
: The biggest potential prize would be 
he conclusion of the Doha round of 
- global trade talks. Launched last Novem- 
: ber largely because of Mr Zoellick's efforts, 
the negotiations are supposed to bring a 
- new wave of trade liberalisation, designed 
-particularly to benefit poor countries, by 
January 2005. The negotiations have 
-made some progress, though mostly on 
“procedural matters only. There has been 
-little headway on the really tough issues— 
- particularly those that concern poor coun- 
“tries, whose supportis crucial for the Doha 
~round’s success. 
^.^ The Doha round will not succeed with- 
-out American leadership. Fast-track offers 
the possibility of that. Mr Zoellick’s recent 
=. proposals for cutting government support 
-for farmers-a key aim of the Doha 
agenda—suggests that the Bush adminis- 
tration could yet rise to the challenge. The 
American proposals are bold. Trade-dis- 
torting subsidies should be limited to 5% of 
a country's total agricultural production. 
Tariffs should be reduced from today's 
worldwide average of 62% to 15%. And ex- 
port subsidies should be eliminated. A 
date should be set, the Americans suggest, 
for the eventual elimination of all farm ta- 
riffs and trade-distorting support. Under 
this plan America would cut this type of 
support from $19 billion to $10 billion a 
< year. Europe would have to make much 
- larger cuts—from $60 billion to $10 billion. 
Demanding greater cuts from those 
. with higher subsidies infuriates the Euro- 
. peansand the Japanese. In the face of prot- 
- ests from France and other European Un- 
.. jon members, the European Commission 
. has proposed farm reforms that imply a 
. big reduction in trade-distorting support; 
yet the commission's proposals are less 
~ ambitious than Mr Zoellick's. 
.. At the same time, however, such de- 
. mands are crucial if Mr Bush is to sell any 
. Doha deal athome. America’s farmers will 
- be persuaded to give up newly increased 
-subsidies only if they see that farmers 
abroad enjoy no better support. On anti- 
. dumping, the dichotomy is even starker. 
America's trade partners are determined 
to see, as part of a Doha round, that anti- 
. dumping rules are used much less indis- 
- criminately. But this is anathema to Amer- 
ican lawmakers. Fast-track gives the Bush 
. team the chance to square all these circles, 
- though with no guarantee of success. iB 


































































Audit firms 


Tough new world 


The accounting industry expects more 
litigation and higher audit fees 


S GEORGE BUSH signed a bill to fight 
corporate fraud this week, the ac- 
counting profession woke up to an unfa- 
miliar world. Accountants in America are 
to have a strict new supervisor; they will 
be banned from providing many services 
to their audit clients; and their foreign 
arms will be subject to American rules in 
ways that they have never been before. 
The Sarbanes-Oxley act will also have con- 
sequences for chief executives, lawyers 
and others. But its most transforming im- 
pact will be on the practices and econom- 
ics of the accounting industry. 

Most of all, the heads of the biggest ac- 
counting firms in America worry that the 
legislation could lead to more lawsuits. 
The act's new oversight board aims to 
bring more and speedier discipline against 
rogue auditors. That could be an invitation 
to shareholders to sue, says Jim Turley, 
chairman of Ernst & Young. Above and be- 
yond the new law, which also gives share- 
holders more time totake legal action, mis- 
trust of auditors is bound to mean more 
litigation. To compensate, Pricewater- 
houseCoopers is preparing to charge 
higher fees to companies whose business 
it considers more likely to bring trouble. 

Before, when accountants , lobbied 
against bans on services to audit clients, 


they argued that their business would suf- 


fer. Now that the worst has happened, 
they profess to be optimistic. The Securi- 
ties and Exchange Commission (sEC) had 
already outlawed most of the eight ser- 
vices specifically banned by the new law, 
they point out. They have already taken 
steps to resolve the issue of information- 


sold, or announced ORE to Sell their con- - 
sulting arms (see page 52). 

Yet even services that escaped the for- 
bidden list must now be approved by a 
company’s audit committee. Of great con- 
cern to the accounting firms is whether 
committees will allow them to provide tax 
advice. Audit committees at a few of his 
firm’s clients, says Dennis Nally, head of 
PricewaterhouseCoopers in America, 
have decided that their auditor must do 
nothing but audit, though he expects most ! 
to be more accommodating. | 

Even under the worst scenario, firms 
say that they can still sell other services to 
companies they do not audit. The risk, 
though, is that the various businesses of 
the big four firms—corporate finance, legal 
advice, risk management, to name a few— 
may not be able to hold their ground with- 
out the prop of the audit relationship. Asa 
whole, the industry could lose market 
share to non-accountants. 

The act, with its threat of litigation, 
should also impel accounting firms to au- 
dit more thoroughly. The result will be 
higher labour costs, which they hope to 
pass on to their customers. Eugene O'Kelly, 
chairman of KPMG, expects fees to go up 
by a fifth, a jump similar to the one that fol- 
lowed the passing of a law in 1991 which 
required auditors to do more work on 
banks after the savings-and-loan crisis. 

The sec is now under siege by the Euro- 
pean Commission, Britain and Japan, all 
demanding exemptions from the “foreign 
public accounting firms” section of the act. 
It pushes further than the sec ever did in 
overseeing the auditors of foreign compa- 
nies that are listed on American stock ex- 
changes. Foreign accounting firms that 
play a substantial role in producing an au- 
dit report on a company with an American 
listing will have to register with the new 
oversight board and obey American rules, 
even if they do not issue the audit report 
themselves. Henri Olivier, head of the 
European Federation of Accountants, calls 
this unacceptable imperialism. 

After the fall of Andersen, Enron’s audi- 
tor, the fact that only four big firms remain 
bothers regulators. The new act calls for a 
study on what can be done aboutit. In Brit- 
ain, the trade secretary has said that the Of- 
fice of Fair Trading should look at what the 
industry’s high level of concentration 
means for competition. There is little evi- 
dence, though, to suggest that audit pricing 
is uncompetitive. Quite the opposite: firms 
chasing Andersen's old clients, partners 
say, have offered to do the job for less. 
PricewaterhouseCoopers has been fined 
recently in America for an independence 
violation, and KPMG in Ireland for bad au- 
diting. The bigger worry is that if another 
big firm ever follows Andersen down, 
there would then be only three. & 











European insurance 


Worries about the financial health of 
European insurers 


"T WAS, not that long ago, considered an 
Kunenviable problem: Europe's insurers 
had too much capital sloshing around. 
< During the long bull market the returns on 
their investments—mainly equities and 
bonds-easily covered insurers’ liabilities, 
and also provided a comfortable cushion 
of safety in the case of unexpected sur- 
prises. What was wrong was that lots of 
capital sloshing around led to fierce 
rounds of price-cutting among insurers. 
Yet how much worse, now, has been the 
brutal effect on insurers of tumbling stock- 
markets. 

In a few swift months the industry has 
swung from being greatly overcapitalised 
to being thinly endowed indeed. To repair 
their fortunes, European insurers have 
been forced to raise prices, sell assets, 
shrink operations and even get out of in- 
surance altogether. Of course, selling as- 
sets includes selling shares, ever more of 
which have to be sold as the insurers’ cush- 
ion gets thinner. That has led to suspicions 
that insurers are contributing to self-re- 
inforcing falls in stockmarkets. 

Only European technology companies 





“have fared worse than insurers in this bear 


market—even telecoms has done better. By 


the end of July European insurers’ shares 


were down by 60% from their peak, com- 
pared with a 42% fall in the Msc1 Europe 
index. Last week Aegon, a Dutch insurer, 
and Fortis, a Dutch-Belgian group, issued 
profit warnings. Germany's Allianz has 
also said its profits will be below expecta- 
tions. And France's AxA had to deny it had 
capital problems, after its shares dropped 
on rumours about its equity losses. 

An overreaction? Certainly, says Ste- 
phen Dias of Goldman Sachs, movements 
in insurers' shares are these days mostly 
driven by rumours and innuendo. A report 
by BNP Paribas, a French bank, says that in- 
vestors have sold too much, too fast. Even 
so, worries about the capital strength of 
some European insurers are justified. 

The story varies greatly: between life 
and non-life insurers, and between coun- 
tries. Life insurers have been hit much 
harder by falling returns on their invest- 
ment portfolios than have non-life insur- 
ers. Life insurers’ main function is to gather 
and invest assets for the medium or long 
term. People may buy more life-insurance 
policies when stockmarkets seem to be 
heading up, and they may try to cash out 
when markets go down. Life insurers can- 
not offset poor investment returns with 
higher insurance profits. Non-life insurers, 
on the other hand, can try charging cus- 
tomers more, say for their car insurance. 

British life insurers are in especially par- 
lous condition. They invest more than 
half-and sometimes as much as four- 
fifths—of their portfolio in equities, much 
more than do American and continental 
European insurers. They also tend to write 
policies with guaranteed returns and so 
cannot reduce payouts in hard times. 

To help the insurers, the Financial Ser- 
vices Authority (FSAJ, Britain's regulator, 
has eased the "resilience" test used to de- 
termine the capacity of life insurers' in- 
vestment portfolios to absorb losses. In- 
stead of having to be able to withstand a 
25% drop in equity markets at any time, 
and still meet their financial obligations, 
insurers must now show they can with- 
stand a drop by a quarter of the average 
level of equity markets over the previous 
three months. The rsA denies reports that 
itis planning to relax the requirement still 
further, yet the pressure is still on. 

German life insurers invest less in equi- 
ties than do their British peers, but they are 
also fragile. Last week Standard & Poor's, a 
credit-rating agency, revised its outlook on 
the German life-insurance market to nega- 
tive. Moody's, another agency, acknowl- 
edges that German life insurers' increased 
preference for investment in equities in re- 
cent years has put them at significantly 
greater risk today. 

Nor are equity investments the only 
source of trouble. Aegon owned $200m- 





worth of the debt of (now bankrupt) 
WorldCom. Prudential, a British life in- 
surer, lost $230m on its portfolio of Ameri- 
can bonds in the first half of this year. 

No wonder policyholders and inves- 
tors are worried about solvency, espe- 
cially if investment returns continue to be 
low. As it is, capital-adequacy ratios, the 
main measure of solvency, vary widely 
across the industry. According to Morgan 
Stanley, Europe's most adequately capital- 
ised firms in the industry are Germany's. 
Allianz, Italy’s Generali, Aegon and ING, 
another Dutch group. 

Solvency has a different meaning for 
insurers than for other companies, includ- . 
ing banks. When an insurer does not meet | 
its solvency requirements, itis not bank- = 
rupt. For insurers, solvency regulation is ^ 
designed to protect policyholders and to — 
prevent companies from taking on too 
much business without sufficient capital. ^ 

And thatis precisely the problem. Inan 
environment of low interest ratesandlow = 
investment returns, there is little to rebuild 
insurers’ capital cushion. Solvency may 
not equal bankruptcy, butit certainly wor- 
ries investors. W 





Nigeria’s currency black market 
Mission 
impossible 


LAGOS 
Nigerians do not always obey their 
laws, especially the silly ones 


ACK when Nigeria was a military dic- 
tatorship, currency controls were a de- 
vice for enriching generals. The president's 
chums bought dollars at the cheap official 
exchange rate, sold them on the black mar- 
ket at a more realistic one, and made effort- 
less millions. Now that Nigeria is a democ- 
racy, things are better. Controls are stillin — 
place, but the naira is no longer absurdly |. 
overvalued. A black marketfordollarsper- ^ . 
sists, however, fuelled by tax-dodgers. g 
Traders in the country’s vast informal. 
sector are skilled at ducking taxes~as they 
need to be, because some levies are extor- - 
tionate. Nigeria produces almost nothing. 
but crude oil, so even the most basic con- 
sumer goods have to be imported. These 
are clobbered with tariffs: 100% on im-- 
ported lavatory paper, for instance, and 
150% on water or beer. Traders evade these - 
duties by paying for smuggled goods with | 
black-market dollars. E 
To explain: importers who buy dollars. 
through official channels must specify. 
what they plan to import. This leaves a pa- . 
per trail, making it tricky to avoid tariffs. 
But if they buy dollars on the black market 
(for a premium), the absence of forms 
makes it easier to elude customs. The Cen- » 















> tral Bank of Nigeria (CBN) reckons import- 
ers are the biggest buyers of black-market 
foreign exchange-to the tune, others say, 
of $5 billion a year, around a sixth of GDP. 

Last year, customs agents tried to en- 
force a “100% inspection" policy on all 
goods entering Nigeria. That paralysed the 
country's ports. Instead of paying the full 
duties, importers simply abandoned their 
containers on the docks. So now the CBN is 
trying to curb smuggling in a less disrup- 
tive way, by hounding the banks that sup- 
ply the black market with dollars. 

Many Nigerian banks earn the bulk of 
their profits by “round-tripping”—buying 
dollars from the central bank at the official 
rate and reselling them to smugglers for a 
big mark-up. In April, the CBN imposed 
fines on 22 local banks and suspended 
their foreign-exchange licences, ostensibly 
for not reporting transactions. The central 
bank could not prove it, but it suspected 
that the reason the banks did not keep 
proper records was because they were 
round-tripping. The banks complain that 
they have been unfairly singled out and 
made scapegoats for an offence that every- 
body commits. 

Despite the show of toughness, the cen- 
tral bank will have trouble stamping out 
the black market unless it relaxes currency 
controls. "It's like treating the ringworm 
and ignoring the leprosy," says Bode Au- 
gusto, who runs a credit-rating firm in La- 
gos. Some rules are bizarre. Nigerians may 
buy dollars at the official rate to send their 
children to high school and university 
abroad, but not to primary school. 

To be fair, the cBN has allowed the 
naira to slide recently. Since May, it has 






100% paralysis 





fallen more than 10%, to 134 to the dollar. 
The spread between the official and unoffi- 
cial exchange rates has tumbled from 20% 
to 7%. To deflect criticism that it is debasing 
the national currency, the CBN recently 
changed the way it sells foreign exchange. 
It now auctions dollars to the highest bid- 
der, which allows it to blame devaluation 
on market forces. Or, indeed, on the politi- 
cians, whose profligate spending (prompt- 
ing the World Bank to announce a halving 
of its lending to Nigeria this week) is the 
root cause of the naira's weakness, but 
who like to change their enormous naira 
salaries into dollars at a favourable rate. @ 


Japanese convertible bonds 


Know your 
customer 


TOKYO 
After some quiet years, a strange revival 


OMETHING curious is happening in Ja- 

pan's market for convertible bonds. In 
the first half of the year, some Y760 billion 
($5.9 billion) worth of convertibles were is- 
sued, more than in all of 2001. Investment 
bankers predict that new issues this year 
could reach levels not seen since the 
mid-1990s (see chart). 

At first blush, the new popularity of 
convertibles~bonds that can be converted 
into shares at a pre-fixed price—seems bi- 
zarre, particularly from an investor's per- 
spective. The latest batch comes with con- 
version premiums of up to 38% above the 
current share price, a long way from once- 
normal levels of 2-3%. That means inves- 
tors will have to wait much longer—or 
even in vain, given today's troubled stock- 
markets—before they can convert their 
bonds into equity. Neither do convertibles 
Offer attractive rates of interest, if indeed 
they offer interest at all. Most issues these 
days are zero-coupon bonds with long ma- 
turities. Yet convertibles are being snapped 
up, largely by foreign investors, as fast as 
companies can issue them. 

Much of the supply has come from big 
companies, which use the proceeds to pay 
down old debts, meet restructuring costs 
or even make acquisitions. Last month 
Mitsui Fudosan, Japan's biggest property 
developer, issued X80 billion of converti- 
ble bonds. In May Fujitsu, the largest com- 
puter maker, sold X250 billion, and Mit- 
subishi Corporation, the top trading 
house, X150 billion-worth. In an issue 
launched for Nikon, a camera maker, de- 
mand was 16 times greater than supply; 
the Mitsubishi issue was ten times over- 
subscribed. More bond sales will follow, 
especially since several trillion yen-worth 
of old convertibles are due to mature by 









the end of next year, creating fresh financ- - 


ingneeds. —. " 

Convertibles appeal to companies that . 
want to raise money by issuing equity, but — 
are wary of tapping stockmarkets directly. - 
They hope that higher conversion premi- - 
ums will ease the concern of existing 
shareholders that a supply of new shares 
in future will dilute existing holdings. The 
concern used to be brushed aside when 
share prices went only upwards. 

Issuing convertibles also gives compa- 
nies the chance to reduce interest pay- 
ments on debt, which for many is increas- 
ing as companies’ creditworthiness 
deteriorates. Convertibles also bring 
greater financial flexibility, by tapping a 
fresh set of investors, says Christopher 
Mothersill, co-head of capital markets at 
Morgan Stanley in Tokyo, and by keeping 
in reserve companies’ ability to turn to tra- 
ditional debt markets later on. 

As for investors, although they miss a 
bigger portion of the rewards when the 
price of the underlying shares rises, they 
like the downside protection that convert- 
ibles offer, says David Hatt, head of equity 
capital markets at Nikko Salomon Smith 
Barney. The biggest drivers of demand for 
convertibles are international hedge 
funds, especially those specialising in con- 
vertible-bond arbitrage. The more volatile 
the underlying stock, the more valuable is 
the option to convert into equity. 

Yet this option is often underpriced. Ar- 
bitrage funds exploit such discrepancies 
by buying convertibles while borrowing 
and then selling a portion of the underly- 
ing stock. As insurance, they buy credit-de- 
fault swaps in case the issuer defaults on its 
debt. Now that available returns are 
shrinking elsewhere, convertible-arbitrage 
funds are piling into Japan, where discrep- 
ancies are relatively big and profits easier 
to come by. 

Still, itis not that easy to create convert- 
ibles that are well received by sharehold- 
ers, warns Mr Mothersill. Investors can be 
scared away by the threat of extra supply— 
which, in Fujitsu's case, could dilute exist- 
ing share capital by as much as 10%. Share 
prices also suffer as convertible-arbitrage »» 





> funds automatically sell the underlying 
stock. Often, mere rumours that a com- 
pany might be about to issue convertible 
bonds are enough to trigger a sell-off. 

Some investment banks, such as UBS 
Warburg, have tried to fight this by tightly 
controlling information about issues. 
Ichiro Ouchi, a director, says the bank 
strictly limits the portion that goes to con- 
vertible-arbitrage funds, selling instead to 
conservative investors, such as Swiss priv- 
ate banks, who are less likely to sell short 
the underlying shares. Others claim that 
many bonds are just sold on, ata premium, 
to the hedge funds. = 


GE Capital 


One into four 


NEW YORK 
General Electric brings *clarity" to its 
massive financial-services arm 


ACK in the distant past-let's see, about 

a year or so ago—every move made by 
GE under its then chief executive, Jack 
Welch, was accepted as brilliant. How 
times have changed. A reorganisation an- 
nounced on July 26th that splits Ge Capi- 
tal, the company's financial-services arm, 
into four separate bits has raised questions 
about the strategy of what has been an ex- 
traordinarily successful business, account- 
ing for over two-fifths of the giant's total 
earnings. 

The company insists these moves are 
not hugely significant. GE Capital pro- 
duces $58 billion a year in revenues and $6 
billion in pre-tax profits, through a range of 
financial services that stretch from credit 
cards to insurance to aircraft leasing. GE's 
new chief executive, Jeffrey Immelt, says 
he wants to have the same "direct line of 
sight" into the company's financial opera- 
tions as he has into appliances, jet engines 
and the other traditional industrial opera- 
tions. To get that, he needs to have more 
people reporting more directly and more 
clearly to him. In the process, things will be 
clearer for investors. End of story. 

Perhaps. But all these improvements 
could have been made without such a big 
reorganisation. And did GE Capital’s 
bosses really not report to the chief execu- 
tive? After all, Mr Welch personally re- 
viewed any number of big transactions ar- 
ranged by GE Capital. What is more, 
similar amounts of disclosure on GE Capi- 
tal were already available to investors, 
though it may now become marginally 
easier to compare broad swathes of its op- 
erations with those of its competitors. 

One objection from outsiders remains, 
however: that it is hard if notimpossible to 
know how much capital is applied to each 





of GE Capital’s two-dozen operating divi- 
sions—and thus to know how risky, and 
profitable, each division really is. In rebut- 
tal, GE points to reams of financial state- 
ments routinely filed with the Securities 
and Exchange Commission. Yet reconcil- 
ing multiple layers of statements takes, at 
best, a superhuman effort; at worst, be- 
cause of the complexity of overlapping in- 
formation, it may not be possible at all. 

The clearest outcome of the realign- 
ment is that the head of GE Capital, Denis 
Nayden, is now without a real job—a sign, 
perhaps, that Mr Immelt is attempting to 
make his own mark. There will also be 
consolidation of the back offices, which 
are a mess after 400 acquisitions in the 
past decade alone. 

The greatest speculation is whether this 


strategy, based heavily on acquisitions, 
will change. A large part of GE Capital's 
success has come from the low financing 
costs that flow from having a triple-A 
credit rating. The company's bonds have, 
however, recently traded at prices that im- 
ply that a lower rating is warranted. Nomi- 
nally, GE Capital has debt equivalent to 
eight times equity, a comfortable enough 
level of leverage, says Moody's, a rating 
agency. But if the goodwill from acqui- 
sitions is subtracted from equity, and off- 
balance-sheet financing (modest till now 
because of GE's top-notch rating) is added 
back in, then GE Capital’s leverage rises to 
a heady 17-to-1. Investors, then, might con- 
clude that Ger will have to throttle back on 
acquisitions, adversely affecting both 
growth and return on equity. & 
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Economics focus Managing the world economy 


We asked the IMF’s Kenneth Rogoff to survey the challenges facing the global financ 


OMETIMES I spend my nights re-read- 

ing how Englishman John Maynard 
Keynes and American Harry Dexter 
White calmly traded ideas for reshaping 
the international financial system, even 
as the second world war exploded 
around them. That puts today’s chal- 
lenges into perspective—useful for those 
of us who sit, as I now do, at the Interna- 
tional Monetary Fund, attempting to im- 
plement Keynes's and White's vision as it 
has evolved over the past 60-some years. 
Taking a pause to look ahead, here are six 
issues that seem particularly salient over 
the coming decades. 


1. Current-account imbalances 

We at the rMrF have not been a cheer- 
leader for burgeoning current-account im- 
balances, especially when they start to 
look unsustainable. Are we wrong to 
worry so much about this? Rapid current- 
account reversals are often accompanied 
by sharp and potentially disruptive ad- 
justments in exchange rates or, worse, 
patterns of growth. But at the same time, 
if we begin to think ahead, it becomes ob- 
vious that the real challenge is not to re- 
duce current-account imbalances but to 
find ways to sustain bigger ones, albeit 
properly directed. 

Isolationists in industrialised coun- 
tries should stop and look at their popula- 
tions' advancing age structure. As the 
dependency ratio explodes later this cen- 
tury, who is going to provide goods and 
services for all the retirees? There are 
many elements to a solution, not least al- 
lowing expanded immigration from the 
developing world, with its much younger 
population. Regardless, one desirable ele- 
ment has to be for the industrialised 
countries to save abroad by running large 
current-account surpluses vis-à-vis the 
developing world. These cumulated sur- 
pluses, while facilitating much-needed in- 
vestment in poorer countries right now, 
could later be drawn down as the baby- 
boomers stop working. 

As discussed in our World Economic 
Outlook of May 2001, the resulting pat- 
tern of current-account balances could 
see industrialised countries accumulating 
overseas wealth amounting to 50% of 
their GDP by 2030. Then the process 
would reverse, with the industrialised 
countries drawing down their wealth by 
running sustained current-account defi- 
cits of 3-4% of GDP. Right now, the system 
cannot easily tolerate such giant debt 
accumulation. We have to make it work 
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better. Expanding trade would help sup- 
port deeper capital-market integration. 
Better procedures to govern international 
lending contracts are also essential. 


2. Government debt 

Unfortunately, though globalisation 
raises the benefits of re-channelling 
global savings, it also sets constraints on 
governments' capacity to raise the reve- 
nues needed to manage exceptionally 
large debt-to-Gpp ratios. As factors of pro- 
duction become more mobile, they be- 
come more difficult to tax. 

Companies can ever more readily 
move production to countries where tax 
rates are lower. As global investment op- 
tions expand, taxing wealth-holders has 
become harder too. Even labour cannot 
be relied on to remain at home. Indeed, 
countries that fail to achieve offsetting ef- 
ficiencies (for example, by keeping after- 
tax rates of return competitive through 
above-average productivity growth) may 
find it increasingly difficult to borrow as 
the 21st century rolls on. Otherwise, if a 
government allows its debts to rise too 
far, there will be an exodus of capital and 
labour that strains the ability to repay of 
the investors and workers who remain. 
Exacerbating this will be the diminished 
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ial system at the start of the 21st century 


ability of governments to borrow, even at 
home, without indexing debt to major 
currencies. Indexation also pushes down 
levels of sustainable debt, as it increases 
vulnerability to exchange-rate adjust- 
ments that might otherwise be desirable. 

Fortunately, in addition to productiv- 
ity gains, governments still have many 
ways to make their commitment to future 
debt repayments more credible. Improv- 
ing the efficiency of national tax systems 
is one. Until we have better answers, 
though, some governments may be well- 
advised to be more prudent, at the very 
least running surpluses during times of 
economic booms, so as to have some bor- 
rowing capacity left when it is most 
needed. Certainly this should be one of 
the lessons from Argentina, whose gov- 
ernment ran deficits during the boom 
years of the 1990s. 


3. Exchange rates 

Perhaps economic historians will look 
back on today's patchwork global ex- 
change-rate arrangements as a latter-day 
Tower of Babel. But what other system is 
there? With freely flowing capital, a fixed 
exchange rate has the life expectancy of a 
Hollywood marriage. And, on the whole, 
the historical experience of countries that 
try to sustain rigidly fixed rates indefi- 
nitely via capital controls is not a pretty 
one. Unless monetary and fiscal policy 
are slavishly consistent with the require- 
ments of fixity, a parallel market soon 
flourishes, with, in effect, a floating rate. 
Typically, the parallel premium grows, 
the capital controls break down, and the 
official rate itself has to move. 

During post-war history, a great many 
so-called fixed exchange-rate regimes 
have in reality been *back-door" floats 
via dual and parallel markets. Then again, » 
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^ many countries nominally float but, for 
various reasons, often due to some form 
of liability dollarisation, intervene so as 
to keep the exchange rate within rela- 
tively narrow margins. (Guillermo Calvo 
.and Carmen Reinhart call this phenome- 
non "fear of floating") 
. Movementsin those few exchange 
Yates that do float (for instance, the dollar- 
-yen and the euro-dollar) are frustratingly 
difficult to explain, much less predict; 
-policymakers must be conscious of this 
: fact. In my first job as a young economist 
at the Federal Reserve Board, during the 
Volcker era of the 1980s, I was asked to in- 
. vestigate whether various new-fangled 
A exchange-rate models could help predict 
rates. My colleague, Richard Meese, and I 
came back with the then-radical, but 
now-conventional, finding that no struc- 
tural model can reliably explain major- 
currency exchange-rate movements after 
the fact, much less predict them. 

We continued our efforts regardless. 
As the story goes, a general once told his 
weather-forecasting team, "I appreciate 
being informed that your forecasts are no 
better than random, but please keep 
sending them on, as the army needs your 
predictions for planning purposes." 

Since 1945, the number of currencies 
in the world has increased roughly two- 
fold, almost proportionately to the num- 
ber of countries. I believe that at some 
point later this century, there will be 
consolidation, ending perhaps in two or 
three core currencies, with a scattered pe- 
riphery of floaters. Getting there, and 
managing macroeconomic policy with 
less exchange-rate flexibility, is one of the 
major political and economic challenges 
of the next era of globalisation. 















4. Capital controls 

Admittedly, in its routine surveillance 
missions, prior to the Asian crisis, the IMF 
may have sometimes tilted too far to- 
wards benign neglect as countries prema- 
turely liberalised markets for short-term 
capital movements, before the internal 
regulatory structure was in place to han- 
dle them. Now, the imr’s advice is more 
nuanced. Let's understand, however, that 
this is a tough balance to strike, and for 
many reasons. 

First, as economies develop more so- 
phisticated financial sectors, capital con- 
trols become more and more difficult to 
enforce. Second, in countries with serious 
governance problems, capital controls 
can be a particularly pernicious source of 
corruption. Third, to some degree, capital- 
account and trade liberalisation go hand 
in hand. With unfettered trade, under- 
and over-invoicing can be used to circum- 
vent capital controls. If capital controls 
are too heavy, the need to comply with 
complex regulations hampers trade. It is 





particularly important for developing 






countries to remain open to direct foreign 
investment, which is the least volatile 
form of capital flows and, in recent years, 
by far the most important quantitatively, 
amounting to $170 billion in 2001. That 
said, the role of limited and temporary 
capital controls, especially for economies 
at intermediate levels of financial de- 
velopment, needs further study. 


5. Africa 

Macroeconomic stability, including some 
measure of price stability, is surely an es- 
sential ingredient of economic growth. 
Consider then the profound problems 
facing macroeconomic policymakers in 
Africa. Put aside civil conflict, which has 
happily diminished in recent years, and 
drought, which has not. Many African 
countries rely heavily on exports of a 
small number of primary commodities 
(for example, cotton, coffee, cocoa, soya- 
beans, metals and, in some cases, oil). All 
are subject to extraordinary price volatil- 
ity in world markets. Add to that the ex- 
treme unpredictability of international 
aid flows, and one can see that macroeco- 
nomic stabilisation would be difficult to 
achieve under any circumstances. 

It is harder still in countries where in- 
stitutional development is incomplete. 
Policymakers face a natural temptation to 
try to shield the economy from volatility 
with extensive price and exchange con- 
trols. Unfortunately, completely blocking 
price signals impedes adjustment to what 
are often long-lived shocks, not to men- 
tion the inefficiency and corruption that 
controls typically spawn. Many parts of 
Africa have made great progress in lower- 
ing inflation, liberalising markets, and re- 
suming growth. The rMr has helped. Still, 
the challenges ahead are formidable, and 
require further rethinking of standard 
macroeconomic prescriptions. 


6. Moral hazard and IMF lending 

It would be hard to overstate the influ- 
ence of the popular perception that IMF 
crisis loans are thinly disguised bail-outs, 
with the tab paid mainly by ordinary tax- 
payers in the industrialised world. The 
presumed need to limit such bail-outs, 
and their adverse long-term incentive ef- 
fects, is a central element of virtually ev- 
ery important plan out there to improve 
the way the 1mF does business. 

The challenge posed by the bail-out 
view is not simply lack of transparency— 
that IMF loans are really outright transfers 
and should be called such. No, the deeper 
and more troubling implication is the 
"IMF moral hazard" theory. Simply put, if 
lenders are confident they will ultimately 
be bailed out by heavily subsidised rMF 
loans, they will extend too much credit to 
emerging-market debtors at rates that do 

















not reflect the true underlying risk. The re- 
sult? Bigger and more frequent crises than 
if the imF did not exist. Giving the IMF 
more resources, it is argued, exacerbates 
the crises it was designed to alleviate. 

Yes, itis an elegant theory. (I am well 
disposed to it, having devoted consider- 
able energy to the idea in the 1980s.) But 
is the premise—that IMF loans are subsi- 
dised bail-outs—really true? 1Mr loans 
have almost invariably been repaid with 
interest. To maintain that rich-country 
taxpayers are footing a big part of the bill, 
one has to believe that the IMF protects 
its books by continually relending princi- 
pal and interest—a giant Ponzi scheme 
that must someday unravel. Researchers 
have explored this idea also, however. 
The results suggest very limited “bail-out 
moral hazard" in some episodes, but this 
does not appear to have occurred regu- 
larly or on a massive scale. 

Please understand: it is true that IMF 
programmes have sometimes ended up 
rescuing both lenders and debtors, 
though not always. (Investors got burned 
in Russia in 1998.) But if there is little sub- 
sidy element involved, perhaps such 
“bail-outs” should just be interpreted as 
the ımr doing its job: making the interna- 
tional financial system work better. 

Has the rMr been lucky or good? Per- 
haps some of both. The worldwide econ- 
omic boom of the 1990s surely helped 
relieve stress on the rMr's books. It is also 
likely, however, that the much-maligned 
IMF-supported programmes in Mexico, 
Asia and elsewhere in the 1990s were not 
nearly so incompetently designed as 
some have asserted. Certainly, to keep 
bail-out concerns on the back burner, the 
IMF needs to ensure that its programmes 
continue to be well designed and based 
on sound fundamentals. Politics in both 
donor and borrower countries will al- 
ways come into play, but it cannot be al- 
lowed casually to override clear-headed 
judgments about sustainability. 8 
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Many of Mr Rogoff's recent papers can be read on his 
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The origins of violence 


Nurturing nature 


The first study has just been published showing how a particular gene anda 
particular environment interact to produce violent individuals 


EW debates in human biology have 

been as acrimonious as the one be- 
tween genetic determinists and social de- 
terminists of behaviour. For decades each 
side, convinced of its own correctness, and 
the policy implications of that correctness, 
refused to see any merit in the arguments 
of the other. But the past few years have 
seen a reconciliation of sorts, and the 
emergence of a grudging understanding 
that although environment-particularly 
childhood ^ environment-undoubtedly 
shapes an individual's behaviour, how it 
does so may depend on the individual's 
genetic make-up. 

Until now, though, that reconciliation 
has been backed only by hazy data. This 
week sees the publication of a clear-cut 
case—a paper showing that the degree of 
expression of a gene implicated in the de- 
velopment of aggression does indeed in- 
teract with a person's early circumstances 
to shape a violent or a pacific personality. 

Terrie Moffitt, of the Institute of Psy- 
chiatry at King's College, London, and her 
colleagues, picked MAOA, the gene for a 
protein called monoamine oxidase-A, for 
their study, which has just been published 
in Science. Monoamine oxidase-A is an en- 
zyme that breaks down members of an im- 
portant group of neurotransmitters, the 
molecules that carry signals between 
nerve cells. These neurotransmitters in- 


clude dopamine, serotonin and norepin- 
ephrine, all of which help to regulate a per- 
son's mood. 

There is abundant evidence that a re- 
duced level of monoamine oxidase-A (and 
therefore an elevated level of these neuro- 
transmitters) results in violent behaviour. 
There is also evidence that chronically low 
levels early in life result in an individual 
who is more than averagely predisposed 
to react violently to any given situation in 
adulthood, regardless of monoamine-oxi- 
dase levels at the time. 

Much of this work has been done on 
mice, but there is also a famous human 
case. Many of the men in one well-studied 
Dutch family lack the MAOA gene entirely. 
These men are notoriously violent indi- 
viduals. 

An absence of the MAOA gene is, fortu- 
nately, rare. But there is considerable varia- 
tion in the "promoter" DNA near the gene 
itself. This promoter region is responsible 
for switching the gene on and off, and thus 
for controlling the amount of monoamine 
oxidase-A manufactured. Dr Moffitt 
looked at variations in this promoter re- 
gion in a group of men who are the subject 
of a long-term research project called the 
Dunedin Multidisciplinary Health and De- 
velopment Study, which is being carried 
out in New Zealand. The men involved, a 
group more than 500 strong, have been 


~ The Economist August 3rd 2002 KH 


ee 


Also in this section 
66 The Vinland map 
66 Forecasting health 
67 The Vienna zoo’s 250th birthday 
67 Assessing hurricane risk 


monitored from birth, and are now in their 
late 20s. Their adult personalities are thus 
fully formed, and their tendency to vio- 
lence has been measured in several differ- 
ent ways. 

Dr Moffitt and her colleagues grouped 
the various versions of the promoter re- 
gion into those that result in low levels of 
monoamine oxidase-A, and those that re- 
sultin high levels of the enzyme. They also 
divided their subjects into those who had 
been maltreated as children and those 
who had not. 

The results were clear. Only 12% of the 
group had both abused childhoods and 
low-activity promoter regions, yet this 
group accounted for 44% of those who had 
criminal convictions for violence. Fully 
85% of the 12% showed some form of rou- 
tine anti-social behaviour. The next most 
anti-social combination (high-activity pro- 
moters and an abused childhood) resulted 
in only about 45% of men showing routine 
anti-social behaviour, while only a quar- 
ter of those who had had tranquil child- 
hoods were anti-social in adulthood, re- 
gardless of their promoter type. 

In the case of MAOA-at least in men— 
both gene and environment have discern- 
ible effects. However, as the paper points 
out, there are two ways of looking at the 
phenomenon. Low-activity promoter re- 
gions could be regarded as "genes for vio- 
lence" that need a violent context to be ex- 
pressed. That might make sense in 
evolutionary terms, since a child brought 
up in violent surroundings will probably 
live in a violent world as an adult and 
might therefore need to employ violence 
to thrive. On the other hand, high-activity 
promoter regions could be regarded as 
genes for the suppression of violence. Take 
your pick. = 























The Vinland map 


To be or not to be 


Ain’t science a wonderful thing 


HIS week saw two big announcements 

about the Vinland map, a piece of 
parchment which purportedly proves that 
Scandinavian explorers arrived in Amer- 
ica centuries before Columbus. One of 
these announcements showed that the 
map is genuine. The other showed itis not. 

The Vinland map was revealed to the 
world in 1965 by researchers at Yale Uni- 
versity, where it still resides. It depicts Eu- 
rope, Asia and Africa~and also, across the 
Atlantic ocean, a place called Vinland. This 
is supposed to correspond to land ex- 
plored early in the 11th century by a Viking 
called Leif Eriksson, and so named be- 
cause of the wild vines growing there. Un- 
fortunately, the Vinland map had no re- 
corded history before 1958, and so became 
the subject of instant controversy. 

The proof that the map is genuine came 
from Jacqueline Olin, of the Smithsonian 
Centre for Materials Research and Educa- 
tion, in Suitland, Maryland, and her col- 


Here be dragons 


leagues. They used radiocarbon dating to 
find out how old the map’s parchment is. 
The answer, published in the August edi- 
tion of Radiocarbon, is that the skin was 
stripped from its unfortunate host in 1434, 
give or take 11 years. That is half a century 
before Columbus sailed the ocean blue. 
The proof that the map is a forgery 
comes from Robin Clark and Katherine 
Brown of University College, London, and 
is published in the latest edition of Analyti- 
cal Chemistry. The researchers used a tech- 











nique called Raman spectroscopy to trace 
the distribution over the parchment of a 
substance called anatase. This material, a 
form of titanium dioxide, is not known to 
have been manufactured before the 1920s. 
It had been detected in the map’s inkin the 
past by spot-sampling. That cast serious 
doubt on the map's authenticity. Raman 
spectroscopy, which analyses chemical 
mixtures from the way they scatter light, 
allowed the whole of the map's surface to 
be examined. Dr Clark and Ms Brown 
found that all the ink contained anatase. 

One possible reconciliation is, of 
course, that the map is a modern forgery 
on a piece of ancient parchment. Another 
is that the anatase formed naturally by the 
transmogrification of another form of tita- 
nium dioxide over the centuries—though 
that seems unlikely. A third is that anatase 
is not, actually, a modern invention, and 
that medieval map makers knew about it. 

Vinland aside, the argument about 
which bunch of Europeans arrived in 
America first is an odd one. First, there is 
now archaeological evidence of at least 
one Norse settlementin Newfoundland. A 
Norse coin has also been found in Maine, 
although the context suggests it got there 
through trade rather than by being 
dropped by a careless Viking. 

More to the point, it is a matter of his- 
torical record that Greenland was discov- 
ered by Norsemen in the ninth century 
and, indeed, colonised in the tenth. A 
glance at any map shows that Greenland is 
an offshore island of North America. True, 
it is not part of the mainland. But Colum- 
bus himself did not set foot on the Ameri- 
can mainland until his fourth voyage, in 
1502. That was a decade after his landing 
on the Bahamian island of San Salvador 
on October 12th 1492, the date normally 
thought of as his “discovery” of the new 
world. Regardless of the authenticity of 
the Vinland map, there is no doubt who 
made it first. And it wasn't the Spanish- 
backed Genoese guy. m 








The Vienna zoo 
Many happy 
returns 


VIENNA 


A birthday for the world’s oldest zoo 


IENNESE zoos were around long be- 

fore Emperor Franz Stephan decided to 
organise one in the gardens of the Schón- 
brunn palace in 1752. But only his has 
lasted. It is now the oldest in the world, 
and it marked its 250th birthday on July 
31st by opening a high-tech rainforest ex- 
hibit—a far cry from the dreary cages that 
the first inhabitants endured. 

Franz Stephan recoiled from what ev- 
ery schoolchild knows: a good zoo needs 
plenty of scary carnivores. In the early 
days he ruled them out because of their 
smell. Instead, he placed exotic birds and 
deer in cages that encircled an elegant pa- 
vilion, still standing, where he could take 
breakfast on warm mornings (and, some 
say, perform alchemical experiments by 
night) Visitors were encouraged. Mozart 
strolled past, as did later and lesser genera- 
tions of Viennese. 

Animals arrived only gradually. They 
were bought from travelling menageries or 
else landed by Emperor Josef II’s expe- 
ditions to the Americas and Africa in the 
1780s. The imperial gardener, Franz Boos, 
tried and failed to bring back a giraffe from 
Africa. In 1801, perhaps to make up for that 
disappointment, the zoo had a deceased 
keeper stuffed by a Venetian taxidermist 
and displayed along with the animals. 

The first giraffe arrived to great fanfare 
in 1828 but lived for only ten months. A 
post-mortem speculated that its legs had 
never recovered from fractures sustained 
when it was strapped to the backs of cam- 
els carrying it from Sudan to Egypt. Polar 
bears from an Austro-Hungarian expe- 





Welcome to Vienna 


dition in 1873 (which also discovered Franz 
Josef Land, an Arctic archipelago named 
after the emperor of the day) fared better. 

By then, zoos were coming of age. Bu- 
dapest got one in 1866, New York in 1873, 
Tokyo in 1882. With the European con- 
quest of Africa (in which Austria-Hungary 
did not participate) the Schónbrunn grew 
rapidly, from 800 animals in 1879 to 3,400 
in 1918. New factories swelled Vienna's 
population in parallel with this growth, 
and the animals found themselves prey to 
merciless weekend crowds. Some were 
poked to death. Others were poisoned. 
Still others died of malnutrition, disease, 
disorientation or even heartbreak. 

There were happier moments. In 1906, 
an elephant was born in captivity in the 
Schónbrunn-a first for any zoo. In 1924, 
the zoo appointed its first scientist as direc- 
tor. Otto Antonius greatly improved the 
living conditions of the animals but 
proved less generous to humans. A com- 


Assessing hurricane risk 


Sounds like trouble 








mitted Nazi, he took his own life as the al- 
lies approached the zoo's gates in 1945. 
There was not much left to liberate. Allied 
bombing had already splattered the rhinos 
and hippos across their pens. The starving 
giraffes, which miraculously survived the 
falling bombs, were nursed back to health 
by Red Army officers. 

Today's Schónbrunn sees its mission as 
preservation and education. Its animals 
are gene donors for fellows in the wild. Re- 
searchers at the zoo are helping to reintro- 
duce the Przewalski wild horse back into 
Mongolia, the oryx to Jordan, and the ibis 
to Morocco. Like most good zoos, it is 
downsizing. It wants to give a better life to 
fewer animals. Numbers have fallen from 
4,000 in 1980 to 2,500 today. Innovative 
enclosures such as a swish new elephant 
house give both researchers and the public 
a better chance of learning about the ani- 
mals. Not least Abu, who last year became 
the world's first test-tube elephant. m 


Underwater microphones should be able to measure the risk from hurricanes 


N AUGUST, the tropical cyclone season 

in the Atlantic and Pacific oceans will 
reach its peak, putting coastal populations 
on alert. A hurricane is fuelled by the 
warmth of tropical waters and loses 
strength when it crosses land, but not be- 
fore the wind batters buildings and the sea 
swamps the coastline. Although there may 
be little more than a gentle breeze on the 
outskirts of a storm, wind speeds near the 
centre can exceed 100kph. 

A tropical storm can extend over thou- 
sands of kilometres, and the giant spirals 
of clouds can easily be tracked by satellite. 
But it is not so easy to measure the wind 
speed. If a hurricane threatens America, 
aircraft are sentinto the storm to collect the 
relevant data. But many of the countries 
hit hardest by hurricanes, such as India 
and Bangladesh, are among the world's 
poorest. Aerial reconnaissance missions 
are too costly to be part of their storm sur- 
veillance, and estimates made from satel- 
lite photographs are unreliable. 

Nicholas Makris, an acoustical ocean- 
ographer at the Massachusetts Institute of 
Technology, may have an answer. He pro- 
poses using hydrophones (underwater mi- 
crophones) to detect the deep-water rum- 
ble made by a hurricane. The hydro- 
phones would form a permanent and 
cost-effective monitoring system, listening 
to the sea. The noise of a storm—both the 
power and the pitch of the sound gener- 


ated—could give accurate measurements 
of wind speed. 

The waves set up by winds blowing 
across the sea's surface crash and froth, 
sending billions of bubbles into the water. 
Each bubble oscillates, creating a pressure 
wave in the water that is detected by the 
hydrophones. Calculations suggest that 
the amount of power absorbed into the 
ocean from a storm and subsequently de- 
tectable as noise is proportional to the 
cube of the wind speed. Observations 
have shown that these calculations are ac- 
curate for gentle winds, but there are no 
data for hurricane-force storms. 

Or atleast no accessible data. However, 
the American navy installed a network of 
hydrophones during the cold war to detect 
submarine activity and it is likely that they 
have recorded the passage of tropical cy- 
clones. The records are classified, but Dr 
Makrisis negotiating with the government 
to get them released. 

Meanwhile, an oil company has given 
permission for hydrophones to be put on 
rigs in hurricane-prone areas of the sea. 
The first will start listening to storms in the 
Gulf of Mexico before the end of the year. 
If the detected noise translates into a wind 
speed that agrees with measurements 
made on flights through the storm, this 
technology may eventually lead to net- 
works of hydrophones in such hurricane 
hot-spots as the Bay of Bengal. m 
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Small-screen sparkle 


If you really want to be creative, write for television and not for the movies 


UMMER in Hollywood is blockbuster 

season, a time for the studios to release 
films unburdened by artistic pretension. 
This year they have obliged, with a steady 
supply of big-screen explosions, malfunc- 
tioning submarines and scenes where 
men cradle oversized guns (“The Sum of 
All Fears”, “The Bourne Identity”, “K-19 
The Widowmaker”). Yet even by Holly- 
wood's standards, this summer has over- 
supplied sequels (“Men in Black 2", “Aus- 
tin Powers 3", "Spy Kids 2") and adapta- 
tions ("Spider-Man", "Scooby-Doo"), and 
under-supplied originality. If nothing else, 
the summer crop confirms that the cre- 
ation of franchises and brands has tri- 
umphed over dramatic creativity in Holly- 
wood film-writing. These days, however, 
some of the most challenging American 
drama is being written for television. 

In recent years, a number of American 
screenwriters have used television as a 
medium in which to push at the edges of 
the dramatic genre. "The Sopranos", "Sex 
and the City", “The West Wing", “24”, "Six 
Feet Under": each, in its own way, takes on 
dramatic conventions and twists them 
one way or another. 

In "24", for instance, Joel Surnow and 
Robert Cochran, play with time. Each of 
the 24 episodes of this Twentieth Century 


Fox drama, set in a counter-terrorist unit in 
Los Angeles, takes place during one hour 
on the same day. Week by week, the hour 
ticks by both in real time and on the screen. 
With this novel device, along with the use 
of a split screen to display simultaneous 
story developments, the writers thread to- 
gether different strands of an attempt by 
CIA agents to uncover a plot to assassinate 
a presidential candidate, while sustaining 
the sense of a race against the clock. 

Other television writers have con- 
fronted taboo subjects which Hollywood 
tends to sentimentalise. Alan Ball, who 
won an Oscar for his film "American 
Beauty", for instance, thrusts death in the 
viewer's face in "Six Feet Under", set in a 
family-run funeral parlour. He does this lit- 
erally: scenes shotin the mortuary unapol- 
ogetically show bits of corpses being sewn 
back on, stuffed, pickled or waxed. And 
symbolically: the dysfunctional nature of 
the family is revealed as the business of 
death forces the family members to con- 
front the shortcomings in their lives. This 
dark, uncomfortable material is at once re- 
pulsive and funny. As David Fisher, the re- 
pressed second son who sought to emu- 
late his father but failed to win his 
approval, snaps: “Other kids my age were 
going to frat parties, I was draining corpses 
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and refashioning severed ears out of wax." 

What is it about television that throws 
up these unexpected dramatic possibil- 
ities? Part of theansweristhatthe medium 
has traditionally given screenwriters more 
creative control. “The writer is the power 
in TV; in features, a star can say they don't 
like it and you're stuck," says Michael Pat- 
rick King, creator of "Sex and the City", a 
drama about four single women in New 
York. Writers for successful Tv series, such 
as John Wells and Aaron Sorkin (“ER”, 
“The West Wing”), often create, produce 
and write their series—and can withstand 
studio pressures to play safe. 

Another explanation is the influence of 
Home Box Office (HBO), a subscription ca- 
ble channel, which prides itself on 
commissioning the sorts of original drama 
that would find it hard to get the go-ahead 
from either the American Tv networks or 
the Hollywood studios. “Sex and the City”, 
“The Sopranos” and “Six Feet Under” are 
all HBO original dramas. 

A third reason is the episodic nature of 
television drama. “tv has stolen from film 
on drama,” says one Hollywood film-stu- 
dio executive. “The exploration of charac- 
ter can be done far better over 13 episodes 
in Tv than over two hours in a movie." The 
big screen may be better for exploding cars 
or invading aliens, but a series on the small 
screen can support a more complex narra- 
tive structure akin to a novel. 

In “The Sopranos”, for instance, David 
Chase makes deft use of story arcs and 
sub-plots interwoven across episodes to 
explore his subject: a suburban American 
family whose patriarch is a typical middle- 
aged man in therapy—and an unrepentant 
Mafia boss. In a well-crafted drama that » 





® thrives on its moral ambiguity, Mr Chase 


uses the tension between the Mafia boss's 
blood family and his mob family, between 
the domesticity of suburbia and the raw 
world of gangster violence, to examine the 
nature of deceit, honesty and loyalty. 

The more television springs these sur- 
prises on Hollywood, the more the me- 
dium has gained in stature. “For actors and 
writers it’s become prestigious to work in 
TV in a way it didn’t used to be,” says Mar- 
tin Kaplan, at the University of Southern 
California’s Annenberg School of Com- 
munication. But as studios face up to 
shrinking budgets, will the industry be 
able to resist the pressure to return to 
cheaper, safer stuff? While HBO has just or- 
dered a third series of “Six Feet Under”, 
other signs do not look too promising. The 
most talked-about show for the autumn 
TV season is “Kingpin”, about a family that 
runs a drugs cartel across the Mexican 
border. It has been commissioned for only 
six episodes—and scheduled only as a 
replacement for cancellations. 8 


The superpowers in Africa 


Killing fields 


Conflicting Missions: Havana, Washington, 
and Africa, 1959-1976. By Piero Gleijeses. 
University of North Carolina Press; 576 pages; 
$34.95 


HE cold war scarred Africa; nowhere 

more so than Angola. The civil war 
lasted for four decades, and left the coun- 
try a huddle of refugees, dependent on 
food aid because their fields are sown with 
mines and haunted by bandits. Yet it was 
not, as Piero Gleijeses's new book shows, a 
straightforward tussle between the super- 





Eyes across the ocean 


powers. To begin with, the Soviets were 
hardly involved, although the Americans 
thought they were. The real players were 
Cuba and South Africa. As Portugal, the co- 
lonial power, withdrew in a hurry in the 
mid-1970s, it became clear that the Popular 
Movement for the Liberation of Angola 
(MPLA), a revolutionary Marxist group, 
was going to win power. The South Afri- 
can army invaded to stop this happening, 
and came within a few miles of taking the 
capital, but was repulsed at the last 
moment by a few planeloads of Cubans. 

It might seem odd that so poor a nation 
as Cuba could project power so far. The 
Americans assumed that Fidel Castro was 
acting on Moscow's orders. In fact, as Mr 
Gleijeses's trawl through Cuba's formerly 
secret archives shows, he acted on his own 
initiative. Had the Americans paid atten- 
tion to Cuban attempts to stir up revolu- 
tion in other African countries, they might 
not have been so surprised. 

Buried in Mr Gleijeses's admirable but 
ponderous text is a racy tale of revolution- 
ary romance. We read of the Cuban doc- 
tors who volunteered to go to Algeria, 
were told that it would be hot, arrived 
without coats and found it "freezing". In 
the forests of eastern Congo, Che Guevara 
spent months trying politely to rouse the 
slothful Simba guerrillas into action, but 
succeeded only in contracting malaria. Cu- 
ban soldiers in Angola won a reputation 
for not slaughtering captives, which 
prompted many foes to surrender to them 
rather than to their African allies. 

Cuba's interventions in Africa ulti- 
mately did little good—most of the regimes 
it propped up turned out to be cruel and ra- 
pacious—but this has not dulled the affec- 
tion in which Mr Castro is held by many 
Africans. He received a standing ovation 
when he visited South Africa's post-apart- 
heid parliament, and the foreign minister 
refuses to condemn the fact that Cubans 
cannot vote. America's cold-war antics, 
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meanwhile, created a legacy of distrust in 
Africa. This does not matter much to 
Americans. But it still prompts many Afri- 
cans to look to countries like Cuba for in- 
spiration on how to run their own affairs. 

Mr Gleijeses stops his account abruptly 
in 1976, which is a shame. It would be in- 
teresting to know what the Cubans felt 
about their later involvement in Angola. 
After defeating the South Africans, Castro 
sent thousands more troops to Angola to 
shore up the MPLA regime, but they were 
never able to crush the National Union for 
the Total Independence of Angola (uN- 
ITA), a rebel army which enjoyed Ameri- 
can and South African support because Mr 
Savimbi claimed to be anti-communist. 
Even after the cold war ended and outsid- 
ers stopped backing the rebels, they fought 
on, with occasional interruptions, until 
April this year. Watching families divided 
by war being reunited last week for the 
first time in decades was a salutary re- 
minder of how long, and ultimately how 
futile, those battles had been. m 


Travels in Siberia 


Unsheltering sky 


The Shaman's Coat: A Native History of Si- 
beria. By Anna Reid. Weidenfeld & Nicolson; 
226 pages; £20. To be published in the United 
States by Walker in October; $24 


MERICANS conquered their west 
cheerfully, mythologising as they 
went; Russians treated their big east with 
indifferent contempt. Siberia was a land of 
punishment, a freezerbox in which to 
dump officials mad and bad. Yet Siberia 
transformed Muscovy as the west trans- 
formed America. It was a lust for fur, not 
gold, which drove 17th-century Russians 
across the river Ob to the Yenisey, the 
Lena, the Indiginka, and the distant, other- 
worldly Kolyma. The speed of this al- 
mighty portage was incredible: Russians 
reached the Pacific in 1639, 166 years be- 
fore Lewis and Clark in America. 

Anna Reid, Kiev correspondent of the 
Daily Telegraph and of this newspaper 
from 1993-95, sets out to write a history of 
some of the native Siberians whom the 
Russians pushed aside along the way. She 
begins among the Muslim Tartars and the 
Finnish-related Khant, whose word for a 
photograph is *pool of still water". In Bud- 
dhist Buryatia she uncovers an oddly he- 
roic tale about some British Congrega- 
tionalists. Arriving in 1818, they converted 
just four Buryat in 23 years and compiled 
the first Tibetan-Mongolian dictionary. 

She recounts the demise of the nomi- 
nally independent Tuvan Republic which » 
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> in1929 had three cars, no roads, and a trove 
of fine horses. Everywhere she traces the 
scars of Stalinism on native peoples: the 
mass slaughter of lamas and shamans, col- 
lectivisation of reindeer herds, theft of sa- 
cred fishing grounds. Traditions are almost 
gone. In Sakhalin a Nivkh woman ex- 
plains how her father hunted. “Whenever 
he caughta seal he cleaned its skull, filled it 
with berries and threw it back into the sea. 
Nobody does that now." 

Ms Reid is winningly honest. The cen- 
trally-planned settlements she passes are 
“total dumps”, the native peoples all too 
often deracinated and undone by drink 
and poverty. But she has little feel for the 
wilderness or obvious affection for the 
outdoor life which formed the native cul- 
tures. By the time she reaches Arctic Chu- 
kotka, whose fierce Inuit-related Chukchi 
were the only native people to force the 
Russians into retreat, she appears defeated, 
as many before, by Siberia'simmensity. m 


Science 


King Faraday 


Faraday: The Life. By James Hamilton. Har- 
perCollins; 448 pages; £25 


HE son of a blacksmith, he became the 

leading scientist of his day, and is re- 
membered as one of the greatest experi- 
mentalists in the history of science. But, as 
James Hamilton contends in an illuminat- 
ing new biography, Michael Faraday's 
story is not just the tale of a young man's 
rise through the scientific ranks. Mr Hamil- 
ton, who takes a special interest in tracing 
the connections between the artistic and 
scientific communities of the Victorian 
era, considers Faraday's scientific achieve- 
ments alongside his artistic leanings and 
strong religious beliefs. By examining all 
three forces, Mr Hamilton casts new light 
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on the master's life and work. 

Born in 1791, Faraday started out as an 
apprentice book-binder, reading every- 
thing that passed across his desk. A vol- 
ume on chemistry caught his imagination, 
and he began to attend scientific lectures, a 
popular pastime in early 19th-century 
London. The star of the lecture circuit 
at the time was Sir Humphry Davy, who 
plucked Faraday from obscurity to work as 
his laboratory assistant. Faraday’s educa- 
tion continued at Davy's workbench, and 
on an extended tour of Europe, during 
which Faraday unwillingly stood in for 
Davy’s valet. Working together, the two 
developed the Davy Lamp for miners. 

But Faraday quickly emerged from un- 
der his mentor’s shadow as a scientist in 
his own right, corresponding with other 
researchers as an equal, and conducting 
pioneering experiments with electricity. 
His discoveries laid the foundations for 
the electric motor and the electrical gen- 
erator, and thus for electrification in gen- 
eral. Faraday and Davy soon became es- 
tranged, and no wonder. Davy had 
difficulty seeing Faraday as anything more 
than his valet, and even tried to block his 
admission to the Royal Society. Faraday 
eventually succeeded Davy as the British 
government's trusted adviser on scientific 
matters, the Royal Institution's star lec- 
turer, and London's foremost populariser 
of science. In contrast to Davy, with his 
charisma and flair, Faraday was a gentle, 
soft-spoken man whose lectures always 
put science, rather than the scientist, at 
centre stage. He only wrote one book, 
"Chemical Manipulation", but Faraday 
allowed Charles Dickens to publish rewrit- 
ten versions of some of his Christmas lec- 
tures for children, a tradition that contin- 
ues to this day at the Royal Institution. 
Faraday is thus arguably the godfather of 
the current vogue for the popularisation of 
science in print and on screen. 

Drawing on Faraday's copious diaries 
and notebooks, Mr Hamilton vividly con- 
jures up the excitement of the lecture the- 
atre, the difficulties of travel in Napoleonic 
Europe, and the stinks and bangs of the 
laboratory. He draws intriguing connec- 
tions between Faraday's aesthetic appre- 
ciation of "crispations", or oscillations, 
while at the seaside, with his subsequent 
insights into the wave-like nature of elec- 
tricity and magnetism. Mr Hamilton also 
examines how Faraday's simplistic reli- 
gious views (he was a member of an ob- 
scure non-conformist sect called the San- 
demanians) informed his personal 
demeanour, but never interfered with his 
creativity and inquisitiveness as a scien- 
tist. Faraday believed the book of nature 
was "written by the finger of God", but 
kept his religious and scientific thoughts in 
separate compartments. This exemplary 
study adds new depth to our understand- 
ing of a brilliant and complex man. 8 
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Short stories 


Nasty but nice 
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The Whore’s Child and Other Stories. By 
Richard Russo. Knopf; 272 pages; $24. 
Chatto & Windus; £10.99 


Half in Love: Stories. By Maile Meloy. 
Scribner; 176 pages; $23 


B isn't it, how the misfortune of 
others can cheer you up. Lucretius, per- 
haps, put it best, and Dryden translated it 
beautifully. "Tis pleasant, safely to behold 
from shore/The rowling ship, and hear the 
tempest roar./Not that another's pain is 
our delight;/But pains unfelt produce the 
pleasing sight." 

Richard Russo and Maile Meloy would 
know exactly what he meant. They have 
conjured up, in their wonderful new col- 
lections of short stories, all manner of 
pleasing sights borne of the pain of others. 

Mr Russo is justly celebrated as the 
author of big, sprawling epics such as “Em- 
pire Falls”, which this year won the Pulit- 
zer prize. “The Whore’s Child” shows that 
he is perfectly capable of working on a 
smaller scale too. Almost all of these sto- 
ries concern, in one way or another, failing 
or failed relationships. In the title story, an 
elderly nun comes to terms, through a cre- 
ative-writing seminar, with her illegiti- 
macy. In another, a husband confronts his 
dead wife's former lover. 

Elsewhere Mr Russo captures the mo- 
ment at which a marriage unravels, or 
shows a retired professor struggling to 
cope with his wife's depression. In one de- 
lightful tale, “The Mysteries of Linwood 
Hart", he offers a boy's perspective on his 
parents' separation—a sort of small-town 
"What Maisie Knew", with baseball and > 








spaghetti dinners. “Even though he now 
regarded himself as an expert twirler,” he 
writes, “he still liked it that you couldn't 
predict, when you pulled on one strand, 
which strand on the opposite side of the 
plate would snake towards you through 
the giant tangle." 

Ms Meloy is a relative newcomer. Her 
stories have been published in the Paris Re- 
view and the New Yorker, but "Half in 
Love" is her first collection. Like Mr Russo, 
she has claimed a particular territory—the 
rugged American west-and made it dis- 
tinctly her own. Where Mr Russo likes to 
focus on the internal drama of personal 
breakdown, Ms Meloy is a connoisseur of 


noisier and more public crises—the collec- 
tion opens with a story about an aggrieved 
worker who unwittingly kidnaps a mem- 
ber of the Samoan royal family. There is a 
lot of death, too, in alot of different forms: 
by drowning, by car accident (three times, 
though in one case the victim is a terrier), 
even by paint pot. 

Jarring, yes, but never simply miser- 
able. Mr Russo and Ms Meloy write with 
flair and confidence, and a sure sense of 
dramatic timing (which usually means 
knowing exactly when to drop the bomb- 
shell). Their stories are shot through with 
acute observation, psychologically per- 
ceptive characterisation, and, often, with 


good humour. Between them, they strike 
just a few false notes. Mr Russo occasion- 
ally lapses into verbosity. Ms Meloy falters 
once or twice when operating outside her 
familiar territory, as when she misidenti- 
fies a girl from Sunderland, in the north- 
east of England, as a Geordie (thereby 
alienating any number of Mackem read- 
ers), and then proceeds to render the same 
girl's speech as if she were an Eliza Doolit- 
tle Cockney. 

But these are little things. "The Whore's 
Child" and "Half in Love" are terrific col- 
lections, offering a peculiarly satisfying 
form of therapy a brief, stylish and intelli- 
gent wallow in other people's misery. @ 





Joaquin Balaguer 











Joaquin Balaguer Ricardo, poet and strongman, died on July 14th, aged 95 


One night, after eating his usual austere sup- 
per, with his sisters, of chicken broth, white 
rice, salad and milk pudding, the President 
fainted when he stood up to go to bed. He 
lost consciousness for only a few seconds, 
but Dr Felix Goico warned him: if he contin- 
ued working at this pace, his heart or his 
brain would explode like a grenade... 

To ease his spirit, for several hours, on 
Sundays after Mass, he would read romantic 
or Modernist poems, or the Castilian classics 
of the Golden Age. On occasion some irate 
citizen would insult him in the street—“Bala- 
guer, the paper doll!"—but most of the time 
people offered a greeting: “Good afternoon, 
Mr President.” He would thank them cere- 
moniously, tipping his hat, which he was in 
the habit of wearing pulled down over his 
ears so the wind would not blow it off. 


T OFTEN seemed that the Caribbean 

wind would blow Joaquin Balaguer off: 
a tiny man, neat as a bantam, mostly blind 
and partly deaf, who was swallowed up 
by ceremonial chairs and who, by the end, 
had to be carried by his henchmen into in- 
ternational meetings. Yet he dominated 
the chaotic and brutal politics of the Do- 
minican Republic for the best part of 40 
years. When he ran his final race, in 2000, 
his rickety country was at last growing 
steadily, but still in hock to the mr and 
crippled by low sugar prices. For much of 
his time in power only hated Haiti, black- 


African and non-Spanish, sharing the is- 
land of Hispaniola to the west, could make 
the Dominican Republic look good. Yet the 
Old Doctor, as Dominicans called him, 
kept wirily bouncing back. 

No one quite knew where his formida- 
ble strength resided; looking through 
those thick lenses, into those expression- 
less eyes, you could not fathom him. Mario 
Vargas Llosa, whose book, “The Feast of 
the Goat”, is cited above, provides some of 
the answer. Balaguer was a poet and word- 
smith, and his political resilience sprang 
largely from that. At terrifying mo- 
ments—as when, after the killing of Rafael 
Leonidas Trujillo in 1961, he had to face 
down generals baying for vengeance—Mr 
Balaguer took refugein exquisitely worded 
sentences uttered in his golden voice, turn- 
ing the machine guns aside. 

Writers and politicians have a strange 
symbiosis in Latin America. Mr Vargas 
Llosa himself ran unsuccessfully for presi- 
dent of Peru; Romulo Betancourt, a novel- 
ist, was president of Venezuela. Power 
feeds poetry with grand themes; poetry, in 
turn, can flatter and disarm power. For 
much of Trujillo’s time as dictator, from 
1930 to 1961, this was Mr Balaguer’s role. 
He silvered and softened the brutality, 
while kissing the hand that fed him. 

Nothing, it seemed, made this strange 
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figure—a lifelong bachelor, a teetotaller, al- 
most painfully abstemious, notably pious 
in church—a natural right-hand man for 
the swaggering, pomaded, whoring, grasp- 
ing Trujillo. Mr Balaguer was born in Villa 
Navarrete, a backwater town, and seemed 
destined for the world of academia. His 
first jobs under Trujillo were diplomatic 
ones in Madrid, Paris and Mexico. In 1960, 
when Trujillo’s brother “Blacky” resigned 
the post, he became president, a purely for- 
mal role. The limp-wristed scribbler 
would make no trouble, while Trujillo and 
his generals ran the tyranny. 

The Americans, who found Trujillo dis- 
gusting but necessary (another “our son of 
a bitch”), had hopes after his death of the 
equally anti-communist Balaguer. The lit- 
tle poet had an extraordinary gift for medi- 
ation, disarming his enemies by taking 
them into his cabinet, building bridges to 
the restive Catholic clergy, stepping aside 
when necessary, and soothing Washing- 
ton with sweet words such as “change” 
and “democracy”. For a time, in the early 
1960s, he was an exile in New York; when 
he returned to power, in 1966, it was virtu- 
ally under American protection after an in- 
vasion by the marines. 

Yet democracy—that messy dogma de la 
alternabilidad, as he once called it—lacks 
poetic grandeur or simplicity. As Mr Bala- 
guer became set in place, winning five 
elections between 1966 and 1990, he ruled 
more and more as Trujillo had done. In 
1989 he personally controlled more than 
half the budget, and in some years 95% of 
the value of all public works was siphoned 
to half a dozen companies, his friends. 
Left-wing opponents were crushed. Signs 
reading “Balaguer is My North Star” ap- 
peared in military barracks. 

Although he eschewed titles and uni- 
forms, preferring the sober suit and the 
black fedora, he too became the Father of 
his Country. On Saturdays and Sundays 
he would travel, by helicopter or in his spe- 
cial ‘Balaguermobile’, to tiny villages, 
where he handed out bicycles to children 
and scarlet underwear to women and lis- 
tened, with grave attention, to stories of 
failing water pipes and sick cattle. Vast 
public works were undertaken to make 
jobs and bring in tourists. The most grandi- 
ose, costing perhaps $250m, was a vast 
concrete lighthouse commemorating Co- 
lumbus, who landed in Hispaniola in 1492. 
The monument shoots a great cross of light 
into the sky above Santo Domingo. 

All through these years, Mr Balaguer 
kept writing: poems, novels, a little non- 
fiction. He set aside time each day for this, 
writing by hand and, as blindness ad- 
vanced, dictating. His poetry, like him, was 
formal and old-fashioned, with perfect 
manners. Orden y paz, order and peace, 
were his watchwords. In the end, democ- 
racy, like free verse, did not scan. mi 
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| m Maritime Technology, with particular reference to its use in maritime 
safety and security, the combating of maritime pollution, or its use. in 
the implementation of international conventions. 















13 Thomas Schneeweis and Giovanni Beliossi Sep. 30 - Oct. 4 
ALTERNATIVE INVESTMENTS 





Marine Environment Management, with expertise in sea use and 








14 Salih Neftci October 21 - 25 resource management, legal instruments for marine environment 
FINANCIAL ENGINEERING management and protection, or ocean and coastal zone management. 
15 Philippe Jorion October 28 - November 1 Maritime Administration, with expertise in maritime law, public and 
GLOBAL ASSET ALLOCATION private administrative systems, or resource management in public 
administration. 
16 David Cox November 4 - 8 T" cw . 
| | ! The World Maritime University was established in 1983 by the 
IMPLEMENTING QUANTITATIVE TECHNIQUES FOR International Maritime Organization, a specialised agency of the 
FINANCIAL MARKETS United Nations. WMU offers a taught Master of Science in Maritime 
Affairs, and is currently developing a doctoral programme. The . 
17 Salih Neftci November 11-15 — successful applicants would be expected to be fully involved in these 4 
ADVANCED MATHEMATICS OF DERIVATIVE PRODUCTS aspects of the University's activities, as well as its ongoing research ` 
and projects and its professional training courses. 


THE CERTIFICATE FAME July 22 - August 23 
A 5-week immersion program in asset management, 
structured products and private banking 


In addition to a tax-free salary, WMU offers a very attractive benefits 
package, designed to attract candidates of the highest calibre. 
Relocation expenses to Malmó are available to the successful 
appointees. 









Further information about. the University and the three Chairs is 
available from Eva Hóltén in the Office of the President; telephone: 
46-40-35 63 20, fax: +46- 40- 12 84 42, email: eva.holten&wmu.se. 


For more information, please contact: 

Fabienne Scagliola or Béatrice Candolfi — 

FAME Av. Blanc 49 - CH-1202 Geneva - Switzerland 
Tel: 441 22 731 95 55 - Fax: 441 22 731.95 75 
E-mail: geneva-courses@fame.ch Ry 
www.fame.ch/executive-education/geneva The Nippon Foundation 
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| ‘ees IN USA Es 


cial Employment d A Available! Asia Pira a iM. - 
diis: miin: three years’ LT. PROFESSIONALS ENGINEERS, ABRCHITEGTR. SEM p ro 
j journalism, research of ACCOUNTANTS. PHYSIGIANS. TEACHERS, ETC. Www A Cars 
TOP Positions, Salaries & Benefits hls. d 
Visit us Onine for Job z pup ya aes: 

for Job: Opportunities! USA/Canada | 
Ro Anna Reid, Pol Ky SAGE. Ck fne i Affiliate (Recruiters) Needed! 
vww.policyexchange. org. uk f www.GreenCardSpecialists.com | Asia / M. East Ü Aus 366 3 2674688. 





The Netherlands was recently elected to co-chair Working Group III on Mitigation of the Intergovernmental Panel E 
on Climate Change (IPCC), established by the United Nations Environment Programme (UNEP) and the World 


l p Meteorological Organisation (WMO) for the 2002-2008 period. IPCC prepares scientific assessment reports on a- a | 


A periodic basis to support the negotiations for the United Nations Framework Convention on Climate Change. . : v 


A Technical Support Unit has been set up at the Netherlands National Institute for Public Health and the v 


eg COD closely related. subject area and is required to have 5-10 years professional experience, preferably in a research 


ape experience in an industrialised country or a multinational organisation is an advantage. The candidate should be. cf 
: z fluent i in English. Working knowledge of other languages is an important advantage. As one of the key tasks is to : 
| facilitate the work of multinational author teams, the candidate should have good managerial and communicative | 
X ~ The initial contract will be for 2 years. Extension is possible. : 


: | ! Salary depending on experience up to € 56,000.- anual subject to Dutch taxes. An excellent benefits package is 
| included. 


: gat tel. +31-30-274-3990. 






Environment/Office for Environmental Assessment (RIVM) in Bilthoven, The Netherlands, to support the development | 
of IPCC's Fourth Assessment Report. RIVM- is an independent, government-supported research institute whose | ; 
main task is monitoring and assessment of environmental quality in the context of current and future national 
and international socio-econornic developments. Urgently needed in this unit is a staff member to fulfill the 
temporary position of 





Senior expert on global climate change 











Qualified candidates should be Citizens of a developing country. The candidate should have a Ph D in Economics 


or governmental environment. Experience. should be related to global climate change mitigation. Working: 


ae Please submit your application before 30 August 2002 by e-mail to the IPCC Working Group III, Technical Support : 
Unit at IPCC3TSUGrivm.nl. ; 


| Further information can be obtained from Dr B. Metz, Co-chair of IPCC Working Group H, 


: Antoni van Leeuwenhoeklaan 9, PO Box 1, 3720 BA BILTHOVEN, The Netherlands 
tel. +31-30-274-4281, Fax +31-30-274-4464, e-mail IPCC3TSUG@rivm.nl 











| n "Anpfcelions are invited for appointment of Professors of. 
. Economics for. the. following Memorial Chairs : 


i: Karachi University 
Punjab University 
i Sindh University 
.4, Peshawar University 


Late Mr. Zahid Hussain | 
Late Mr. Abdul Qadir. 
Late Mr. S. A. Hasnie 
Late Mr. M. Raschid 
Late Mr. S. Osman Ali 


BRITISH ELECTRICITY TRADING AND 
TRANSMISSION ARRANGEMENTS (BETTA) 


. GB System Operator © 
Invitation for Applications - 


BETTA is the set of proposed reforms to the GB electricity markets set 
out in a DTl/Ofgem document in May 2002. The Government has 
announced that it intends to bring forward legislation to provide the - 
legal framework for BETTA when Parliamentary time allows. A principal 
part of BETTA is the introduction of balancing arrangements that are 

administered independently by a single GB System Operator. 


5. Baluchistan University 


| Applicants should have a Ph.D degree in Economics from a 
E University of repute and teaching experience of ten years or 
§ research experience of 15 years, with publications of their 
. research work in journals of national/international repute. Existing 
§ faculty members in the Economics Departments of these 


$f universities are not eligible. Teachers and Researchers in $E 
M reputable foreign universities, research and financial institutions 
and employees of International financial Institutions on sabbatical 
leave are eligible. ; 
Salary and other benefits are negotiable. Selected candidates 
. Will be appointed initially for a period of two to three years, which 
will be renewable. || 
Interested citizens of Pakistan may send their CV latest by 27th MEE 
August, 2002, to: | | 
Muhammad Idrees Agha 
Director 
Corporate & Media Affairs Department 
State Bank of Pakistan 
.. R.O.Box No. 4456 
l.i. Chundrigar Road, KARACHI. 
Fax : No. (92 - 21) 9212597 
idrees.agha@sbp.org.pk 


DTI and Ofgem are inviting applications from parties wishing to be 
considered for the role of GB System Operator. A consuitation document 
published in June 2002 put forward proposals for the criteria against which 
applications might be judged and a subsequent consultation document will 
provide a final list of criteria and invite applications. These documents and 
full details on BETTA can be found on the DT! and Ofgem websites: 


www.dti.gov.uk www.ofgem.gov.uk 


British 
Geological Survey 


NATURAL ENVIRONMENT RESEARCH COUNCIL 


Environmental/Natural Resource Economist 


Wallingford, Oxon 





The Council has an equal 
opportunities policy and 
welcomes applications from 

all sections of the community. 
People with disabilities and 
those from ethnic minorities 
are currently under-represented 


and their applications 
are particularly 
4 3 welcome. 
A 





` INVESTOR INFEOPLE © There is a guaranteed 


interview scheme for 
suitable candidates 
with disabilities. 


% Abo, 
Se y y 
3 6 
i" 


The British Geological Survey (BGS) is the largest of the 
research bodies administered by the Natural Environment 
Research Council (NERC), the UK's leading body for basic, 
strategic and applied research in the environmental 
sciences. BGS works in over 40 countries, offering expertise 
and building capacity in many areas of natural resource . 
management with a bearing on people's livelihoods. 


We now wish to appoint an Environmental/Natural 
Resource Economist to join a multidisciplinary team at our 
office in Wallingford, near Oxford. The position provides 
an opportunity to apply new thinking in environmental 
economics to a broad range of BGS work in the 
environmental sciences, in both the UK and overseas. 


You should have an economics or other social science 
background, and be qualified to post-graduate level in an 
environmental/natural resource economics subject. 
Knowledge and experience of the concepts and application 
of environmental economics, including alternative valuation 
approaches, are essential. You will also need a good 


general understanding of the technical, institutional and 
socio-economic dimensions of environmentally 
sustainable development. 


Salary will be a minimum of £19,340 per annum and will 
progress by annual steps to £22,275 per annum after three 
years’ service (currently under review). Starting salary may 
be above the minimum, depending on qualifications and. 
experience. Working hours will be 37 hours per week. | 
We also offer a generous benefits package, including a 
non-contributory pension scheme, childcare allowance, 
25 days’ annual leave and 10!» days’ public and privilege 
holiday. The post is a two-year fixed term appointment in 
the first instance. 


For an application form, to be returned by 23 August 2002, 
please contact Personnel (Recruitment), British Geological 
Survey, Keyworth, Nottingham. NGI2 5GG. 

Tel: 0115 936 3209. Please quote ref: HSO/GMH/02/3. 
Further information can also be found on our web page 
at www.bgs.ac.uk 
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Head of Gender Unit 


Permanent post, based in London 
£30,273 pa + relocation assistance package 


= You will head a new unit which will help Amnesty International's International 
Secretariat and sections around the world further develop effective work on gender. 


3 -. The Gender Unit will ensure that Amnesty International's work is gender-sensilive; 
< that resources are identified and used effectivel y to advance this aim; and that the 


z movement's decisions on gender are implemented. You will report directly to the 
secretary General. You will have substantial experience in research and developing 
strategy and policy on gender issues, and a demonstrated understanding of the 
human rights movement. We would also expect you to bring experience in fostering 
significant change on gender issues within an organisation or a movement. 

Ref: 056G/02/08 

For further information on this and other vacancies and to apply online, please 

visit our website www.amnesty.org/aboutai/jobs or fax (444) 20 7413 5822 

quoting the reference above. 


Closing date: 30 August 2002 


The international Secretariat of 
Amnesty international actively promotes 
cultural diversity and equal opportunities. 


amnesty 4 
international c 


tos the 3 
Economist § 





TO ADVERTISE WITHIN THE CLASSIFIED SECTION CONTACT: 


New York 
Beth Huber 
Tel: (212) 541-0500 


Fax: (212) 445-0629 
tall ciate aetncint lobe 


London 
Ruth Fox 


Tel: (44-20) 7830 7000 
Fax: (44-20) 7830 7111 
uthfoxGeconomistcom 


Should 


private 
pensions? 


conomist August 3rd 2002 





| advice and private banking services to expatriates 
| andinternational investors worldwide. Expansion 









DO YOU FEEL LIKE YOUR CORPORATE | x 
LADDER HAS RUN OUT OF RUNGS? 


Do you feel the need for new challenges and opportunities? " 
youre a global senior executive, over 40 years old and- 
accustomed to a $100K+ annual salary, we can be the answer to 
your next jump on the ladder of success, Resume Broadcast. | 
International assists you in your professional search with the | 


personal contact necessary for success 24 hours a day, 365. | : c 
days a year. Don't wait another minute new opportunities are ac f: 


call away. Bn 

Resume Broadcast international x e 

Resume 4 P.O, Box 6930, San Diego, California 92166, USA] ^ 
Broadegst | | Tet: 619 224 9257, Fax: 619 224 9268... 








pP v 


intern REOR 


_Mey Medo 


Meyado is the leading provider of investment Private Banking 


Services in 
means we need to recruit professionals with a Europe and Asia 
significant track record in sales, either in a major 
international commercial role or as a private 
banker or qualified financial advisor. Selling our 
Meyado Member Services to high net worth 
individuals, you will negotiate and handle 
complex portfolios at a senior level in order to 
achieve substantial rewards in this industry. 

We provide the best initial and advanced training 
in the industry; IT and service support; results- 
orientated package; defined career path; and share 
options. 


Helping People... 
. Achieving Goals 


ona Apore » iokyo « Horns 
Contact: economista meyado.com — pore + Tokyo - Hong 


successful applicants will be interviewed locally. TAMER S 


For more information visit our website: www.meyado.com 


Economist careers rhe best minds - 

join the Civil Service to answer the most 
challenging and important questions. 
They're given responsibility from day one. 


They work closely with ministers | 


and senior figures. They experience | 
rapid career progression and variety - 
regularly switchin 
x es.gov.uk t. or ui 
They're stretched in ways that no 
other career can match. If you have | ; 
or expect to achieve at least a 2:1 or |. 
MSc in Economics, find out more 


online or contact Karen Eaton-York 
on 020 7270 4581. 


TSTREAM 





Email: 102224. 3308@compuserve.com |. — 





































GOVERNMENT oF PAKISTAN 
Ministry of Privatisation 
PRIVATISATION COMMISSION 


invites 

EXPRESSIONS 
OF INTEREST 
from Strategic investors 


fo participate in the 
Privatisation of 


| shares with management control. 














operated, as of January 1, 2002 


MMscfd gas & 27,000 b/d oil) 


reserves) 


considerable exploration upside 





in Exploration and Production 


Pakistan 








ISLE OF MAN 
GOVERNMENT TREASURY 


Invites Tenders for Economic Analysis 


The Department of the Treasury of the Isle of Man Government is 
conducting a review of current Government economic strategy. To 
assist with its own deliberations it is seeking to acquire the 
services of an external organisation to undertake a SWOT analysis 
of the key sectors comprising the Isle of Man economy. The SWOT 
analysis would be used to assist in the assessment of future market 
opportunities and to help refine the overall economic strategy. 


The Island’s economy has an international financial services 


industry accounting for almost half of its national income but | 


has significant contributions from other areas including 
manufacturing and e-commerce. 


It would be necessary for the SWOT analysis to be completed and 
reported on before the end of the year. 


For further information please contact: 


Stephen Carse, 
Economic Adviser, 
Government Treasury, 
Circular Road, Douglas, 
Isle of Man, British Isles, 
IMI 1PO 


Tel: +44 (0)1624 685741 — Fax: +44 (0)1624 685747 


od] For a further description of the Isle of Man economy and 


| constitutional position please see the Government website at 
-www.gov.im 


Closing date for receipt of tenders: 21st August 2002 


“The Privatisation Commission ("PC"), on 
"behalf of the Government of Pakistan 
("GOP"), announces its intention to proceed solely, or as part of a consortium). with: 
with the Privatisation of Oil and Gas relevant upstream experience. EOls, | Secretary, — 
Development Company Limited, a company submitted in triplicate, should include the 
 ("OGDCL") wholly owned by the GOP 
incorporated under the laws of Pakistan. 
‘through a strategic sale of 51% of the contact details, along with the latest financial 


| OGDCL is the largest E & P company in different) ultimate parent company. The PC 
Pakistan operating in various Production ! i 
and Exploration concessions of the information from any party. 

Northern, Central, and Southern regions of EOls, along with a non-refundable processing | 


e. 1.2 billion BOE (9.6 Tof gas & 170 MMstb | 
oi) estimated remaining proven plus} 
probable *2P" reserves, mostlyp 


e 130,000 BOE per day production (780 


e Significant scope for appraisal and 
development (2.1 billion BOE proven, 
probable and possible “3P" remaining | 


] Largest acreage position in Pakistan with f 
+ Four decades of successful track record 


e Most extensive E & P database in| 


The Government of Pakistan, Privatisation Commission and its advisors reserve the right not fo respond to. any request 
for preliminary or other information. Documentation accompanying and comprising an expression of interest as 
provided by any interested investor or consortium shail not be reclaimable or returned. This advertisement is not 
intended to be, and should not be construed as: (a) an offer or invitation to acquire any securities or assets of OGDCL; 
and (b) any representation or warranty, express or implied, with respect to anystatementmadehergin, —. . 


Project profile of the company is available on Privatisation Commission's website http://www. privatisation. gov. pk | 





Expressions of Interest (EO?) are hereby — Key Contacts: | 
invited from reputed investors (participating yo~ cuc ee eeu] 
: Mr. Ahmad Waqar | 


Privatisation Commission 


name and address of the party (ies), the date en RS T 
and place of incorporation (if applicable) and f ‘islamabad, Pakistan, 

ay Tel : *92-51-9205146, 
statements of the applicant(s) and (iff Fax. +92.51-9203076 


e-mail: info@privatisation.gov.pk 


Mr. Shahid Akbar, 
Consultant 

Privatisation Commission 

Tel : +92-51-9205146, 

Fax: +92-51-9203076 

e-mail; infoprivatisation.gov.pk 


reserves the right to request additional 


_ fee of US$ 5,000/- or Pak Rupees 300,000/- 
payable in the form of a bank draft favouring 





- “Privatisation Commission, Government of 
| Pakistan", should be addressed to the 
Secretary PC at the given address., 


Starting August 12, 2002, parties who 
submit an EO! will be provided with a Request 
for Statement of Qualification ("RSOQ") 
package. Early submission of EOls will allow 
parties maximum time for completion of 
| RSOQ requirements. The pre-qualified 
| parties that satisfy the necessary financial 
and technical standards will be invited to sign 
a confidentiality agreement further to which 
they will be provided with a copy of the 
Information. Memorandum and allowed | 
access to the Data Room to undertake af Mr. Nadir Rahman 
comprehensive assessmentofOGDCL. ^ | Chief Executive Officer 

~} Khadim Ali Shah Bukhari & Co. Ltd. 
Karachi, Pakistan. 
Tel : + 92-21-2636302, 
Fax: *92-21-2630202 
e-mail: nadir@kasb.com 


Mr. Austin Miller, 

Director 

Merrill Lynch Singapore (Pte.) Ltd. 
Tel: +65-63307152, 

Fax: *65-63307128 

e-mail: austin_miller@sg.mi.com 








Mr. Andrew Shrager 
Senior Advisor E & P 

Merrill Lynch International 

Tel: +44-207-995-4195, 

Fax: +44-207-995-4454 

e-mail: andrew, shrager@mil.com 











MPL 


Conferences 





CUMBERLAND LODGE 






CONFERENCE PROGRAMME 























| Cumberland Lodge is an independent, non-partisan organisation able to bring people with 
| differing views together. We aim to function as an open forum for the free debate of issues at 
| the interface of politics and society. Participants at each event will include business leaders, 
] government representatives, NGOs, and academics, All conferences are fully residential, 
] including accommodation in the beautiful surroundings of a former Royal house. 


|] Should Britain join the Euro? 13^ — 15^ September 2002 

] Speakers include: Lord Currie, Dean, City University Business School: Lord Howell, 
| Opposition Spokesperson for Foreign and Commomwealth Office; Anatole Kaletsky. 
] Associate Editor, The Times. 


] European Regional Politics: a Vision for Europe? 

] 20* ~22™ November 2002 

| Speakers include: Danuta Hübner, Secretary of State for European Integration, Republic of 
| Poland; Sir Stephen Wall, Head of European Affairs Secretariat, Cabinet Office, UK; Guy 
] Crauser. DG Regional Policy, European Commission. 


International Development 12* — 14^ February 2003 
| Does the language of human rights help or hinder the debate about international development? 


Whose Genes are they anyway? 28° — 30^ March 2003 
| Ethical questions in medicine and the law ~ conflict or consensus? Organised in conjunction 
with The Royal Society of Medicine, 







Business Ethics 11^ — 13" July 2003 
Ethics after Enron? What is the role of corporations today? Does business have any 
responsihility to society? 






For more information please contact: — 
E-mail: conferences cumberlandlodge.ac.uk Tel: (+44) 01784 432316 







SN s i 
í 


Please note: conference details are subject to change. 
Cumberland Lodge, The Great Park, Windsor, SL4 ZHP 








di d www.eumberlandlodge.ac.uk 
id King George VI and Queen Elizabeth Foundation of St 
Cumberland Catharine's 
lodge is a Registered Charity number 265282 
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IMMIGRATE TO CANADA 
*We Can Help" 
30 Years Experience in immigration Matters 
The law firm of Somjen & Peterson 
hítpi/Zwww.somjen.com 
Email: somjenazisomjen.com 
Suite 810, 1240 Bay Street, 
Torana, Canario, Canada, MSR 2AT 
Fek (4163922 RORA — Faxt (4163022 4234 
“We Can Help" 


Offshore Corporations 
Banks, Trusts, Foundations 
Bank MCs, Credit Cards 


OFFSHORE <= | 


* Ready madé companies 

* Full corporate administration 

* Trade services (L/C, shipping) 

* Banking/Accountíng services 

* China business development services 

Contact Stella Ho for immediate services 
& company brochure 


NACS LTD 


Room 1108, Albion Plaza, 
2-6 Granville Road, TST. 
Kowloon, Hong Kong 
E-mail: nacs&inacs.com.hk 
Website: www,nacs.coam,hk 
Tel: (852) 2724 1223 Fax: (852) 2722 4373 


Headers are recommended 
io make appropriate enquiries and 
take appropriate advice before 
sending money, incurring any 
expense or entering into a binding 
commitment in relation to an 
advertisement. The Economist 
Newspaper Limited shall not be 
liable to any person for Joss or 
damage incurred or suffered as a 
result of his / her accepting or 
offering to accept an invitation 
contained in any advertisement 
published in The Economist. 





NEW ways to xen wealth 
and enhance profit at... 
www.securesolutions.biz 
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e OWNED BY LAWYERS AND ACCOUNTANTS e CONFIDENTIALITY GUARANTEED e BANK INTRODUCTIONS | 
The SCF Group, est. in 1989 provides full Ade of offshore services at uia we believe are the | 


IESUS 


For immediate, Iriendly advice, “please contact: 
Helen Harper LL. B (Hons). Dip. Law, AOI Janson Lotery B.Sc (Hons) 


- LONDON: 
90-100 Sydney St, Chelsea, 


D. 
A 


A nar E-mail: helen@scigroup.com E-mail: janson@sctgroup.com 
Tet: +44 (B) 20 7352 2274 Charles Baker M.A. (Hons) 
Fax: +44 (B) 20 7795 0016 E-mail: charles@scfgroup.com 





Banking Specialists 
Offshore Company Formation 
Private Bank Acquisitions 
Bank Introductions 
Credit Enhancement 
2nd Citizenship Programs 
Diplomatic Introductions 

Tek: +44 (0)20 7958 9014 
Fax: +44 (0)20 7958 9383 B 
Email: Info € globalcapital.ce , / 


| OFFSHORE COMPANIES | 


PROTECTING ASSETS « SAFEGUARDING WEALTH io : 


OFFSHORE Q BUSINESS | 
H 


PURCHASE ON-LINE 


offshore4business.com 


+44 (0)20 7514 9902 


Alf major credit cards accepted 




























ERIT a 


PUBLISH YOUR BOOK 


London WIR 5AG, United Kingdom 
Tei: +44 (0) 20 76359618 
Fax: +44 {0} 20 76369617 


ALL SUBJECTS INVITED 


Write or send your manuscript fo 


ATHENA PRESS 


QUEEN'S HOUSE, 2 HOLLY ROAD, 
TWICKENHAM TW1 4EG. URK. 
E-mail: athenabook@aol.com 


em padre any rig near re 0: 


OFFSHORE | 
COMPANIES 


| WEALTH PROTECTION 
| AND TAX MANAGEMENT 


With over 25 years experience in 
facilitating offshore and international 
business, we deliver workable and cost 
effective solutions. 











TAX. FREE 


Companies world-wide 





Formation and administration of 
companies, opening of bank accounts 
eV fae mail forwarding service 


UNITED KINGDOM I LONDON 


LAVECO Ltd. 


Tel: #44-207-556-0900 
Fax: +4-4-207-556-09 10 
E-mail: london @ laveco.com 


HUNGARY 
Tel: 436-1-217-96-81 
Fax: 36-1-217-44- 14 

E-mail: hungar ¥@laveco.com 














ROMANTA 
Tel: +40-92..326-329 
Fax: +40.1-3 13-7177 

E- mail: romania láveco. com 









d solutions tor Expatriates 





. Trading o or r investing internationally 





l CYPRUS 

Tel.: +357-4-636-919 
Fax: +357-4-636-920 

E-mail: overs @laveco.com 







. Protecting you wealth 


M — upa i business c overseas 





| Website: www |laveco. com 


| Contact David Stevenson for an 


exploratory discussion or a copy of 
our FREE 110 page brochure 


EUREN 
F: +44 (1624) 811011 u 
E: businessGocra. com 


W: WWW.ocra. com 


ocravorldwide 


ISO 9002 94 Certified - Credit c 


ards accepted 

















Overview 


Stockmarkets in America and Europe re- 
bounded from their recent multiple-year 
lows. The Dow Jones Industrial Average 
jumped by 6.7% over the week. Bonds, which 
had been gaining at equities’ expense, fell 
back a little. The yield on America’s ten-year 
Treasury bonds rose to 4.46% from 4.40% a 
week earlier. 


America’s economic growth slowed sharply 
in the second quarter. GDP rose by 1.1% atan 
annual rate, though most forecasters had 
predicted growth of 2.2%. Newly revised fig- 
ures for 2001 now showthatthe economy 
shrank for three consecutive quarters; ear- 
lier estimates had the economy shrinking 
only in the third quarter, defying one pop- 
ular definition of a recession. The economy is 
now reckoned to have grown by a mere 0.3% 
in 2001, notthe 1.296 estimated earlier. 


Two surveys suggest that volatile equity mar- 
kets have taken their toll on America's con- 
sumer sentiment. The Conference Board's 
survey of consumer confidence fell from 
106.3 in June to 97.1 in July, a worse result 
than expected. Final results from the Univer- 
sity of Michigan’s survey showed its index 
slipping to 88.1 in July from 92.4 in June. 


Consumer-price inflation in the euro area 
rose from 1.8% in the year to June to 1.9% in 
the year to July. France’s INSEE business-cli- 
mate index and Germany’s IFO business-con- 
fidence index both reported sharp declines 
in July. French unemployment rose to 9.0% 
in July, up from a revised 8.9% in June. 


Japan's industrial output fell by 2.9% in the 
yearto June, when it recorded its first 
monthly fallin five months. The unemploy- 
ment rate remained at 5.4% in June, but the 
number of unemployed roseforthe 15th 
month in a row. Consumer prices fell year- 
on-year in June for the 34th successive 
month. Manufacturing wages fell by 3.2% in 
the year to June. 


Switzerland’s central bank surprised an- 
alysts by cutting interest rates by half a per- 
centage point, to 0.75%. The plungein 
global stockmarkets and the strong Swiss 
franc threaten Swiss economic growth. 


After six months of slow growth, Britain's 
economy grew by 0.9% in the second quar- 
ter. British consumer borrowing slowed in 
June; some analysts chalked up the slow- 
down to exceptional events, such asthe 
World Cup, rather than to any new worries 
over high debts. 
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% change on year ago 

The Economist poll Industrial Retail sales Unemployment 

GDP GDP forecasts production (volume) % rate 
1qt? — 1year __ 2002 2003 latest — —— latest —  — latest — yearago 
Australia —— — «36 +42 Q +40 +39  - +43 01 — 463 2  65Jm 69. 
Austria £03 -060Q0 +12 +26 . . +16 My — - Li Ap — 4. May 35. 
Belgium * 18 -030 +14 +31 -25 My +18 Ap — 10.4 Juni 9.9 
Britain — —— +38 +15 Q2 +17 — «43.0 c- 19 My — *46 Jun — 5.2 Myt 4.9 
Canada — 6.0 +21 Q1. +32 +36 — —* 0.5 May — * 43 May — 75 Jun 7.0 

Denmark — — - $44 +11 0 +16 _ +24  t*25 My —*15 Ap /—— 51Ma 52 

France +14 +03 M +14 +29 č + 0.3 May — + 2.3 May 9.0 Juntt 8.6 
Germany — — LEE cbe +09 EO oj -3.9 May — - 5.2 Jun — 9.8 Jun 9.3 
Haly — — —— $06 +01 M +12 $69 -4.5 May —-O0.2 My v. 90Ap 395 
Japan — $57 716 0 -04 +12 /—/ -£9 n —-2.2 May A Jun £49 
Netherlands — «0.4 «03 01 «12 3 2-28 ^— - -2,0 May — * $3 Ap à 25 Jun" 20 
Spain — — *21 +20 0 +22 +33 iJ May I PEE 11.4 Mayff 10.6 
Sweden —  — £11 +11 0 +17 ^29 19 My — *49 May —— 40 Junt 4.4 
Switzerland £07 «0201 +11 +23 -88 Qi  -2.4May 2.5 dunt 16 
United States +11 +21 Q2 R + 2.8 + 3.5 + 0.2 Jun -* 49 May 5.9 Jun 4.6 | 
Euroarea — — *0.9 +03 QL * 12 +28 -12 May +01 Ap — 83 Mali 8.0. 


*% change at an annual rate. TNot seasonally adjusted. tMar-May; claimant count rate 3.2% in June. SEU harmonised rate 8.3%. **Apr- 
Jun. ! ! Revised series. 


Prices and wages 
% change on year ago 
The Economist poll 



























































Consumer prices consumer prices forecast Producer prices Wages/earnings 

latest yearago 2002 2003 latest year ago latest year ago 
Australia + 28 Q2 +60 +27 ^ «2.6 ^ -11 02 +56 +43 M +56, 
Austria *17 Jun £28 — + 18 —.: she NS - 1.7 Jun + 2.9 ^ * £.4 Jun + 2.7 
Belgium *13 Ju *27 |. £19 +16 . +24 Jun — * 0.9 +26 Q2  *2.6 
Britain — — — -* 10 Jun +19 +21 +25 nil Jun — * 0.4 — * 3.8 May +45 
Canada — — — * 13 Jun +33 A *17 HR O - L2 Jun * 15 +28 May +07. 
Denmark +22 Jun +23 +23 + 2d  - -42 Jun +32 3 +40 Ql +38. 
France — — — * 14 Jn +21 +18 +15 — <45 Jn +23 +39 M +43 
Germany — = +10 Jul + 2.6 + 1.5 + 1.4 ~ 15 Jun +31 +21 Ap ^t 15 
Italy + 2.2 Ju +29 +23 /— +20 70.8 Jun — * 2.4 — * 2.4 Jun + 2.7. 
Japan — - 0.7 Jun = 0.8 - 1.0 - 0.4 - 10 Jm +08  -32 n +21 
Netherlands —— — * 3.4 Jun +45 + 3.6 + 2.5 - 2.2 Jun +43 +30 Jun + 51 
Spain +34 Jun + 42 +33 +428 +05 Jun +24 +40 Q1 +34 
Sweden + 2.0 Jun +29 + 2.4 + 2.1 7 0.6 Jun +22 — * 41 May +36 
Switzerland — — - 0.1 Ju +14 +08 +12 ^ —.-17 Jun +04 ^ *25200 +13. 
United States — « 1.1 Jun +32 +17 +23 ^  -2.13Ju +26 +33 Jn + 4.1 
Euro area — — * 1.9 Ju + 2.8 + 2.2 + 1.8 70.9 May — * 3.7 — : +33 Q +28 
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. Money and interest rates The Economist commodity price index 
. 1995=100 
Money supply* __imerest rates % p.a. (Jul 31st 2002) — % change on 
% change on year ago 3-mth money market ale 10-year gov't bonds | Jui23rd Jul 30th Une. -Ong 
ee ud Bb eset Radios 2-year J de . corporate month year 
OTT On NE narrow — broad — — '| rest. yearago  gortbonds latest. werago bons . gappi eee Supe 
i MN E O Lo ERE 4 COUPER aia 1 scans: 5.94 6.07 „8.86 All items _ 73.2 71.05 -13 +33 




































Swed +25 +73 Ap 4.26 4.29 4.55 5.16 517 5.14 ae aR a co 
Switzerland +85 +43 Ju  — 0.82 319 151 (296 331 403 „Metals ^ 67.6 6062 —-55 -15- ! 
United States 4 5.6 — «7.2 Jn 1/74 354 —— 21 | 445 | 5.03 $683 eingindex — — : 
Euroareal — 69 +73 Xm — 338 — 443 — 364 48] 481 598 item — — D oÁABO 3B AT 
* Narrow: Mi except Britain and Sweden MO, broad: M2 or M3 except Britain M4. TGermany for bonds, Benchmarks: US 30-year 5.31%, Japan id en 
No.260 1.32%, Central bank rates: US fed funds 1.75%, ECB refinancing 3.25%, BOJ overnight cali 0.001%, BOE repo 4.00%. Sources: Allitems —  — 97.1 | 99.4 Lb, - 84 
— Commerzbank, Danske Bank, J.P, Morgan Chase, Royal Bank of Canada, Stockholmsbörsen, UBS Warburg, DRI-WEFA, Westpac, Thomson Yen index 
Datastream. Rates cannot be construed as banks’ offers. All items 91. 5 | 9 5 14 -06 
— God 
Stockmarkets Spero «— — 318.60 (— 30555  — -28 +148 
Market indices West Texas Intermediate 
% change on $ per barrel — 26.36 — 27.36 — «2.0 +23 
2002 oe: -rid Deet * Provisional. | Non-food agriculturals. 
Jul 31st high low week high in local in $ 
EEE E A AEE EAA RO TERNI VE RR A a a 1 LC Y o SES 
Australia (All Ordinaries) 3,032.6 — 3,440.0 2,9411 . +3 NN, st 797 -40 
Austria (ATX) — — — 0 11411 1,3572 11144 —— £18 , 7343 * 01 +101 
Belgium (Bel20) — — 2,255.8 — 2,899.8 — 2,001.06 ^ «140 — 738.7 ^ 7-189  -107 
Britain (FTSE 100 —  — .A£46.2 — 5,3238 37771 |: +12.4 387 7186 — -127 
Canada (Toronto Composite) — 6,605.4 — 7,958.1 6,161.1 « 35 ^ -420 ^ -14&1  -134 
Denmark (KBX) — a 233.4 169.0 BF -391 — - -18.3 -10.0 
France (SBF 250) — — ^ —  — 2,295.0 — 3,081.9 — 2,067.7 — «110 —  -477 ^ -23.0 - 15.3 — 
RENS. (CAC40) — — — 3415.4 — 4,6880 — 3023. — 413.0 —— -507 —— -261  -187 
Germany (Xetra DAX) —. 3,700.31 5462.6 — 3,515.8 + 19 — 7541 ^ -283 -211 
italy (BQ) — — — — 11738 15110 107.8 ^ * &9 -462 -181 - 99 
Japan (Nikkei 225) —  — ^ 9,877.9 119799 94209 ^ - 07 -m46 -63 +25- 
vun (Top) — — 9650 11394 9225 ^  - 12 ^  -665 ^ - 65 +23 
Netherlands (AEX) — — — 363.6 —— 5312 ^ 318.5 — 142 ^ ^ -482 728.3 -210 
Spain (Madrid SE) — &^—à &— 659-5 848.1 6312 +39 —. 742.8 1205  -125 
Sweden (Affarsvarlden Gen) 1577 236.8 143,5 4102. -60.6 7319 — ~24.9 
Switzerland (Swiss Market) — 5,196.7 — 6,604.1 — 4,607.8 ^ 4128  -382 ^ -190 - 93 - 
United States (DJIA) — h&-—— 8,736.6 10,635.3 — 7,702.33 * 62 — 7235 -Ae8  -128 .— 
MEN .QG&P500) ^ |. 9116 | LI725 — 7927 tei — 740.3 2060 20.6 Á— 
T (Nasdaq Comp) 1,328.3 — 2,059.4 — 1,2290 +30 —— $7 02319  -319 
Europe (FTSE Eurotop 300)* —— 959.6 1,279.7 ^ 8623 *113 -437 -23.9  -162 _ 
Euro area (FTSE Ebloc 100)* —— 801.5 1125.1 ^ 7325 +94 -483 -219 -20.7 
Woid(MscD —h à—^ «— — 8305 — 1,0044 — 7567 + 10 4I — m 17.2 
World bond market (Salomon)* 487.7 —— 497.8 — 4303 ^ - 14 ^ - 20 ma «109 





Trade, exchange rates and budgets 


Tradebalance", $bn —  Currentaccount— __Exchange rate — a TENY nS — — ^— — Budget 
latest 12 $bn The Economist poll trade-weighted! per per per per balance .— 
months latest 12 mths * of GDP, forecast Jul31st yearago $ £ euro — ¥100 % of GDP — 























Australia — — - 0.1 un — — - 95 Q1 -— 

Austria — — — - 2.44 Ap —— - 13 Mw -22 

Belgium — — + 13.0 May +13.0 De + 

Britain — 45.6 May - 312 Qi 

Canada — + 347 May —  — * 147 (i1 — «22 +23 755 784  — 

Denmark — — «* 7.1 My —— — * 35 My +19 +19 1031 1019 - 

Frane — + 85 May 

Germany + 96.5 Map +198 

Italy — —— o * 9.3 May 4 Ap +01- 

Japan +76.3 May +101, 

Netherlands —  « 23.6 May +136 Qi 

Spain — — - 36.9 May —  - 166 Ap — 

Sweden — — * 143 Xn — — * 84 My +32 +33 Z 764 149 951 106 149 932 7194 21 

witzerland — « 2.7 Jun — — 257 01 498 — 4101 — à 115.1 109.0 ^ 148 172 231 145 124 na 

Inited States -430.3 May -398.1 Q1 -43 -46 — 1125 1200 d -1456 0.98 0.83 -10 
+ 20.2 May + 0.4 + 0.5 81.6 78.1 1.02 1.14 1.59 - 0.85 -1.5 


ORNS BEANIE iE tr EE V P rr revertar nsn ABBY A at m moenia eei NP Ban a a a RA See Am ris nr Anh a a E m a S SRI LM VA o EN SR TR S S nw nue tct app ER Jaana a aa a aaan aa a e e e e i aa a E AAAA E A a a aA E IEEE E E EEEE 


nited States imports fob, exports fob. All others cif/fob. 11990=100, Bank of England, TOECD forecast. 
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Overview 
The Brazilian real plunged by 8.6% in a sin- EAN EAE TEE META ee 
gle day, falling to a record low of 3.57 to the GDP Industrial Consumer “Trade Current reserves* 
dollar. Investors fear a retreat from today’s production prices ee ae secant $bn, latest 
strict economic policies andthe riskofdebt ^^ china +8.0 02 +124 qub = OB dus 327.9 Am «212 20018 — 237.2 Apr 
default after October's presidential elec- HongKong ti -09 u -116 a 233 Am -85 x 41410 112.4 Jun 
tions. Brazil’s 12-month current account Inda  . OA U 9.4 X8 Ma" . codd Map "Bd. Jun. * db Wb. 542 Je. 
deficit narrowed to $18 billion in June, from ^ indonesia £25 u — -94 a +10.1 Jul +27.5 Jun +84 05 27.9 May 
$19 billion in May. Malaysia ted Qm — +40 My — *21 Am +134 Jn +70 Q 324 Jun 
Philippines +38 01 +17.0 Apr + 3.0 Jun + 2.5 May + 5.6 Apr 14.1 Jun 
Asia's factories are getting busier. In the Singapore its 432 Q 4189 An +01 X» — - 5. Am 418.4 02 80.4 dun 
year to June, industrial production rose by South Korea — «57 m  - S5 Gn... FA. WW. | $9.0 dd. +57 Jm... 1186 Jn. 
18.9 % in Singapore, by 5.4% in South Ko- Taiwan | «09 ts 48.4 An +01 Jun 418.6 Am 422.0 Q- 148.2 Jun 
rea and by 6.2% in Thailand. Consumer Thailand «539 Q +62 3n +02 tu +38 Xm + 6:6 Jun. 345 May 
prices in Malaysia rose by2.1%intheyearto Argentina -163 M -12.4 dun +28.4 Jun 412.6 Jun nil Qi —— 10.2 May 
June, up from 1.9% in the year to May. Brazt 07 a -09 My +77 Xm +53 m -18.1 Jn —— 329 May 
Chile — — — $*15 a 20 An +20 X»  — +23 3m -10 0 à 150 My 
Colombia — — *05 d 0f Nw... 09 9n. o +05 My —14 a — 107 Jm. 
Medo. 1. 50-0 OF AN. 01569 9n, e M act edis 44.9 May 
A es +43 My o oun EOS Moroo o os m Jul nil May — - 1.0 a 87 dun 
Venezuela - 4.2 Qt -20.0 Mar +19.6 Jun + 8.0 m +18 M 6.7 Apr 
Egypt — 0. € 49 2001} « 7.8 200 — € 2.7. Ap —  - 84 Me — -0.1 Q — 12.6 Mar 
Israel o T42 U REPRE +0.12 May — 466 Jmn = 6.4 æn -23 qm — 248 Jun 
South Africa — — - + 2.1 Q1 ^ +68 May — +89 Jun — — : * 3.5 Im — -0.1 Q1 — 5.9 dn. 
Turkey *2.3 Q1 *11.0 May 442.6 Jun - 9.7 May + 2.6 Apr 22.3 Jun. 
Czech Republic «2.5 02 /—— — £51 my — * 12 n — -25 an =24 0 être dn. 
Hungay — — —- LL MEC ES ROI MN Qu M. Lr LEA My 0-18 M n 10.2 Jun 
Poland — &— *05 m  Á— à$*22 Xn —4wv16 n /—— — -10.8 May  - 7.1 May — ?2B.2 Jun 
Russia +37 01 * 44 Jun +14.9 Jun 443.4 May 431.2 01 39.8 Jun 
*Excluding gold, except Singapore: IMF definition. tYear ending June. Economist Intelligence Unit estimate. 
Financial markets 
Currency units Interest rates — Stockmarkets —— % change on 
per $ Md perf short-term Jul 31st u Dec31st2001 - 
Jul 31st year ago Jul 31st % p.a. one inlocal — in$- 
mE week currency terms 
China — 828 — 828 129 2 Mao o 17236 —— -12  )* 06  * 06 
pem Hong Kong — 7.80 — 7.80 — 122 — 129. 0. 10,2674 «30 — - 99  - 99 
per person* Inda — — 48.] .— 4^1 760  —.| 3.84 uo 2,987.7 2339 oo - 84  - 93 
Indonesia 9,065 9,625 14,157 15.46 463.7 +0.8 + 18.3 + 35.7 
Malaysia — 380 3.80 5.93  — 3.20 7216 +09 + 37 +37 
MEE TU A E S ECC quB 33 7 5 38 3 
ue. (e cer oed A va C ue. a 
South Korea — 1,178 — 1292 | 1840 + &§ 684 | 718.0 -05 | 4 3.5 + 15.4 
Taiwan — 3$6 . 347. 525 2.05  . 49404 -20 -110 c 43 
ETÀ LM AE E T RS T E e 3 LE 
Argentina 3.70 1.00 5.78 73.60 359.3 -1.3 «216 ~ 67.1 
Brasil — ^^ 35] 249 55] 178) 9,626 -18 -281. -534 
zii ae mE ME DNE e X C MEET. RR NET OS 
Colombia — 2,645 2,293 £13 . 0. 134 1187.1 -14 +109 ~- 4.5 
Mexico 9.82 919 153. 6 Ji 60218 +02 - 55  -118 
Peru 354 3.49 | BET o 235 ooo o 11696 — — a42 e OG uod 1 
Venezuela 1,341 T27 2094 2938 11341 — *12  — + 8.6 —- 386 
Egypt 465 3.95 27/25  ... 7.200 52053 &^XL-40  - 13 - £8 
Israel 4.68 4.21 7.31 6.40 362.2 +3,4 - 18.9 -23.6 
South Africa 10.2 825 160 ` 12.40 9,239.0 -ie = ite +. 38 
Turkey 1,693,500 1,340,000 2,644,908 44.00 —— 10,2365 — «54 - 2 253-. TA 
Czech Republic — 30.8 38.6 48.1 3.08 450.3 43107. +141 + 328 
Hungary 249 282 389 9.65 7,0486 +70 = 12  * 89 
Poland 4.18 4.26 6.53 8.69 12,907.6 £12 -— $3. -—123 
Russia — IE 31.5 293 492 2300 362 +04 —— 4297 254 
EMF(MSCI)* —— 100 100 156 na 2946 X -25 O ma c H2 
EMBI+ 1.00 1.00 1.56 na 191.3 - 4.6 na - 45 


*Emerging Mkts Free. 13.P. Morgan Chase's Emerging Mkts Bond Index Plus. t In $ terms. 


Sources: National statistics offices, central banks and stock exchanges; Thomson Datastream; Economist Intelligence Unit; Reuters; UBS War- 
burg; J.P Morgan Chase; Hong Kong Monetary Authority; Centre for Monitoring Indian Economy; FIEL; EFG-Hermes; Bank Leumi Le-Israel; 
Standard Bank Group; Garanti Bank; Deutsche Bank; Russian Economic Trends. 
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Many executives see Business Process Outsourcing (BPO) as a tool for cutting costs. And 

they're not wrong. But they are missing the bigger picture. Used creatively—and integrated October 24th 2002 
into overall business strategy -BPO can function as an engine of growth, of innovation, y 

and of shareholder value. Attend the Business Process Outsourcing Conference and find Café Royal, 

out how. With a top panel of speakers keen to share their opinions, and a senior audience | London 

looking for answers to their outsourcing questions, this promises to be a key date on every 

senior executive's calendar. Make sure you are part of it. 
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rowth Is 
“In The Cards” 


Unique outsourcing arrangement with 
Accenture delivers world-class supply chain 
management for AT&T's PrePaid Card business 


a. 
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AT&T PrePaid 
Phone Card 
MINUTES 


ATST PrePaid 
. Phone Card 
MINUTES 


Business transformation outsourcing can be a direct line 

to growth in any company. Accenture is combining 
outsourcing capabilities with consulting experience to deliver 
world-class supply chain management, increased speed 

to market, and enhanced retailer service and satisfaction for 
AT&T's PrePaid Card business. To learn how Accenture can 


help you transform your business and drive top-line results, accen 
visit accenture.com/outsourcing. | 
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. Consulting « Technology * Outsourcing * Alliances Innovation delivere j 
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Comfort, care, 
dedication. We've put 
it all in our airline. 


Special meals: 18 

Qualiflyer members: 3.5 million 
First Class bed: 203 cm 
Maitres de cabine: 850+ 
Destinations: 126 

Plastic wine glasses: none 


Welcome to civilised aviation. 


For information and booking please contact 
your travel agent or visit swiss.com 
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Israel and Palestine So it 
turns out that there was no 
massacre in Jenin, after all. 
Israel was right to say it got 
a bum rap. But some of its 
actions in the occupied terri- 
tories are still questionable: 
leader, page 10. Talk of di- 
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d The world this week 


Politics 





Palestinian Authority officials 
were expected to discuss a 
new “Gaza first” plan (under 
which Israel would lift its 
siege on Gaza in return for a 
crackdown on militants) with 
Colin Powell, America’s secre- 
tary of state, in Washington. In 
Israel and Palestine the vio- 
lence continued; a bus bomb- 
ing in Israel killed nine people. 
The UN General Assembly 
passed a resolution calling for 
Israel’s immediate withdrawal 
from Palestinian towns; Amer- 
ica and Israel voted against it. 


Iraq’s foreign minister wrote 
to Kofi Annan, the UN’s secre- 
tary-general, inviting the chief 
arms inspector to Baghdad for 
“technical talks”. Mr Annan 
replied by saying that Iraq 
should obey the Security 
Council’s demands on inspec- 
tion. America said that the re- 
turn of the inspectors would 
not affect its determination to 
change Iraq's regime. 


A foreign office minister, Mike 
O’Brien, became the first Brit- 
ish minister to visit Libya in 
nearly 20 years when he 
called on Muammar Qaddafi 
to talk about terrorism and 
about Iraq. The Libyans said 
they were ready in principle to 
pay compensation to relatives 
of the victims of the 1988 
Lockerbie bombing. 


Soldiers continued a mutiny 
over pay in a remote eastern 
area of Niger but released 
some hostages. A fresh and 
apparently unrelated mutiny 
broke out in the capital, Nia- 
mey, but was put down. 


At least 22 people died in bor- 
der clashes between Chad 


and the Central African Re- 
public (CAR). The CAR com- 
plains of frequent raids by 
Chadian cattle thieves and fol- 
lowers of the former head of 
the Central African army, who 
fled to Chad after a failed 
coup. 


Nigeria's president, Olusegun 
Obasanjo, postponed local 
elections scheduled for Au- 
gust 10th on the grounds that 
preparations were incomplete. 
No important election has 
been held in Nigeria since the 
one ending military rule in 
1999. 


Swaziland's king bought a 
private jet costing $55m; twice 
the amount the UN has ap- 
pealed for to stop 250,000 
Swazis starving this year. 


Turkey turning 

Turkey's parliament voted for 
wide reforms to meet EU con- 
ditions for opening talks on 
membership: rights for the 
Kurdish language, less re- 
straint of free speech, no death 
penalty except in time, or un- 
der threat, of war. 


Italy's senate backed a bill 
that would allow prosecution 
or defence to have a criminal 
case transferred to another 
court on "legitimate suspi- 
cion" that the judge was bi- 
ased. A "save Berlusconi" bill, 
in the eyes of the left; non- 
sense, said the Italian prime 
minister. The bill now goes to 
the lower house. 


A bomb killed a six-year-old 
girl and a man in a Spanish 
seaside resort. An angry pub- 
lic blamed ETA terrorists—. 
rightly, on past form—and the 
government took the first 
steps to have ETA's political 
wing, Batasuna, banned. 


Tony Blair, the one European 
leader firmly ready for a strike 
against Iraq, found grandees 
queuing up against: not just 
the new Archbishop of Can- 
terbury, but Douglas Hurd, 
foreign minister during the 
Gulf war, and the then top 
civil servant at the defence 
ministry. Plus a former chief 
of the defence staff under 
Margaret Thatcher. 


Tension in Taiwan 

Taiwan cancelled naval exer- 
cises after an angry Chinese 
response to a statement by 
Chen Shui-bian, Taiwan's 
president, which declared the 
two countries separate and 
hinted at a referendum. 


Work finally began on the con- 
struction of two nuclear reac- 
tors in North Korea, under a 
deal signed in 1994. 


South Korea held 13 par- 
liamentary by-elections, seen 
as an indicator for December's 
presidential poll. 


At least six people were killed 
when gunmen opened fire on 
the Murree Christian School, 
near Pakistan's capital, Islam- 
abad. Three men suspected of 
involvement in the attack later 
blew themselves up escaping 
from police in Pakistan-ad- 
ministered Kashmir. 


An attack in Indian-ruled 
Kashmir left nine Hindu pil- 
grims dead and 37 injured. In- 
dia blamed the Pakistan- 
based militant group Lashkar- 
e-Taiba, although both Pak- 
istan and the militant group 
denied any involvement. 





Thousands of students prot- 
ested in the Indonesian capi- 
tal, Jakarta, demanding 
constitutional reforms includ- 
ing unconditional direct presi- 
dential elections and the 
abolition of 38 parliamentary 
seats reserved for the army. 


With friends like these... 
America's State Department 
reassured Saudi Arabia that 
the administration's views 
were not reflected in an inde- 
pendent briefing, made to a 
Pentagon advisory panel, that 
described Saudi Arabia as 
America's “most dangerous 
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opponent” in the Middle East. 
The briefing also recom- 
mended that Saudi Arabia be 
given an ultimatum to stop 
backing terrorism or face sei- 
zure of its oilfields and finan- 
cial assets. 


The American Servicemem- 
bers’ Protection Act—better 
known as “the Hague Inva- 
sion Act"—became law. Amer- 
ican government bodies may 
not co-operate with the Inter- 
national Criminal Court in 
any way and the 1cc is barred 
from conducting any investi- 
gations in America. 


Friend in need 

The IMF moved to quell the 
economic crisis in Latin Amer- 
ica by offering a $30 billion 
bail-out for Brazil, the region’s 
biggest economy. And the Un- 
ited States gave Uruguay a 
$1.5 billion bridging loan to al- 
low it to re-open its banks, 
which had been hit by arun 
on deposits. Uruguay expects 
to repay the money within 
days from a new $3.8 billion 
IMF-led loan. 


Rebels fired mortars at the 
presidential palace in Bogota, 
while in the next-door Con- 
gress building Alvaro Uribe 
was being sworn in as Colom- 
bia's new president. At least 13 
people were killed when a 
mortar hit a nearby slum. The 
attack carried the hallmarks of 
the FARC guerrillas. 


Bolivia, too, got a new presi- 
dent. Gonzalo Sanchez de Lo- 
zada, a liberal reformer and 
mining magnate who held the 
job from 1993-97, was chosen 
by Congress, after winning 
22.596 of the vote at an election 
in June. Mr Sanchez has 
formed a coalition govern- 
ment but will face opposition 
from irate coca farmers, whose 
leader won 21% of the vote. 


Joe Clark, a former prime min- 
ister, said he would stand 
down as leader of Canada's 
opposition Progressive Con- 
servative party at a conven- 
tion in February. His decision 
sparked a new bout of specu- 
lation as to whether the coun- 
try's two right-wing parties 
might merge. 
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Business 


Nestlé took a bite of the 
American fast-food market 
with the acquisition of Chef 
America, a frozen-snack 
maker, for $2.6 billion. Nestlé 
.. has embarked on a transatlan- 

tic buying spree including the 
recent purchase of a control- 
ling interest in Dreyer, a pre- 
mium ice-cream brand. The 
Swiss food giant is also 
thought to be a front runner to 
buy Hershey, America’s big- 
gest confectioner. 


Energy traders suffered further 
battering. A former senior ex- 
ecutive of Dynegy filed a law- 
suit alleging that he was 
sacked for refusing to doctor 
the company’s books. Dynegy 
dismissed the claims but saw 
its shares plunge anyway. Mi- 
rant announced that the Se- 
curities and Exchange 
Commission would under- 
take an “informal inquiry” 
after the company revealed 
“honest mistakes” in its finan- 
cial statements for 2001. Its 
shares suffered. 


Samuel Waksal, a former CEO 
of ImClone, an American 
drug company, was charged 
with bank fraud and obstruct- 
ing justice. In June, Mr Waksal 
was arrested on related 
charges of insider-trading, ac- 
cused of tipping off members 
of his family to sell ImClone 
shares. 


Microsoft made a concession 
as part of its settlement with 
the Department of Justice of a 
long-running antitrust case. 
The software giant said that it 
would open Windows a little 
wider by revealing technical 
details that could help com- 
petitors to write programs to 
run on its operating system. 
However, nine states, seeking 
harsher penalties, still oppose 
the settlement. A final court 
decision on the severity of Mi- 
crosoft’s punishment is ex- 
pected within months. 


Jonathan Miller was ap- 
pointed as CEO of AOL Time 
Warner’s embattled America 
Online division to replace 
Robert Pittman, the com- 





pany’s former chief operating 
officer, who had been in 
charge temporarily before he 
resigned in July. 


Anglo American, a large min- 
ing company, said that it 
would offer Arps drugs to its 
workers in southern Africa. It 
employs some 90,000 people 
in the region; around a quarter 
are probably infected with the 
virus. AngloGold, a subsid- 
iary, will do the same for its 
44,000 workers in southern 
Africa. 


In ascent 

Ryanair’s results confirmed 
that travellers are still flocking 
to budget airlines. Profits at 
the Irish airline in the latest 
quarter were up by 68% over a 
year ago to €39m ($36m) 
though that quarter’s profits 
were affected by the costs of 
opening new routes. After a 
terrible year, British Airways 
did a little better than ex- 
pected in its first quarter, an- 
nouncing pre-tax profits of 
£65m ($95m), up 63% over a 
year ago. 


Third generation unlucky 

The prospects for European 
third-generation mobile tele- 
coms looked a little bleaker. 
Orange, a subsidiary of France 
Telecom, asked Sweden's au- 
thorities to allow it to delay its 
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provision of 3G services in the 


country for three years. 


America reportedly hit North 
Korea’s hopes of joining the 
rest of the world in pointless 
chatter. It opposed South Ko- 
rea’s plans to build a mobile- 
phone network for a member 
of the “axis of evil” and could 
use the law to stop Qual- 
comm, an American firm, 
from supplying equipment. 


Old money 

Cazenove, London’s most up- 
per-crust investment bank, 
lost David Verey, a joint dep- 
uty chairman and heir appar- 
ent to its chairman, David 
Mayhew, just eight months 
after he joined from blue- 
blooded rival, Lazard Brothers. 
The secretive bank gave no 
reason for Mr Verey’s depar- 
ture but rumours circulated of 
a row over his role at the bank 
and its planned flotation. 


The problems of Martin 
Ebner, a heavily indebted 
Swiss financier, mounted. The 
debts of his private-invest- 
ment empire, BZ Group, are es- 
timated at up to SFr10 billion 
($6.6 billion). The group's fate 
is in the hands of creditors. A 
consortium of banks is said to 
have provided some respite 
with a moratorium on debt re- 
payments. 
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Bitter harvest 






Cocoa may be a main ingredi- 
ent of a futures-market confec- 
tion. In July, Armajaro, a a 


trading company, scooped up ; : x - 
three-quarters (some 200,000: = 
tonnes) of the available sup- ^ 


ply of the bitter bean at Lon- — 
don’s LIFFE futures exchange. 
Some traders suspect an at- 


tempt to push up pricesinad- > 


vance of the September : 
harvest in Cóte d'Ivoire. Cocoa: 
prices have risen by 121% since 
the beginning of 2001; prices 
of other "soft commodities"-—- 


sugar and coffee—have fallen: - 


that Pearson (part-owner of 7he 
Economist) had announced that its 
profits for the current year would be 
down by as much as 1595. In fact, this 
figure referred only to the FT Group, just: 


one part of the media company. Pearson. a 


actually expects profits to grow strongly 
this year. 


—o—— ———Ó—————— 


Other economic data and news. 





can be found on pages 80-82 b 
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Thought leadership on Board effectiveness in today’s world 





INSEAD is proud to invite a select international group of Chairman and Non- 
Executive Board Members of listed corporations to exchange ideas on the 
changing role of their Boards and on practical ways of improving Board 
effectiveness. 


Greater competition for capital, loss of trust by investors and the public at 
large, and pressures for increased social responsibility, have exposed the 
"license to operate” of even major firms as multi-dimensional, essential, and 
fragile. In this context the Boards of major organisations are finding their role 
changing more rapidly than ever before. 


With the support of Heidrick & Struggles, INSEAD has created the International 
Directors’ Forum as a unique opportunity to reflect with the pioneers of 
European Corporate Governance and leaders of global companies in a 
structured exchange among a small group of peers. 


The International Directors’ Forum offers 
A unique opportunity to: 
e Reflect with the pioneers of European Corporate Governance: 


Dr Gerhard Cromme, Chairman of the Supervisory Board ThyssenKrupp 
and Chairman of the German Corporate Governance Code Commission 


Drs Jaap Peters, former Chairman Aegon, and Chairman of the Dutch 
Commission on Corporate Governance 


Mr Marc Vienot, former PDG Société Générale, and Chairman of the 
French Commission on Corporate Governance 


e Hear from the leaders of global companies: 
Dr Rolf Breuer, Chairman Deutsche Bank 
Dr Eckhard Cordes, Executive Board Member DaimlerChrysler 
Mr Charles Miller-Smith, Chairman Scottish Power 
Mr Rick Wagoner, CEO General Motors 
in a structured exchange among a select group of peers 


Led by Professor Philippe Haspeslagh and other INSEAD faculty 


The Global Learning Network 


Europe Campus, Asia Campus, INSEAD Wharton Alliance 
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Europe’s Muslims 


Islam is now firmly established in Western Europe. Don’t be afraid of it 


HO’D be a Muslim in the 

West? In recent decades, 
indifference to Islam has turned 
first to disdain, then to suspicion 
and more recently to hostility. 
Public attitudes have been col- 
oured successively by petro- 
powered sheikhs, Palestinian 
terrorists, Iranian ayatollahs, mass immigration and then the 
attacks of September 11th, executed if not planned by western- 
based Muslims and succoured by an odious regime in Af- 
ghanistan. Most recently, amid rising concern about immigra- 
tion in general, Muslims have had to contend with the charge 
that aspects of their religion are fundamentally-the very 
word is freighted with images of hairy, wild-eyed fanatics—at 
odds with the liberal, democratic values of the West. Yet mil- 
lions of Muslims live in the West—perhaps 1.3m in Britain, 
3.2m in Germany, 4.2m in France—and Islam is the fastest 
growing religion in the United States. Indeed, it is the fastest 
growing religion in the world. It would be serious if it really 
were incompatible with liberal, democratic values. 

Fortunately, it is not. The idea that Muslims constitute an 
alien fifth column does not hold up. The vast majority live 
happily beside their neighbours, submit readily to the laws of 
the land and have no wish to overthrow the government. If a 
few do believe that religious injunctions take precedence over 
temporal laws, so also do some Christians (in America, the 
Balkans, Northern Ireland), some Hindus (in secular, demo- 
cratic India) and some Jews (in democratic Israel). Individual 
Muslims flourish in western societies, be they the owner of 
the corner-shop, the prosperous tycoon, the eminent surgeon 
orthe Aga Khan. Most work hard, hold strict family values and 
commit no crimes: model citizens, you might say. 

Yet it would be idle to pretend that Muslims do not present 
problems in the West. These are of two kinds. First are the pro- 
blems associated with many other immigrant groups. Like 
these other migrants, Muslims tend to come from poor, rural 
areas; most are ill-educated, many are brown. They often en- 
counter xenophobia and discrimination, sometimes made 
worse by racist politicians. They speak the language of the 
wider society either poorly or not at all, so they find it hard to 
get jobs. Their children struggle at school. They huddle in poor 
districts, often in state-supplied housing. For all these reasons 
they tend to withdraw into their own world, which is rela- 
tively easy, since their numbers are great enough to enable 
them to form a fairly self-sufficient, self-contained commu- 
nity. But this is not the way to fit into society at large. 





Here to stay 

Governments and other institutions can help. They can, for a 
start, recognise the obvious, which is that most of these immi- 
grants are in the West to stay. If they are to become good mem- 
bers of society, then, they must be given citizenship, the right 
to vote and all the other rights that other citizens enjoy. Only 
slowly are some governments coming to this view: probably 
no more than 10% of the Muslims in Germany, for example, 


are entitled to vote there. In France, the belief that immigrants 
should give up all the cultural characteristics of their native so- 
cieties has been slow to die; assimilation, rather than integra- 
tion, has been the traditional aim. Governments must also 
take steps both to outlaw racial discrimination and to promote 
the employment of Muslims and other minorities. Here, too, 
France and Germany lag. Neither yet has a body similar to Brit- 
ain's 36-year-old Commission for Racial Equality. 

Immigrants themselves, however, must make an effort to 
integrate, and Muslims no less than others, especially as their 
religion does present particular difficulties. Some in this, the 
second, category of problems may be cultural, though the 
trouble that even Muslims may have in deciding whether hab- 
its are religious or cultural gives an insight into the all-pervad- 
ing nature of religion in a devout Muslim's life. Thus, though a 
Muslim of Pakistani origin in Britain may well say, for in- 
stance, that arranged marriages are obligatory under Islam, 
theidea would be dismissed by most Turks in Germany. Simi- 
larly, the ritual slaughter—to some consternation among the 
wider public—of tens of thousands of sheep in France at the 
feast of Aid al-Adha each year has no counterpart in Britain. 

Islam does, of course, impose some obligations, and zeal- 
ots say they include outright hostility to the tenets of western 
society. That, however, is not the view of most Islamic schol- 
ars, and the vast majority of Muslims find they can follow 
their religion in the West without serious difficulty, and with- 
out causing annoyance. Rows about headscarves and halal 
meat at school, not uncommon a few years ago, are now rare. 


Clerical chaos 

One difficulty for the authorities, though, is knowing whom to 
deal with. Islam, like Judaism, is a religion without a clear hi- 
erarchy or firm structure. Europe's Muslims are represented by 
umpteen different groups, often squabbling and often as con- 
cerned with the interests of a government abroad as with 
those of the people they say they want to help. Imams can, 
and do, spring up almost spontaneously, supported perhaps 
by a few devotees, financed usually from North Africa, the 
Middle East or Asia, trained, often minimally, in a country 
where democracy is an unfamiliar concept, and answerable to 
no one but God. No wonder moderate grand muftis lament 
their lack of authority over extremist imams. 

Some Muslim scholars call for the evolution of a "European 
Islam", one that will take account of European culture and pol- 
itics. That may be an unreasonable demand to make of a uni- 
versal religion, but it does point up the dependence on foreign- 
ers of many, if not most, mosques in Europe, and of the foreign 
training of the imams who preach in them. This dependence 
not only encourages Europe's Muslims to perpetuate their 
links to their countries of origin at the expense of forging loyal- 
ties to their new homelands, it also provides an easy point of 
entry for extreme or hate-filled teaching from abroad. Euro- 
pean Muslims need to finance their own mosques and train 
their own imams as quickly as possible. Governments can 
help, both by giving planning permission for purpose-built 
mosques—few exist in Europe—and by extending to Islam the » 






> privileges and tax breaks that are » afforded to other religions. 
. Intime, most Muslims will integrate successfully into west- 
ern societies, especially if commonsense policies like lan- 
guage-teaching, job-creation schemes and anti-discrimination 
programmes are promoted. But the size and concentration of 
most Muslim communities may well mean that integration 
takes place more slowly for them than for, say, Afro-Caribbe- 
ans (see pages 19-21). And meanwhile an additional difficulty 
is that, for Muslims who are disaffected or alienated from soci- 
_ ety, religion seems to provide a potent, and not necessarily be- 
































Rules of war 


Naught for your comfort 


There was no massacre in Jenin. But let the joy be confined 


Y NOW it is a footnote, but 
Kofi Annan, the UN secre- 
tary-general, has at last pub- 
lished his report on last April's 
battle at Jenin, the West Bank 
refugee camp where the Pal- 
estinians accused Israel of mas- 
o ; sacring up to 500 civilians. He 
= concludes that although the Israelis and Palestinians alike 
were guilty of breaking some of the rules of war, there was no 
massacre. All the claims at the time about some 500 dead be- 
ing buried beneath the rubble, or carted off for secret burial in 
refrigerated lorries, turn out to have been so much nonsense. 
Itnow seems that the Palestinian death toll in Jenin was 52, 


of whom non-combatants numbered 14 (says Israel) or about 


20 (say various human-rights organisations). It is true, as 
groups such as Human Rights Watch have pointed out, that Is- 
rael’s refusal to co-operate forced Mr Annan to rely on second- 
hand sources. He was not able to investigate allegations that a 
— few of the Palestinians were killed in cold blood, or that Israeli 
-- soldiers used civilians as human shields. But not even Human 
Rights Watch quibbles with the numbers. And though the kill- 
ing of up to 20 civilians is no light matter, Mr Annan's report 
. accepts that this was in the course of a fierce battle between Is- 
~rael’s soldiers (of whom 23 were killed) and up to 200 gunmen 
-who had made the cramped camp their base. 





. Unimpressed 

Needless to say, the most vocal critics of Israel find this report 
wanting. It is a whitewash, says one lot. Well of course there 
. was no massacre, says another; we realised that long ago—but 
Israel does plenty of bad things in the occupied territories, 
from which this report should not distract attention. 

Well, yes; Israel is doing plenty of bad things in the occu- 
pied territories, about which more later. But this *we knew 
there was no massacre all along" line is mystifying. If the 
newspapers that leapt to compare Jenin to the depredations of 
the Nazis or to Cambodia's killing fields (yes, really) have 
changed their minds, their retractions have passed us by. One 
reporter for Britain's Independent has apologised for his vivid 
account of the massacre that wasn't, pleading strangely in 
mitigation that he was feeling "furious" when he filed his erro- 
neous despatch. But such honesty is rare. The Guardian has 
made a point of standing by its editorial which said that Is- 


‘nign, kind of solace. 












The right response : to any group ‘that preaches iolence 5 
many Islamists do not~is to prosecute and ban it. And plainh oe 
after September 11th, the police and security services have 
work to do (see page 44). But so, too, do others. Non-Muslims - 
must show that Muslims have an equal place in western soci- - 
eties alongside the followers of other or no religions. And 
Muslims must show that they can organise their clergy and 
places of worship from within their own communities, and 
give no quarter to those who misuse Islam for violent ends. w — 








rael's Jenin battle was "every bit as repellent" as Osama bin 
Laden's felling of New York's twin towers. The French maga- 
zine which reported that all nine children of one Abu Ali were 
dead in Jenin failed to pass on the later detail that they were all 
in fact alive. And if A.N. Wilson, a British intellectual, has had 
second thoughts about saying in London's Evening Standard 
that “we are talking here of massacre, and a cover-up, of geno- 
cide,” he has, so far as we know, kept them to himself. 

In short, Israel is right to say it got a bum rap when it was ac- 
cused of a massacre in Jenin. But, of course, so are those who 
say that this must not distract attention from the many hard 
things that Israel is indeed doing in the territories. 

Since April, these have gone beyond the policy of assas- 
sinating suspected terrorists. As the Palestinian attacks have 
gathered pace, so has the severity of Israel’s actions. Israel has 
put much of the West Bank under curfew for long periods, 
causing grave economic damage. It has begun to demolish the 
family homes of suicide bombers and to deport the relatives 
of some of them from the West Bank to Gaza. The targeting of 
its assassinations is becoming more reckless: the recent killing 
of Hamas’s military commander in Gaza and his bodyguard 
took 13 civilian lives as well. And, of course, the conflict is nib- 
bling away at liberties inside Israel itself. 

What justification can there be for such behaviour? To 
many Israelis, the answer is simple. To fight an enemy that ob- 
serves no rules at all, Israel has to break rules too. For unlike 
the fighting in Jenin, and as organisations such as Amnesty In- 
ternational have belatedly acknowledged, the Palestinian sui- 
cide bombings are unambiguous war crimes. Most consist of 
the indiscriminate murder of as many civilians as possible. 
Their aim is to sow terror, and in this they have succeeded. 

What good this "success" will bring the Palestinians is an- 
other matter. They have world sympathy, butless than before 
in Israel and America, the countries with most influence over 
their fate. The hope of international intervention has receded 
since George Bush decided to give up dealing with Yasser Ara- 
fat. What little diplomacy is taking place now is all about re- 
turningto where things were before Israel reoccupied the West 
Bank, a far cry from the talks two years ago about the final di- 
mensions of a free Palestine. As for Israel, the country that 
prided itself on being an island of democracy in a sea of dic- 
tatorships is liable to become less liberal, less decent and more 
afraid to compromise. Nobody benefits from this intifada. Iti is 
past time for the Palestinians to o call it off, if they still can B —— 
















Taiwan and China 


Full of sound and fury 


N ANCIENT China, disputes 

between rival states were of- 
ten settled by each side drawing 
up its warriors on a convenient 
plain, where they would make 
warlike noises for a while before 
officials awarded victory to 
whoever was deemed to have 
won, based on numbers of troops, the prestige of the opposing 
generals, and such-like things. No actual fighting was needed. 

The conflict between the two modern-day Chinese states, 
the People’s Republic of China and the Republic of China (as 
Taiwan grandly calls itself), sometimes seems rather like that. 
Chen Shui-bian, Taiwan’s president, launched the first strike in 
the latest verbal battle at the weekend when he declared that 
“with China and Taiwan...there is one country on each side” 
of the Taiwan strait. Since the Communists’ contention is that 
there is only one China, whose capital is Beijing, they find this 
little short of treasonous, or “splittist”. When, with a fol- 
low-up salvo, Mr Chen declared that he might favour legisla- 
tion permitting a referendum to settle the island’s future, 
China struck back in force. 

Warnings to Mr Chen to “stop the horse at the edge of the 
precipice”, because his actions could lead to “disaster”, sound 
very like threats of war to anyone not familiar with the formu- 
laic nature of cross-strait rhetoric. In fact, the chances of con- 
flict are remote. America, especially under President Bush, 
would almost certainly intervene on Taiwan’s side; besides, 
Taiwan already has enough high-tech weapons to make an in- 
vasion very difficult for China to pull off. But the extraordinary 
rise in China’s defence spending in recent years means that 
this balance cannot be relied on indefinitely. 





Chief executives 


The case against grey 


Flamboyance is out. But keep the charisma 


OMETIMES, they step down 

for an older man. Thus 45- 
year-old Jean-Marie Messier, 
boss of Vivendi, a French media 
conglomerate, kicked aside for 
63-year-old Jean-René Fourtou, 
a senior executive at Aventis, a 
| > wm drug maker. And thus 49-year- 
old Thomas Middelhoff of Bertelsmann, a German media 
group, eased out for 60-year-old Gunter Thielen. Sometimes, 
their replacement is grey in a different sense. Take, from the 
American media industry this time, Jonathan Miller, the 
down-to-earth operations man who is taking over the role at 
AOL that dangerously exciting Bob Pittman once filled (see 
page53. Or take e Edward eee a safe Span of hands from Mo- 











_ China should not threaten Taiwan for merely stating the obvious 


The interesting question is why Mr Chen chose to speak out 
just now. Since becoming president in 2000, he has on the - 
whole been careful to avoid offending China, which was 
deeply suspicious of him as the leader of the Democratic Pro- 
gressive Party, historically in favour of independence. But it 
looks as though he has become frustrated by China’s lack of 
response to his moderation, which has after all cost him a de- 
gree of support within his own party’s ranks. Instead of re- 
warding him with friendly words, or even—which he most 
wants—a renunciation of the use of force against Taiwan, 
China has refused to talk to Mr Chen, his government or his - 
party. It has declined to discuss opening direct links between 
the mainland and the island, unless Taiwan first accepts that 
such links are a domestic matter. Any talk of reunification, it © 


says, must proceed on the basis that there is only one China. 


No wonder Mr Chen's patience has worn thin. 

One can question whether it was wise of Mr Chen to anger 
the Chinese, but what he said was surely right. It is merely a 
recognition of reality to say that China and Taiwan are two 


states, not one: Taiwan may not have many embassies, thanks — 
to relentless Chinese bullying of weak-spirited governments — 
everywhere, but it is a member of the World Trade Organisa: 
tion and the Asia-Pacific Economic Co-operation group. It _ x 
competes in the Asian and Olympic Games (under the absurd 


name "Chinese Taipei"). It has an elected president and anoo 
elected parliament, and its 20m people enjoy rights and pros —— 
perity unknown to the 1.2 billion across the strait. RE 


By routinely threatening force against Taiwan, China 
equates itself with Slobodan Milosevic and Saddam Hussein, _ c 
both of whom shed blood to preserve their empires. Untilit — 
desists from such talk—even if talk is all it is—-China can never 


be a full member of the community of civilised nations. m 





torola who has stepped in to try to rescue Tyco International, i 
now mired in various scandals including the alleged tax eva- 
sion of its extravagant boss, Dennis Kozlowski. Mr Breen's first. 
move was to promise "corporate integrity and trustworthi-- 
ness", qualities that every company should possess, of course, 
but not perhaps feel the need to boast about. 

A changing of the guard is taking place in the corporate 
world, notably in those sectors most affected by the technol- 
ogy boom and bust. Chief executives who "got it", in the par- 
lance of the late 1990s, are being replaced with folk who didn’t | 
get it, or who at least wear a tie but not a beard. An enthusiasm - 
for good corporate governance has replaced vision as the most - 
desirable characteristic for a new boss. Today's board of direc- 
tors has come to share Lou Gerstner's famous sentiment, ut- 
tered back in 1993: “The last thing r&M needs now isa vision." »* 


E 
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The reason for the change is not only—or even mainly—the 
ignominious procession of chief executives to court. More im- 
portant is the abrupt change of mood in the markets, where 
fashion tends to determine the choice and behaviour of cor- 
porate bosses. 

The market's demand for a rapid increase in earnings bred a 
generation of chief executives who focused on the short term, 
concentrating on the next quarter's earnings. One conse- 
quence emerges from a survey of senior financial executives 
by CFO, our sister magazine: 17% of all respondents report be- 
ing pressured to misrepresent their results by their companies’ 
bosses during the past five years. Another is the soaring cost of 
directors’ liability insurance (see page 54). However, even hon- 
est bosses (and there are plenty of those too) learned how to 
craft appropriate strategies to provide the market with what it 
wanted. But that imposed tremendous strains. The market 
may think that a quarter is a long time, but anybody trying to 


change a corporate culture or to build a new business knows 
that itis the blink of an eye. 

The taste for corporate honesty is a welcome novelty. Com- 
panies that give executives fairly modest stock options are 
now accounting for them as an expense (General Motors 
joined the rush this week), often seeing their share price rise as 
a result. But the suspicion of vision is less desirable. Creativity 
and charisma, coupled with a smidgen of ruthlessness, are 
necessary qualities for a successful boss. Good companies 
need to innovate and to take risks. A study recently published 
in Management Science finds that older chief executives and 
those with a legal background spend less on research and de- 
velopment than young techies. 

So wise companies should choose bosses who are young 
(at least in mind) and honest, but with vision and flair too. 
There is an appropriate place for the grey, the cautious and the 
safe pair of hands. It is called the finance department. m 





British foreign policy 
Tony Blair is not a poodle 


The prime minister’s willingness to use force in Iraq is based on national interest 


O THE military dangers im- 
plicit in waging war against 
FJ Iraq alongside the Americans, 
Tony Blair must now add grow- 
ing political risk at home. Before 
the prime minister has even 
started to make the case for a 
military campaign against Sad- 
dam Hussein, opposition is mounting. In the past few days, 
the soon-to-be Archbishop of Canterbury, joined by a pew- 
full of bishops, has condemned the idea as immoral and ille- 
gal. Meanwhile, barely a fortnight into the summer recess, de- 
mands for the recall of Parliament are becoming louder. 

The latest opinion poll suggests that a hardening majority 
is opposed to war with Iraq (by 52% to 34%). A convocation of 
retired generals (including a former chief of the defence staff) 
and a distinguished Tory foreign secretary (Lord Hurd) have 
expressed their unease. There is also considerable queasiness 
inside Mr Blair's own party. Within the European Union, one 
of Mr Blair's closest allies, the embattled German chancellor, 
Gerhard Schróder, has promised to stand aloof from Ameri- 
can “adventurism”. Why, then, does the prime minister seem 
so unperturbed? It is because he has not the slightest doubtitis 
in Britain’s national interest to support American efforts to 
topple Mr Hussein. 

He is right, for two reasons. The first is a straightforward 
one. Mr Blair believes, as does this newspaper, that on balance 
itis worth fighting a war to rid the world of one of its most dan- 
gerous tyrants. He supports George Bush not, as his critics 
sneeringly insist, because he is the “president's poodle”, but 
because he agrees with him. The basis of the “special relation- 
ship” is that Britain and America tend to see most of the big 
things that go on in the world in much the same way. Mr Blair 
has no hesitation in saying that the war on terror is Britain's 
war too. In contrast, many continental Europeans, and not a 
few Britons, now seem to think that the war on terror was all 
along a bit exaggerated and has become just an excuse for 





America to throw its weight around. 

This is the clearest difference between Mr Blair and his crit- 
ics. They see the primacy of American power as a threat that 
must be constrained by the shackles of multilateralism and in- 
ternational law. He thinks that American power is funda- 
mentally a force for good in the world, best engaged positively 
and treated with sympathy rather than suspicion. He also re- 
cognises that many of Britain's foreign-policy aims, such as 
progress towards peace in the Middle East, are contingent 
upon America's willingness to use that power—the EU, what- 
ever its pretensions, is no substitute. 

Influence, even at the margins, is preferable to the alterna- 
tives: impotent confrontation or passive acceptance of the 
world's wickedness. And Britain has had more influence on 
American policy than Mr Blair's critics wantto believe—on the 
decision to put off attacking Iraq when the idea was first 
mooted late last year; on the effort that has gone into nation- 
building in Afghanistan, which America initially opposed; on 
Mr Bush's speech committing America to a Palestinian state. 


How to be heard 

The second reason why Mr Blair is right to support American 
efforts to topple Saddam Hussein is a more pragmatic one. 
Britain gets a more attentive hearing in the White House than 
does any other power, not so much because of ancient cul- 
tural and linguistic ties but because it is consistently willing to 
commit highly capable (though, it must be said, too often ill- 
equipped) forces to violent action. Whether or not they add 
anything to America's overwhelming armed might, their po- 
litical value far outweighs their military utility. That is espe- 
cially true now that the going is getting a little rougher for the 
president and the wisdom of attacking Iraq is being ques- 
tioned in Washington. Mr Blair knows that what he offers is of 
considerable value, which is why he is ready both to run those 
big political risks and to reverse (albeit still too modestly) the 
long post-cold war decline in defence spending. It is some- 
thing that Mr Bush, for his part, might keep in mind. m 





ODAY is a special day for 
| 1600 American men and 
women: they are being released 
from a state or federal prison. To- 
| morrow will be a special day for 
another 1,600 people. As will be 
| the day after that. Some 
NEU NEN 600,000 inmates will leave pri- 
son this year—more than the population of Washington, pc. 
^. After quadrupling its imprisonment rate in just 30 years— 
_ America now has 700 people in every 100,000 under lock 

and key, five times the proportion in Britain, the toughest sen- 
tencer in Western Europe—the world's most aggressive jailer 
must now confront the iron law of imprisonment: that those 
who go in almost always come out. 

The result is a society that, statistically at least, is beginning 
to look a little like early Australia. Nearly one in eight Ameri- 
can men has been convicted of a felony—and thus, in many 
states, has been automatically deprived of numerous rights, 
including the right to vote. One in 20 men has been to jail. The 
average is much higher among some groups (one black man in 
five has been to prison, one in three has been convicted of a 
felony). These convicts, particularly those who have been to 
prison, contribute little good to the places where they live. 
Two-thirds of ex-prisoners are rearrested within three years. 
Prisons are a breeding-ground for terrible diseases, both medi- 
cal (such as A1Ds) and social (the Aryan Brotherhood), that 
soon spread to the outside world. 

The high rates of imprisonment are partly related to the 
number of crimes committed in America; but they also reflect 
à determined policy to increase the number of mandatory 
sentences, particularly for drug offences. Since the 1980s, laws 
have limited the discretion both of judges to make the punish- 
ment fit the crime and of parole boards to determine when 
prisoners are fit to be released. In the ten years after 1986, the 
average term in federal prison rose from 39 to 54 months. 


Did it work? 

This offensive against crime is generally held to be a success. 
America's crime rate has fallen in recent years, and though it 
has now started to rise again, no politician in America thinks 
that arguing for more lenient treatment of criminals will bring 
in votes. That does not mean that it would be wrong to do so. 
 Putsimply, America probably sends people to prison too will- 
. ingly, and looks after them too carelessly afterwards. Some be- 
lieve that the upturn in the crime rate is directly linked to the 

number of unreformed ex-convicts on America’s streets. 
There is a good case for opposing tough mandatory sen- 
tences merely on moral grounds. Locking up a young woman 
for ten years just because her boyfriend was a drug-dealer ill 
becomes a civilised country. But there are also practical 
doubts about America’s sentencing policy. The lower crime 
figures may have had more to do with demography (fewer 
young men around) and changes in policing than with sen- 
. tencing policy. Once you compare like with like, a different 
. picture emerges. America's fiercest imprisoner, Texas, which 






 America'stough crime policy is having unintended consequences 





locks up more than 1,000 people for every 100,000 citizens, - 
has far worse crime statistics than New York state, where the. - 
imprisonment rate has risen much more slowly. And when it 
comes to drugs and violent crime, the two plagues hard sen- 
tencing was supposed to cure, it has failed dramatically. Drug- 
taking is as widespread as ever, and America's murder rate is 
still nearly four times higher than the European Union's. E 
The argument about sentencing is an old one. So the dam- — 
our emanating from it has tended to obscure the other sideof — 
the debate—whether America treats its prisoners and felons " 
too roughly. That deafness may be deliberate: for many Amer- 
icans, sentencing has now become purely a matter of punish- — 
ment. But it surely behoves those who favour sending ever __ 
more people to prison to try to make prison work better. Each 
prisoner who emerges unreformed will start committing — 
crimes again (a more frightening thought when you realise 
that one in four commits violent crimes). Even if such people 
are caught quickly, it costs money to imprison them: America 
spends more than $50 billion a year on its prison system. 


















From the land of second chances to the land of no hope 
Rehabilitation has become something of a dirty word in 
American debates about crime. Prisons the world over are 
fairly awful places, with a poor record of converting people 
from a life of crime. Even so, America's system seems pecu- 
liarly devised to ensure that prisoners remain criminals. eee 
To begin with, some rehabilitation projects—particularly : 
drug treatment-seem to work. Yet America has slashed 
money for such schemes, often to pay for new prisons. One 
advantage of leaving some degree of discretion over sentenc- p 
ing to parole boards was that it obliged prisoners to provethat — 
they were ready for outside life. This incentive has now gone.  . 
Outside prison, the aftercare system is even weaker. Many ex- —__ 
cons are simply presented with a one-way bus ticket. The 
number of prisoners for each parole officer has risen by 50%. 
These deficiencies might all be described as failures of care. 
Worse still are those of discrimination. Trying to restart lifeasa 
felon is difficult for all sorts of reasons; in America, the govern- 
ment loads on many more. There is a long list of jobs from . 
which felons are banned, many of them having nothing to do- 
with security. In some cases they are denied housing benefit ; 
And, of course, nearly 5m of them are denied the vote. Soa- 
convict can pay taxes, own property, send his children to- 
school. Ought he also to be deprived, permanently in many - 
cases, of a voice in how society is governed? "d 
This question matters, because it goes to the root of how 
America treats criminals. Punishment requires a fixed term. In - 
justice, just as much as in literature, every sentence finishes, - 
eventually, with a full stop. After that the ex-convict should - 
enjoy the same rights as anybody else. He has served his time. 
America is not alone in denying its convicts the vote. But it- 
seems odd that a country built on giving people a second 
chance (and a country, incidentally, with one of the most for- 
giving bankruptcy laws in the world) should have turned - 
against this principle so savagely when it comes to convicts. - 
Particularly now that itis creating so many of them. m A 
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. The case against war 
. SIR - Everything you say 

. about Saddam Hussein is un- 
- deniable but surely the only 

- justifiable reason for a pre- 
 emptive attack by one country 
on another is dire and immi- 

. nent threat ("The case for 

+ war", August 3rd). You also say 
| that Mr Hussein's threat, how- 
. ever real, is not imminent 

- (*Phoney war", August 3rd). 
Noris it clear why remov- 
_ing Mr Hussein is an essential 
.. part of America's declared 
‘war on terror. Iraq is not the 
only nasty regime to possess 
weapons of mass destruction. 
: These weapons pose an intol- 
~ erable threat in the hands of 
terrorists with no fixed ad- 

= dress. Mr Hussein's address 

. (like North Korea's) is known. 
A policy of containment must 
be preferable to the military 
option. 

Let Mr Hussein, like his 
predecessors, be removed un- 
~ — ~ martyred, by his own people. 
| To "abide by the rules" is not 
: so much a pragmatic choice as 
a moral imperative because 
these rules underpin western 
values by which even a sim- 
plistic American president 
and an over-compliant British 
... prime minister endlessly pro- 

~. fess to govern. 
ELON SALMON 
Barnard Castle, County Durham 











`. SIR - Your argument would 
make more sense in terms of 
- military strategy and realpoli- 
— tik, as well as in terms of equ- 
ity and ethics, if one could 
“assume that, before moving 
against Mr Hussein, firm steps 
. were finally taken—with hon- 
est and consistent support 
-from America-to resolve the 
-[sraeli-Palestinian conflict in 
line with successive and un- 
ambiguous UN resolutions. 
| PETER KOENZ 
 Theillement, France 


SIR - You argue convincingly 
that Mr Hussein is a monster 
and that he is about to be- 
come even more dangerous. 
Surely the people most in dan- 
ger from this monster live 
close by in the Middle East. If 
America cannot persuade 
these neighbours of their dan- 
ger in discreet diplomatic 


briefings why should individ- 
ual European citizens—or edi- 
tors—blindly trust America’s 
(secret) analysis from afar? 
Given the record of its intelli- 
gence I am accepting no invita- 
tions to weddings in 
Afghanistan. What do you 
know that I do not? 

ANTHONY KENNY 

Grasse, France 


SIR - Your leader on Mr Hus- 
sein was a wonderful expres- 
sion of what we all know and 
won't say. Thank you. 
DOUGLAS FINNEY 

London 





Allright in Mexico 


SIR - You say of human rights 
in Mexico that "Mexico's gov- 
ernment is taking quite a risk, 
then, in rolling out the red car- 
pet for her [Mary Robinson’s] 
three-day visit, which begins 
on July 1st" and that "Global 
Exchange points out that 
many alleged assaults, rapes 
and killings have been carried 
out by the army, which proba- 
bly has as many as 40,000 
troops in each of the two most 
guerrilla-infested states, Chia- 
pas and Guerrero" (“Mary 
Robinson comes calling", June 
29th). This is misleading. Mary 
Robinson's visit was one 
among several by high-rank- 
ing UN human-rights officials 
invited by the Mexican gov- 
ernment since 1998. Also, 
army troops in Chiapas and 
Guerrero number 15,640 and 
7,894 respectively, around 
40% of whom are logistical 
and administrative personnel 
(mainly carrying out commu- 
nity services). Far from repre- 
senting a risk, Mrs Robinson's 
visit showed the govern- 
ment's strong commitment to 
the improvement of human 
rights in our country. 

ALMA ROSA MORENO 

Mexican ambassador 

London 





Berlusconi too busy 


SIR - Your article on Silvio 
Berlusconi, Italy's prime min- 
ister, contains a serious inac- 
curacy ("He's sitting pretty", 
July 20th). You aver that on 


July 11th Mr Berlusconi was 
not heard by the judges 
“mainly because of a visit to 
Italy by King Juan Carlos of 
Spain." Moreover, you under- 
score the fact that the meeting 
took place at 7.30pm, as if to 
suggest that the prime minis- 
ter could easily have found 
the time during the day to at- 
tend the hearing. 

This ignores the fact that 
previously Mr Berlusconi had 
chaired a meeting of his cabi- 
net and had participated in a 
vote at the Senior Council of 
Magistrates. All these official 
duties had been listed for The 
Economist's correspondent by 
the prime minister's office; but 
no trace of them appears in 
the article. 

PAOLO BONAIUTI 
Spokesman of the prime 
minister 

Rome 


SE REAESREARORAERESERETEEEH HH REREHOTHPEHHEHESHESHREOEH 


Editor's note: The prime minister's office 
told us that the king's visit was one of the 
reasons why Mr Berlusconi could not 
attend the judicial hearing. We doubted 
that explanation since the meeting with 
the king took place in the evening. So far 
as the other reasons for non-attendance 
are concerned, the judicial hearing had 
been scheduled well in advance, and the 


meetings cited in the spokesman's letter : 


were routine. 





Poland's reviving economy 


SIR - You are right to point to 
Poland's high unemployment 
as the main challenge for our 
government (“Nice holiday, 
pity about the job", July 27th). 
But you draw so gloomy a 
picture that one could think 
Poland on the brink of 
collapse. It is true that most 
economic indicators are not 
encouraging, but so itis in 
most of Europe; Poland is not 
immune to global economic 
trends. | 

Yet despite adverse 
external conditions, the 
economy is not heading for 
the abyss. The government 
has stabilised public finances 
and continues structural 
reforms, including 
privatisation, to improve the 
environment in which Polish 
firms operate. Though modest 
this year, GDP growth is 
expected to exceed 3% in 2003. 
Despite worsening terms of 
trade and appreciation of our 
currency, the trade deficit is 





the same as last year. es 


The finance minister’ snew — 
programme aims to revive the 
economy. It may raise 
criticism, especially of the pr 
idea of writing off the debt of . 
some enterprises. but under E 














and reliefs, The entire process .. 
will be fully transparent anc 2 
carefully monitored. To. treat - 
this programme as just a way - 
of “buying time forthe _ 
government” is completely 
unfounded. 

As to our negotiations with 
the European Union, it is not 
true that they are “going 
badly”. Poland is in the 
middle of the league of 
candidate countries. Of 
course, we are trying to get the 
best terms, and the 
negotiations, in their final 
phase, are tough. But to win a 
referendum on EU accession, 
the government has to 
convince the public that the 
conditions ultimately agreed 
really are the best we could 


` negotiate. And, without that, 


Poland might lose its historic 
chance. 

STANISLAW KOMOROWSKI 

Polish ambassador 

London 





The art of driving 


SIR - Is Michael Schumacher 
really a genius like Rembrandt 
(Achtung, Schumacher”, July 
27th)? Rembrandt’s work has - 
been known for centuries; 
will Mr Schumacher be: _ 
remembered in 400 years just 
because he drove a racing car 
and won a sports competition 
five or more times? Does 
anyone remember who were 
the best sportsmen in 
Rembrandt's times? 


HERMAN CORREA-DIAZ 
Billerica, Massachusetts m 








RADIO FREE € que € 


Middle e Ent funded by die U US Congress thromgf 


- Prague, Czech Republic 


“You will manage RFE RES ze division including the journalistic output and 
perations of our 24 broadcast services and 30 international bureaus. Reporting to 
resident, you will be responsible for developing and implementing creative 
trategies to strengthen the effectiveness of our broadcast operations and for adapting 
broadcast programs and formats to meet evolving domestic media environments within 
our broadcast regions. A university degree in journalism, international relations or à 
related field required as is 20+ years professional journalism experience in international 
“media organ ization(s) in progressively more senior-level positions. A broad knowledge 
if political, economie and social structures of RFE/RI broadcast regions. 
he successful candidate will have fluency in spoken and written English (proficiency 
cin one or more of RFE/REs broadcast languages desirable). 


We provide an excellent salary and benefits package including 


|» relocation, housing, and comprehensive health insurance. 


| TO APPLY: Please provide detailed resume/CV with cover 
| leer outlining qualifications and salary requirements to: 
_ | jobs@rferl.org; or fax: +420-2-2112-3881. 
|. Deadline for submissions is 23 August 2002. 


. RFE/RL is an Equal Opportunity Employer committed to workforce 
diversity. 


Visit our website at: www.rferl.org 


WWE's mission is to stop the degradation of iia planet's 
environment and to build a future in which humans live; 

with nature, by: conserving the world's biological diversi ; 
that the use of renewable natural resources is sustainable; promoti 
the reduction of pollution and wasteful consumption. 


WWE is one of the world's largest independent conservation organizations. WWF- 
India, the country's premier non- government conservation organization is seeking ar. 


SECRETARY GE NERAL & CHIEF EXECUTIVE OFFIC E R E 
— fo be based in Delhi, India i 


The main responsibilities of this position are to: 
act as chief spokesperson for WWF-India at the highest levels; 
* ensure the strategic development of WWF-India's conservation programme; 
* to raise funds internationally through the WWF family and through 
multi-lateral agencies; 
direct and improve WWT-India's operations and management systems; 
lead the strategic approach for conservation partnerships and fundraising: 
plan and monitor the WWF-India budget to ensure fiscal discipline; 
oversee and improve Human Resources, financial and audit systems; 
manage other major administrative and management issues 
including Communications, Law and Trade. 
The main requirements for this position include: 
* à proven track record of senior management with special emphasis on financial, 
human resources and systems management; 
good understanding of how the private sector, business and industry operates; 
effective negotiator with experience in high level contractual and legal matters; 
. strong ability to lead and interact at all levels of an international, multicultural 
and multilingual organization; 
strong interpersonal skills, good spokesperson with well developed presentation 
skills; 


excellent written and oral communication in English, other languages an advantage; ` | 


a dynamic and adaptable personality with an aptitude towards resolving problems | 
and building consensus; P 
* a strong commitment to the purpose of the organization; 
experience and understanding of both private business and non-governmental 
organizations will be an advantage. 
If you are interested in applying for this position, please send a covering letter with a 
c.v.to Mr Jamshyd Godrej, President, WWF-India, C/o Godrej & Boyce Mfg. 
Co. Ltd., Pirojshanagar, Vikhroli, Bombay- 400 079 (INDIA), 
fax number +91-22-5961555, e-mail at jngodrej @godrej. com 


The closing date for applications is Monday I6 September 2002, 





Pacific Northwest National Laboratory 


Operated by Battelle for the U.S. Department of Energy 





Center for Global Security Director 


Within the Laboratory's National Security Directorate, the Center of Global Security located in Seattle, WA, USA develops 
i regional partnerships to complement and integrate with the core, environmental, energy, and fundamental science capabilities 
. | of the laboratory to address issues of global security. The successful candidate must be a nationally recognized expert in one or => 
ee < more; areas of proliferation prevention, homeland security, or regional security. Hands-on experience with the implementation: 
COBowf policies designed to further global security is highly desirable. Must have strong interpersonal and communication skills and: 

hs a demonstrated ability to work effectively and build partnerships with community, academic, state, and federal leaders as well l 
as with. physical and social scientists. Must be able to demonstrate a successful record of building innovative programs and staff _ 
is -capabilities that achieve national recognition. Familiarity with the US Department of Energy, the National Laboratory system, | 
- and the Departments of Defense and State is highly desirable. The selected candidate will establish and build the professional - 
. ^ visibility and reputation of the Center for Global Security in the areas of global and regional security and homeland security; 
= -develop a portfolio of innovative project work that has impact and that is closely coordinated with the science and technology 
| of the Pacific Northwest National Laboratory located in Richland, WA; serve as an effective liaison with the community and 
|. region; and build and maintain integration between Seattle-based and Laboratory capabilities. An advanced degree in a - 

- "technical or political science or related area and 10-15 years of experience and demonstrated success in building and leading 
 multi-million dollar programs that apply science-based capabilities to policy-level national security or environmental issues 
. required. Must possess the ability to be granted and retain a DOE Q security clearance. We offer a competitive salary and 


benefit package. 


~ a For consideration, please submit resume to: http://jobs.pnl.gov/jobs. asp?reqs=1 04344 or frances.podratz@pnl.gov or Frances 
| Podratz, MSIN-K8-15, P.O. Box 999, Richland, WA 99352, USA. PNNL is an EEO/AA employer and values diversity in the 


- | workplace. F/M/D/V are encouraged to apply. 
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is EUROPEAN UNIGN 


| Central Fiscal Authority 


Kosovo 


The European Union Pillar of the United Nations Mission in Kosovo is the 

primary agent for economic change and restructuring in the Province. 
.. Within the EU Pillar, EU international and local staff in the CFA and the 

. Ministry of Finance and Economy (MFE) are responsible for institution and 
capacity building of Kosovar counterparts with a view to eventually 
transferring the portfolio to their responsibility. The competencies of the 
CFA and the MFE include: budget planning, treasury, tax policy and 
administration, macro economic policy and analysis, and intergovernmental 
relations. The CFA has taken the lead in the development of a fiscal policy 
framework and administrative structure, as well as the financial 
management of the Kosovo Consolidated Budget. Specifically, the CFA is 
responsible for treasury functions, budget development and implementation, 
revenue analysis, tax collection, and customs administration. 


In this context we seek mature professionals for the following positions 


* IT Manager 
Revenue Policy Adviser 
Revenue Administration Adviser 
Procurement Policy Adviser 
Financial Accountant 


The detailed job description for the positions can be found at 
w'ww.euinkosovo.org 


An internationally competitive compensation package, inclusive of living 
conditions allowance, is offered. 


CV and covering letter in English is to be submitted to eupillar- 
recruitment@eumik.org. The closing date for applications is August 25th. 
Applicants must be nationals of a EU member state or CARDS (PHARE, 
OBNOVA) countries. Only candidates selected for interview will be 
contacted. The UNMIK EU Pillar is an equal opportunity employer and 
encourages application from female candidates. 


United Nations Development Programme 


The Government of LAO PDR and UNDP are seeking to recruit the 
Resident Process Advisor for the SUPPORT TO GOVERNANCE AND 
PUBLIC ADMINISTRATION REFORM (PHASE ii) PROJECT. 


Background: 


The project aims to assist the government of Lao PDR in the design and | 


implementation of reforms that respond to the improvement of its system 
for governance and public administration. 


Functions: 


-i| The Resident Process Advisor will be responsible for providing continuous | 
|| advice, support and train the government and selected officials; on the | 


design and implementation of major programs of governance and PAR, 


on methodologies and practices associated with program and project | 


| management, documentation standards, office productivity tools and 


techniques and, facilitate the national, regional and international transfer | 
of know-how and experiences. (S)he will support in the preparation of | 
work-plans, budgeting, performance assessment, training and workshops, | 
. terms of reference and will advise the UNDP on the joint approval and | 


_ sign-off of the design documents and selection of government candidates 


|. as well as of the recruitment of intl. and national consultants. Also will. | 


support in the functions of donor coordination and the mobilization of 
additional funding. (Please refer to our homepage for more information 
www.undplao.org) 


| The RPA should have solid experience (15-20 years) in governance and 
PAR, both regionally and internationally, in program and project 
management, monitoring and evaluation, in training and workshop 
facilitation. (S)he should have excellent report writing and 


“Hl communication skills in English and in results oriented, strong team 


player, adaptability and cultural sensitivity. 


| Start in October 2002 for a period of one year in Vientiane. interested 


| candidates should send CVs along with a letter of interest by 30 August 


2002 to Human Resources Unit, UNDP, P.O.Box 345, Vientiane, Lao PDR 
Fax: (856 21) 212 029 or 214 819 Ref: LAO/00/007 — Resident Process 


Advisor. Only short listed candidates will be notified 


delivering solutions 


WSP International Managemer t Consulting | HE 
Management Consultancy Services Director Designate E 


WSP international Management Consulting (wsPim¢) is a wholly owned ` 2 
subsidiary of WSP Group plc, a publicly quoted planning, engineering and. ] 


management consultancy. The Group operates internationally, employs over | > 
5,000 staff and has an annual turnover of £225 million. WSPimc has over 40 ] 


years’ experience of providing management and consultancy services in the : 
road, urban, rural development and public administration sectors in - 
developing countries. The Company works with government agencies and 
local authorities and for all of the main international, multinational and 
bilateral funding agencies. Operating from its head office at Gatwick Airport 
WSPimc employs nearly 60 development professionals and has worked in ME - 
50 countries. E 


We wish to appoint an outstanding professional who can build on € " 


excellent reputation in the transport sector in developing countries to T. 


develop and grow our management consultancy services business in public. 


finance and economics, governance and policy, sustainable livelihoods and |. 
public sector reform. Although this will be your primary responsibility you will 1 - 


also be involved in project management, business development. and project 
work across the whole spectrum of the business. The position will involve 
spending between 60 and 90 days per annum overseas on Company business. 


We are seeking a professionally qualified individual with a proven track f 
record of winning, managing and delivering management consultancy. [> 
assignments in developing countries. Well respected in his/her area of © 
expertise with an extensive network of clients, donors and other 
professionals. A team player who is resilient and in control under pressure and 
has the passion, drive and ability to win work and an aptitude to inspire and 
influence others. Excellent communication and writing skills are essential. 


An attractive package is on offer to the right person. 


Please send your full CV, covering letter and a bullet point summary of your 
main areas of expertise by e-mail to Gavin English, at 
in, sh@wspgroup.com, WSP International Management Consulting 
Tel: +44 (0)1293 602600. Fax: +44 (0)1293 602699. Website: 
http:/Awww.wspgroup.com. When applying, please quote reference Dir/Eco 


‘BURGIPEAN UNION 


Strategic Opportunities in the 
Energy Sector 


Kosovo 


The European Union Pillar (EU Pillar) of the United Nations Mission in 
Kosovo (UNMIK) is the primary agent for economic change and 
restructuring in the Province. Within the EU Pillar the Kosovo Trust 
Agency (KTA) has been tasked with the administration and oversight of 
Publicly Owned Enterprises ranging from public utility providers to 
transport and telecommunications. The Energy Division of the KTA 
governs, manages and supervises the energy service providers in Kosovo. 
The Energy Division coordinates donors and other international initiatives 
affecting the sector, and is responsible for the establishment of strategy and 
policy for the energy sector for the next 15 years. 


The Energy Sector of the KTA is currently seeking to fill the 
following posts: 
* Head of Strategy and Policy Office 
Strategy and Policy Officer 
Project Development /Donor Coordination Manager 


Detailed job descriptions for al vacancies are found at 
www.euinkosovo.org 


An internationally competitive compensation package, inclusive of living 
conditions allowance, is offered for all posts. 


A CV and cover letter in English are to be submitted to 
eupillar-recruitment@eumik.org. The closing date for applications is 
August 25th. Applicants must be nationals of an EU member state or 
CARDS (PHARE, OBNOVA) countries. Only candidates selected for 
interview will be contacted. The UNMIK EU Pillar is an equal opportunity 
employer and encourages application from qualified female candidates 
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Ooo. BURGPEAN UNION 


- Senior Privatisation Experts 
». Kosovo 





. "The European Union Pillar (EU Pillar) of the United Nations Mission in Kosovo is the 
.. primary agent for economic change and restructuring in the Province. Within the EU 
^c Pilar the Kosovo Trust Agency (KTA) will take action to preserve or enhance the value, 
.. Viability, and corporate governance of Socially and Publicly Owned enterprises. The 
C Socially Owned Enterprises Division of the KTA administers and takes the lead in the 
- privatisation of the approximately 400 Socially Owned Enterprises (SOEs) of a commercial 













iable. Others have idle assets that need to be mobilized for the private sector preferably 
y means of transparent tender, The privatisation of designated SOEs will allow for 
2mpedctivation of idle assets and comprehensive restructuring of existing enterprises by 
"private investors. 


2 : In this context unique opportunities arise for mature professionals with the following 
ites: i 










* Head of Privatisation 

* Head of Monitoring and Technical Department 

* Regional Coordinator 

f * Regional Privatisation Hends (5 posts) 

un The selection criteria and background for all positions are: 

ae E Conceptual and analytical abilities, enabling incumbents to provide strategic direction 

^2: ^0 and leadership in policy formulation 

^; * Relevant.advanced academic qualification in the respective professional area 

* BSelfstarters motivated to excellence and wanting to contribute to the task of fostering peace 
vl. and economic development 
o * Excellent speaking and writing ability in English. Experience working in Central and Eastern 

Europe or in the Balkans is an added advantage 

* Prior international experience, enabling candidates to provide the knowledge frameworks 
and transitional modalities in the respective job areas - 

. Strong managerial and communication skills, Energetic, culturally sensitive and politically 
astute team player 







An internationally competitive compensation package, inclusive id local living conditions 
allowance, is offered for all posts. 


CV and cover letter in English is to be submitted to eupillar-reeruitment@eumik.org. Closing 
date for applications is August 25th. Applicants rust. be nationals of a EU mernber state or 
CARDS (PHARE, OBNOVA) countries. Only candidates selected for interview will be contacted. 

The UNMIK EU Pillar is an equal opportunity employer arid encourages application from female 
candidates. 


Detailed job descriptions and election criteria for ai. vacancies are found at 
www.euinkosovo.org 







UNITED NATIONS RELIEF AND WORKS AGENCY 
FOR PALESTINE REFUGEES IN THE NEAR EAST 
(UNRWA) | 
is seeking to employ a: 


Director of Audit and Inspection 
Department, D-1, HO/Amman 


m .. For detailed information, please refer to UNRWA 
website http: www.unrwa.org/ 


s APPLICATIONS: The UN Personal History Form 
- |. can be printed out and faxed to (4972 8) 677 7694, 
= or mailed to: Head, Recruitment Section, UNRWA 
| HQ Gaza, via UNRWA HQ Amman, P.O. Box 

f A 140157, Amman 11814, Jordan. Resumes (CVs) can 
—]- be emailed to: unrwa-ahr@unrwa.org 


l : ; Please quote ref.#VN/M/37/2002. The deadline for 
|. receipt of applications is 25 August 2002. 
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and industrial nature on the territory of Kosovo. Some of the SOEs are commercially ' 
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For the African Department located at its headquarters in " 
Washington, D.C., the International Monetary Fund (IMF) Es 
is seeking a Et 


Social Development Officer 
Since 1999, the IMF's concessional lending program has 
included an explicit focus on poverty reduction in the con- 
text of a growth-oriented strategy. This is achieved through 
the IMF's Poverty Reduction and Growth Facility (PRGF) 
and government preparation of Poverty Reduction Strategy ~~ 
Papers (PRSPs} which rely on broad based participatory LS 
dialogue with representatives of civil society and the donor... 
community. The targets and policies embodied in PRGF- 
supported programs are derived from each country's 
Poverty Reduction Strategy (PRS). 


Responsibilities: ENS 
The main responsibilities of the Social Development Officer - 
are to: 

* Advise mission teams on Poverty Reduction Strategies 
* Work closely with mission teams to ensure that there is 
a link between the PRGF-supported programs and the 

countries’ PRSP 

* Develop methods for undertaking Poverty and Social 
impact Analysis (PSIA) of policies and reforms in 
PRGF-supported programs, working with bilateral and 
multilateral donors 

e Participate in IMF missions to selected African countries 
and contribute to the resulting reports 

* Participate in, and contribute to, meetings of the Special 
Program for Africa 


Requirements: 

* Demonstrated track record in poverty analysis and 
research, as well as operational experience 

* An understanding of macroeconomic policies and 
familiarity with quantitative methods of poverty analysis 

e Sound technical operational experience in macro-level 
participatory processes 

e Substantial practical experience working with 
economists to provide understanding and monitoring of E 
the implications of different policy choices for the welfare. 03 
of poor people ee 

e Technical ability to think across disciplines, such as social - p. 
development and microeconomics | 

e Strong communications skills and the proven ability to 
work in a team environment 

e Fluency in French is essential, and experience in a 
developing country would be an advantage 


To Apply: 
Qualified candidates are invited to apply online through the | 
IMF's website at www.imf.org/recruitment by August 31, 
2002, making specific reference to Vacancy No. 
R02350B. Additional details regarding the 
position are also available at this site. 


























Further details about the role and function 
of the IMF are provided on its website: 


http//www.imf.org 



















FINANCIAL SECTOR REFORM 
AND STRENGTHENING INITIATIVE - 


Procurement of a technical assistance Panel 


I Strengthening Financial Sectors 


Invitation to Express Interest to join a Panel of Consultants to provide Technical Assistance to the Financial Sector of countries eligible to borrow from : q 
| the World Bank | | 


| This specific procurement advertisement follows a general. procurement notice, which was placed in the media and with the United Nations . l 
| Development Business and the Official Journal of the European Community in June 2002. 


| The FIRST Initiative is a significant new multi-donor project aimed at developing robust and diverse financial sectors in developing countries. To date; EI 
] US$ 51 million has been pledged over the next four years to provide technical assistance grants to low and middle-income countries for short. and. d 
| medium term capacity building and policy development. The present partners in FIRST are the World Bank, the International Monetary Fund (IMF), PE- 
the UK Department for International Development (DFID), the Canadian International Development Agency (CIDA), the State Secretariat for Economic H 
Affairs. of Switzerland (SECO) and the Ministry of Foreign Affairs of the Netherlands (MFA). -$ 


FIRST will fund the provision of technical assistance in the areas of financial sector regulation, supervision and development, including: 





financial system reform, policy and strategy debt markets and management 
financial sector legal, regulatory and supervisory frameworks insurance 
banking systems pensions 


capital markets 
payment systems 
corporate governance 
accounting and auditing 
insolvency regimes 


collective investment schemes 

market integrity and financial crime (anti-money laundering) 
financial systems diversification (development of non-bank 
financial institutions and new market instruments) 


eee ees eee 
ee eeee 


Over 55% of funds committed to FIRST are designated for funding projects in low-income countries (eligible to borrow under the IDA window of the 
World Bank). 


FIRST now seeks to create a Panel of pre-qualified technical assistance providers. Panel members will be selected by FIRST under procurement rules 
modelled on the World Bank's guidelines: "Selection and Employment of Consultants by World Bank Borrowers”. 


In order to provide FIRST with a well-balanced Panel that can respond quickly and effectively to call down requests, we now invite expressions of 
interest from: 


* Broad Coverage Firms  * Specialist Firms . independent Consultants - 


Broad Coverage Firms 


These will be firms, or combinations of firms, 
that can provide a wide range of skills across 
the financial sector in many or all of the sub- 
sectors itemised above. 


These firms should also have broad experience 
in working with developing countries and/or a 


Specialis Firms 


These will be: fens with in- depth P howiedaé 
and experience of one or more of the financial 
sub-sectors itemised. above. Examples could 
include pensions, insurance, payment. systems, 
specialist capital market skills (such as debt 
securitisation) and anti-money laundering. 


Independent Consultants 


Independent consultants will have a minimum 
of 10 years’ professional experience in their 
chosen area of financial sector specialisation. 


Specialist expertise or special knowledge of 
certain developing countries or regions will be 
advantageous, 


strong regional presence and experience. 





Firms may wish to consider joining with others where they believe skills and experience will complement one another: for example, a “broad 
coverage" firm might wish to join with a "specialist" firm or a firm with a strong regional presence. A “broad coverage” firm, which believes that it 
can also offer in-depth specialist skills in a particular financial sub-sector may submit an additional EO! for consideration as a "specialist firm." 


The Expression of Interest (EOI) for firms should include a short description of skills and experience (no more than 3 pages), a list of relevant 
Ss assignments and of key staff (no more than half page summaries per person). The successful applicants will have experience in both advisory services 
-ff and the delivery of training. Independent Consultants are required to submit their detailed CVs. 
















] we anticipate that between 10 and 15 firms, including both "broad coverage" and “specialist” firms, and about 10 independent consultants will be 
4d] selected for the Panel. A short list will be compiled from the EO!s in early September and requests for a Technical Proposal only will be sent out shortly 
41 thereafter. Final evaluations will be based on World Bank guidelines for Quality Based. Selection. Successful candidates will be asked to negotiate the 
$i final contracts and the level of fee rates by category of consultant or employee proposed. 


| ft is likely that Panel members will provide the significant majority of technical assistance to beneficiaries of FIRST support. 

Interested firms or consultants may obtain further information at the address below or by looking at the web site: www. firstinitiative.org. 
$ We will contact firms and consultants who have already registered an EO! in ca to our General Procurement Notice advertisement, with | » 
] instructions on how to update their details online. 


i : Expressions of Interest (EO!) should be submitted in English using the application loh on ihe FIRST website (www. firstinitiative.org). The EO! may be 1 
I delivered. to the address below, if you are unable to register online. The deadline for submission of EOls is 17.00 hours (British Summer Time) on 
] Monday, 2 September 2002. j 


Contact: Cristina Bortes 
. Project Manager, Management Unit 
.. FIRST Initiative, 
Eme, 3 Millharbour, London, E14 9XP 





EU 
Buitenlandse Zaken 





C d int al ; zs 
Fax:+44 (0) 20 7538 3130 un DFID zae TE) Denmena EVD” 


United Kingdom | 3 
Tel: +44 (0) 20 7538 3111 iss An. : /" 3 
E-mail: cbortesGfirstinitiative.org f 
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Dim drums throbbing in the hills 


half heard 


Is there something about Islam that makes it impossible for Muslims to fit into 


western, liberal societies? 


T THE end of the street stands the 
church, its steeple rising high above 
the roofs of the neighbouring terraces. The 
roads on either side are named after Eng- 
lish county towns—Cambridge, Stafford, 
Warwick and so on-and in the pub on the 
corner of Warwick Street the pints are be- 
ing pulled. Oh, to be in England. But this is 
not quite the England of Robert Browning; 
this is Oldham, a decaying cotton town 
just outside Manchester, where litter 
blows in the street, buddleia sprouts from 
the brickwork of the factories that made 
19th-century Lancashire rich—and the chil- 
dren running into the building opposite 
the pub are Muslims arriving for their 
daily measure of Koranic instruction. 
Similar scenes can be found in many 
towns in Western Europe these days. It is 
hardly a novelty to see women in saris, 
men wearing turbans, or signs written in 
strange scripts. Even the riots that erupted 
in a part of Oldham last summer seem a 
bit familiar: mass immigration has been a 
fact of life for West Europeans for several 
decades now, and so have its concomitant 
problems. What is new is not concern 
about immigrants in general but about 
Muslim immigrants in particular. 
September 11th and Osama bin Laden's 


justification of violence in the name of Is- 
lam were enough to arouse all sorts of 
worries about the Muslim world, where 
theocracies flourish, women tend to be 
downtrodden, zealots chop off limbs for 
breaches of the law and adulterers may be 
stoned to death. That several of the perpe- 
trators of the attacks on the twin towers 
had apparently lived for years in western 
countries raised further worries about the 
enclosed societies that seemed to exist 
within the West, societies in which hate 
could be preached and treachery plotted 
while all around non-Muslims remained 
utterly unaware. 

Then, in May, came the Dutch general 
election and the bewildering success, until 
his murder, of Pim Fortuyn, the gay critic 
of the Netherlands' consensual political 
establishment. Part of Fortuyn's message 
was simply anti-immigration: the country 
was "full up". But it was not only racists 
who responded to his views about Islam. 
It was, he said, a "backward religion", in- 
tolerant of homosexuals and women's 
rights. This struck a chord well beyond the 
Netherlands, as may be judged by some re- 
marks of Joschka Fischer, Germany's for- 
eign minister, at the end of May. It was nec- 
essary, said Mr Fischer, whom no one 


would consider illiberal, to find out 
whether Islamic traditions and teachings 
were compatible with the values of mod- 
ern western societies. 

Up in Oldham, Riaz Ahmad could be 
forgiven for feeling a bit hurt. Having been 
elected mayor of this town of 220,000 
people, 11% of them Muslim, only three 
weeks earlier, he had just started to use his 
new position to bring people together. He 
considers the main problems of everyone 
in Oldham to be the scarcity of jobs and 
decent housing and all the other handi- 
caps associated with poverty. These afflict 
immigrants even more severely than lon- 
ger-established citizens. 

The immigrants who arrived in Old- 
ham in the 1970s and 1980s came to work 
in the textile industry, expecting to go 
home to the Indian subcontinent in due 
course. The Turks who went to Germany 
as "guest-workers" from the 1960s on- 
wards, and the North Africans who went 
to France around the same time, all had 
similar reasons for leaving home, and sim- 
ilar hopes of returning. But, for most of 
them, the return has never happened. 
Meanwhile, they have failed to learn Eng- 
lish (or German or French) very well and, 
to make matters worse, most of their origi- 
nal jobs have gone. Now, in Oldham at 
least, any work to be had is in offices or 
banks or dry cleaners, where a command 
of the language is far more important than 
in a textile mill. So Asians find it hard to get 
jobs, while their children, held back by 
poor English, often fare poorly at school. 
Some schools are over 90% Asian. 

Mr Ahmad mentions other difficulties 
faced by Oldham's newcomers. Many » 


> 





grew up in rural areas in Bangladesh and 
Pakistan, a far cry from urban England, and 
they were unskilled. Moreover, some 
brought their feudalism with them, and 
also the loyalty to the clan associated with 
it. This means that today an extended fam- 
ily of up to 500 people may vote as one. 

This kind of behaviour is not confined 
to Oldham: as many as 600,000 of the 2m 
or so people in Britain who originated in 
the Indian subcontinent came from just 
one region, Mirpur, in the Pakistani part of 
Kashmir. Like others from South Asia, Mir- 
puris congregate together, bring girls and 
boys to Britain to marry their sons and 
daughters in arranged (and occasionally 
forced) marriages and thus help to consti- 
tute the “parallel society"—the term is used 
in an official report into last year’s riots— 
which exists in Oldham. 

Such habits obviously make it harder 
for these communities to fit into British 
society as a whole—and Britain has been 
quicker than, say, France or Germany to 
come to terms with the idea of integration, 
whereby immigrants may keep the culture 
and religion of their homeland, rather 
than assimilation, whereby they are indis- 
tinguishable, except perhaps by colour, 
from the natives. In themselves, these hab- 
its have little to do with Islam. Yet some as- 
pects of Islam do reinforce the isolation of 
Muslims in Western Europe. 


Abroad at home, by satellite 
The position of women is a case in point. 
Whether for cultural or for religious rea- 
sons, women tend to come a poor second 
to men in Islamic societies. After marriage, 
they often spend much of their time in- 
doors, cut off from the sorts of activities 
that might bring them into contact with 
their non-Muslim neighbours. Another 
consequence, says Pierre Bédier—who, un- 
til he became a government minister in 
June, was mayor of Mantes-la-Jolie out- 
side Paris—is that they spend much of their 
time watching television, and not just the 
standard diet devoured by most people in 
France. The television beamed into the 
homes of French Muslims comes from the 
Middle East or North Africa, with pro- 
grammes that constantly dwell on the 
tribulations of the Palestinians and the 
“victimhood” of the Arabs in general. In 
the main square of Le Val Fourré, the Mus- 
lim quarter of Mantes-la-Jolie, where an 
electioneering President Jacques Chirac 
was spat upon by youths earlier this year, 
few women are to be seen, and in the café 
the people drinking mint tea are all men. 
That is not to say that all women are 
subjugated. Far from it Le Val Fourré's 
hammam-Turkish bath—is run by Fatima 
Jaadane, a successful entrepreneuse from 
Morocco, and several young women are 
serving beer in the recently opened night- 
club nearby. Such behaviour would not go 
down well in Oldham, though. A few girls 
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28-year-old community worker, but they 
probably do not tell their parents, and 
many do not drink. He says he is "not reli- 
gious"—he goes to the mosque once a 
week-but, unlike Oldham's whites, *We 
don't like to go to pubs." 

Phil Woolas, a local Mp, says Islam's 
ban on alcohol was a significant contribu- 
tor, along with testosterone, to last year's 
riots. If you're an unemployed youth, with 
dim prospects, sharing a bedroom with 
five brothers and forbidden by your par- 
ents to go out with girls or have a drink, 
and along come some provocative white 
racists, you're tempted to take them on. 

Most of Germany's Muslims are Turks, 
whose attitude to Islam is much more re- 
laxed than that of Pakistanis. But in Ger- 
many, as in Turkey, some Muslims are be- 
coming more devout, and even more are 
choosing to assert their Muslim identity as 
a form of self-expression, a way of saying 
that they are not ashamed of their origins. 
Many women do this by wearing the 
headscarf, an act no more objectionable, 
you might think, than Sikhs wearing the 
turban or Jews the yarmulke, but one that 
is a constant reminder to those around 
them that they are not going to reject their 
background. 

Cem Ozdemir, one of only three mem- 
bers of the Bundestag of Turkish origin, 
sees no problem with this. So long as Mus- 
lims respect the German constitution, 
speak a bit of the language and accept the 
values of society—which are universal, he 
notes, not specifically Christian—their 
readiness to fit in should not be ques- 
tioned. Yet he admits that Muslims have 
sometimes been responsible for attacks on 
gays and lesbians in Germany, to their dis- 





Enfants de la patrie? 


do go clubbing there, says Zaffer Ullah, a 





may as well as injury, since homosexuals 
have often been in the forefront of cam- 
paigns against all kinds of discrimination. 

Certainly, some Islamic practices seem 
jarring to Europeans. The ritual slaughter 
of tens of thousands of sheep at the an- 
nual feast known as Aid al-Adha draws a 
shocked response each year in France. Less 
upsetting but still awkward are Islamic bu- 
rial requirements, some of which (the ban 
on coffins) conflict with public-health 
laws. Since exhumation is also strictly for- 
bidden under Islam, and bodies must be 
buried as soon as possible, 90% of Ger- 
many's Muslims are flown home to be bu- 
ried once they die. France has only one 
Muslim cemetery, at Bobigny, and Ger- 
many none, though land at Tempelhof in 
Berlin may yet be used. In Le Val Fourré, 
the bodies of older Muslims are also sent 
home, though the young are usually bu- 
ried in the Catholic cemetery. 

Such practices serve to perpetuate the 
links with the homeland. So does the re- 
luctance of many states to grant citizen- 
ship to their immigrants, sometimes even 
to the children of immigrants born in Eu- 
rope. But nothing perpetuates these links 
as worryingly as the Muslim organisations 
that exist in Europe and the mosques in 
which Europe's Muslims worship. 


Once a Turk, always a Turk? 

In Germany, for example, the biggest orga- 
nisation for immigrants is DITIB, an arm of 
the Turkish government's office for reli- 
gion. Turkey is a secular state, thoroughly 
hostile to fundamentalism, so DITIB is far 
from Islamist, but it does not do much for 
integration. On the contrary, since its main 
concern is the pursuit of Turkey's national 
interest, it encourages Turks in Germany to 
think of themselves as Turks. So do Turk- 
ish-language press and television. The 
German edition of the Turkish paper Hur- 
riyet is, in Mr Ozdemir’s words, “more 
nationalist than the Turkish one". 

Only a small fraction of Germany's 
3.2m Muslims belong to the country's 19 Is- 
lamist groups but, according to the au- 
thorities, they add up to nearly 32,000 peo- 
ple. The largest organisation, Milli Gorus, 
is linked to the main Islamist party (whose 
name changes according to the latest ban- 
ning order) in Turkey. It does not preach vi- 
olence, but its 27,500 members are likely to 
be taught that integration into western so- 
cieties is treason under Islam. Other fun- 
damentalists may belong to the Islamic 
Cultural Centres, a group headquartered 
in Cologne that operates in half a dozen 
other West European countries. Or they 
may, if they are brave, belong to the Ca- 
liphate State, banned last December, with 
1100 members in Germany. 

Many Islamic organisations perform 
vital tasks neglected by others—for in- 
stance, helping immigrants to find housing 
or work (the unemployment rate among » 





> Berlin’s 180,000 Turks is over 40%, com- 
pared with 17% among Berliners at large). 
But both the number and the structure of 
these groups make it difficult for outsiders, 
whether the government or Christian 
churches or others seeking to build 
bridges, to know whom to deal with. 

This pattern, or rather absence of pat- 
tern, is mirrored in the mosques. Most in 
Berlin are organised on a national basis. 
Most do good work, organising pro- 
grammes for women about health care or 
child welfare. They win praise for their 
anti-drug activities. But what is taught by 
their imams, both in the mosque and in 
the school (or madrassa) that is generally 
attached, is often unknown to outsiders. 

It may be well known that venomous 
sermons are preached in the Finsbury Park 
Mosque in London by Abu Hamza al- 
Masri, a one-eyed sheikh with a special 
distaste for America. It may be that the Ital- 
ian police have long known, as George 
Bush said last year, that the Islamic Cul- 
tural Institute in Milan harboured a terro- 
rist cell. But for most people what goes on 
in Europe's mosques—which are usually 
flats or halls or garages, not the domed and 
minareted buildings of the Levant-is a 
matter for conjecture. That inevitably 
turns to suspicion when news breaks, as it 
did recently, that leading imams in Am- 
sterdam, Rotterdam and The Hague had 
apparently been inciting their congrega- 
tions to violence. 

Europe's imams are usually sent and 
paid for by the governments of Muslim 
countries. Secular Turkey, through DITIB, 
sends imams and provides Islamic lessons 
for children in Germany. Morocco and Al- 
geria do the same in France. In Le Val 
Fourré the mosque, a handsome affair by 
any standards, was built by Saudi Arabia, 
and for a while, until the French intelli- 
gence service “organised a change", had a 
fundamentalist imam. Why do govern- 
ments believe it their duty to provide 
mosques and imams in a foreign country? 
Perhaps to stop their expatriates falling 
prey to radicalism; perhaps because the 
distinction between church and state is 
never clear for theocratic Muslims. 

A fear of extremism is not confined to 
non-Muslims. Ghoul Moulay, an imam in 
Marseilles, frankly expresses his fear of 
fundamentalists not just from Somalia or 
Yemen but also from Britain. Soheib Ben- 
cheikh, the grand mufti of Marseilles, says 
"Muslims must become immunised 
against outside radicalisation." Like many 
others, they believe it essential that imams 
should be trained in Europe, not in the 
Middle East, the Maghreb or Pakistan. 

But where will the money come from to 
build and run the necessary colleges? Sec- 
ular, anti-clerical France is constitutionally 
forbidden to give state money to religions, 
though the long-established Christian 
churches and their Jewish counterparts re- 





Two loyalties, too 


ceive tax benefits. Mr Bédier, the ex-mayor 
of Mantes-la-Jolie, thinks a solution could 
be found. First, government buildings 
could be rented out to Muslim groups for 
peppercorn sums. Second, a state school 
could be set up to train imams in Alsace- 
Lorraine, which was not a part of France 
when the crucial law on separation of 
church and state was enacted. 

A similar effort is needed in Germany 
to promote suitable Islamic education in 
schools. The German constitution says all 
children have the right to religious educa- 
tion, and in Länder (states) such as North 
Rhine-Westphalia about half of all kinder- 
gartens are organised by the church, 
though they are 60% financed by the state. 
Jewish children receive teaching overseen 
by the Central Council of Jews, but the 
country's 3.2m Muslims receive no Islamic 
education from the state—leaving the field 
wide open to the unsupervised madrassas. 
In Germany, the Central Council of Mus- 
lims may fill the breach, and one institute 
to train teachers is getting going in Mün- 
ster, but many more are needed. Spain lags 
even further behind, chiefly because the 
government is still searching for a Muslim 
authority with which to reach agreement. 


The slow path ahead 

Generalisations about Europe's Muslims 
need heavy qualification: their cultural 
and national backgrounds, which vary 
enormously, may play a bigger part in 
their ability to integrate than their religion. 
So may the culture and politics of the 
countries they now live in: all Common- 
wealth citizens enjoy the vote in Britain, 
for instance, which means that Muslims 
from Bangladesh, India, Pakistan and parts 
of Africa can vote in British elections as 


soon as they arrive. Their children, more- 
over, are British if they are born in Britain. 
In France and Germany, by contrast, citi- 
zenship has been granted only grudgingly. 

One broad conclusion is clear. Pim For- 
tuyn was wrong: nothing in Islam makes it 
impossible for Muslims to fit into West 
European society, as the successful integra- 
tion of many thousands already attests. In 
particular, he was wrong to think Islam 
was necessarily, and therefore immutably, 
intolerant. It is true that some Muslims are 
intolerant of homosexuality and treat 
women badly, but homosexuality was a 
crime in most western countries until re- 
cently, and women did not have full vot- 
ing rights in Britain until 1929. In France 
they were not allowed to sign cheques un- 
til 1962. Given time, and effort on all sides, 
most Muslims will lose their censorious- 
ness, as well as their insistence on marry- 
ing within their communities. And any- 
way, how many Catholics would still 
prefer their children to marry a Catholic 
rather than a Protestant? 

But integration is hindered both by cul- 
tural and, to some extent, by religious fac- 
tors. The critical mass of the Muslim immi- 
grant communities, which makes it easier 
for individuals to survive unintegrated, is a 
serious impediment, just as itis for Latinos 
in the United States. So, in one respect, is 
the strength of Islam as a religion. That 
strength brings several benefits. Muslims 
are generally good, law-abiding citizens. 
They tend to have strong family values. 
Their children who have gone through reli- 
gious education often gain a self-confi- 
dence that helps them in their other school 
work. But Islam is a religion that is readily 
open to extremist distortion, as all reli- 
gions are to some extent, and it is ill- 
equipped to impose restraint on its wilder 
followers: 7096 of the imams in France are 
self-proclaimed, laments Imam Moulay in 
Marseilles. If an association wants a fun- 
damentalist, no one can stop it. 

The lesson is that, if integration is the 
aim, everyone must work at it. In Britain, 
the most residentially segregated of all im- 
migrant groups are the Bangladeshis, 
many of whom are crowded into a single 
borough, Tower Hamlets, in East London. 
The next-most-segregated are the Paki- 
stanis, followed by the Indians, with the 
Caribbean population relatively well inte- 
grated. Indeed, Ceri Peach of Oxford Uni- 
versity argues that the Caribbeans are fol- 
lowing an “Irish”, assimilationist path, 
whereas the predominantly Muslim South 
Asians are following a "Jewish", pluralist 
path in which they are economically inte- 
grated but socially encapsulated. It would 
be wrong to assume that what happens in 
Britain will necessarily happen elsewhere, 
just as it would be wrong to attribute the 
South Asian Muslims' lack of progress in 
society only to their religion. But it would 
beoddif Islam had nothing to do with it. m 
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There’s always someone looking at 
you—and the people don’t like it 


TOKYO 


Anew national database has sparked a rare outbreak of civil disobedience 


N THE late 1970s, nervous residents of 
Suginami-ku, one of Tokyo’s western 
wards, were battling the municipality’s 
plans to load their personal records into 
electronic databases, fearing the move 
would make it easier for the government 
to invade their privacy. To bypass the prot- 
ests, local officials simply had the menac- 
ing new computers smuggled into the 
ward's offices—at 3am. A quarter-century 
later, Suginami-ku's residents are at it 
again, fighting fiercely to protect their pri- 
vacy. This time, however, the local govern- 
ment is eagerly taking the residents' side. 
And to the embarrassment of Japan's na- 
tional officials, the municipality is keen to 
wage this campaign in broad daylight. 
This week, in an unusual act of de- 
fiance, at least by Japanese standards, Sugi- 
nami-ku and five other municipalities re- 
fused to carry out a central-government 
directive to tie their records into a new na- 
tional network, which went live on August 
5th. The network, known in Japan as Juki 
Net, will assign each citizen an 11-digit 
identification number, and then link that 
electronic marker to the person's name, 
sex, address and date of birth. The system 
will then allow any ministry, agency or 
municipality to tap into such data on any 
Japanese citizen. 
With local government divided among 
more than 3,300 cities, towns and villages, 
a half-dozen holdouts might seem easy to 


dismiss. But given the influence Japan's 
central government has usually wielded, 
their dissent has registered loudly. Within 
a week of announcing on August 1st that it 
would boycott the new system, Sugi- 
nami-ku had received over 40 requests 
from non-residents to establish an address 
in the ward, as a way to give Juki Net the 
slip. In a recent poll by the Asahi Shimbun, 
one of Japan's biggest dailies, 86% said that 
they expected some personal information 
to leak from the new computer network, 
while 76% believe that the project should 
be postponed. Detractors are especially in- 
censed that the government has pressed 
ahead without having first passed a pri- 
vacy bill in the last session of parliament, 
which they viewed, with some justifica- 
tion, as a prerequisite for the system's be- 
ing allowed to go online. 

The central government, however, 
claims that the new registry will promote 
more efficient electronic government 
(which only 37% of those polled believe), 
and will contain only limited, reasonably 
harmless, information on citizens. Its core 
argument is that existing laws and proce- 
dures already provide perfectly adequate 
protection and render the national-iden- 
tity numbers innocuous. 

Although a clause in the 1999 law that 
setJuki Net up called on the government to 
submit a broad privacy bill before it could 
become active, officials point out that the 
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same law placed restrictions on the system 
it created: the data cannot be shared with 
(non-governmental) third parties or used 
for purposes that are not already specified. 
They also say that since Junichiro Koi- 
zumi’s government did table a broader pri- 
vacy bill (which failed to win approval) in 
the most recent parliament, the original 
agreement has been honoured. Finally, 
apart from these legal restrictions, officials 
at the home-affairs ministry, which over- 
sees Juki Net, place great stock in their pro- 
cedures for catching abuses. 

Wary Japanese citizens find it hard to 
choose which of these arguments to rub- 
bish first. Just this week, as Juki Net went 
live, the headlines furnished two exam- 
ples of how unprotected information can 
be. Fujitsu, a big electronics firm, an- 
nounced that blackmailers had got hold of 
intelligence on a network it designed for 
the self-defence forces. Then prosecutors 
building a case against Muneo Suzuki, a 
scandal-bitten lawmaker, revealed that 
they had accidentally faxed their secret 
files to a real-estate company. Meanwhile, 
the home affairs ministry, the would-be 
guardian of Juki Net's integrity, revealed 
only last month that a separate data-shar- 
ing network it oversees for local govern- 
ments was easily vulnerable to hackers. 
Topping it off, within just two days of Juki 
Net’s launch, personal data on roughly 
2,500 people had already been mailed to 
strangers. 

Even if the new database could be rea- 
sonably secured against outsiders, many 
Japanese are hardly willing to entrust the 
system to the insiders who will be allowed 
to use it every day. In May of this year, the 
defence agencies got caught creating a da- 
tabase on citizens who had requested ma- 
terials under last year’s Freedom of In- 


formation law, including information on » 
































their political views. After one official tried 

to delete the evidence, and ruling-party 
lawmakers attempted to suppress a 40- 
page report, those responsible were 
slapped on the wrist by their ministry for 
turning a measure aimed at promoting 
open governmentinto a tool for covert sur- 
veillance. Their pay was docked. 

With such a track record, Juki Net’s op- 
ponents wonder, what is to prevent the 
government itself, or single-minded bu- 
reaucrats within it, from later using the na- 
tional-identity numbers to compile alter- 
nate databases, with information on 
citizens’ health records, pension benefits, 
or religious and political affiliations? And 
if anyone does try it, how often will they 
be caught? Or punished? Among the safe- 
guards it now places on local records, Sugi- 
 nami-ku's government deliberately tries to 
prevent such abuses by keeping its data- 
bases fragmented, giving each of its half- 
: million residents a different identification 
~~ number for different purposes, from 
health, to tax, to residency files. But that is 
not efficient. Why, the central government 
wonders, won'tthe ward's jittery residents 
hurry up and trust the central bureaucracy 
again? After all, it has already told them 
who knows best. @ 











Taiwan and China 


Strait talk 


Taiwan's flexibility has not been 
rewarded by China 





S THE great American baseballer Yogi 
Berra once said: "It's déjà vu all over 
again." Not for the first time, a Taiwanese 
leader has made comments that appear to 
. pulltheisland closer to a declaration of in- 
. dependence from China, drawing a bellig- 
erent response from the old men in Beijing 
who have vowed to attack the island 
rather than let it go its own way. 
J In the most provocative remarks in his 
two years as Taiwan's president, Chen 
Shui-bian on August 3rd described the cur- 
rent situation as “one country on each 
side" of the Taiwan Strait. "Taiwan is not a 
part of another country, not a local gov- 
. ernment or province of another country,” 
Mr Chen said. Speaking via a satellite 
video link to a meeting in Japan of groups 
favouring Taiwan's independence, Mr 
Chen also suggested that he might favour 
holding a referendum in Taiwan to change 
the island's sovereign status. 
China's reaction was no less alarming 
. for being predictable. Mr Chen's heresy, 
Beijing said two days later, threatened to 
. harm "Taiwan's economy, hurt the per- 
sonal interests of Taiwan compatriots and 





lead Taiwan to disaster." 

By August 7th, senior Chinese military 
officials had chimed in. One unnamed offi- 
cer gave warning in the mainland's official 
press (with dubious logic) of rising odds 
that “peace will have to be safeguarded 
and won through the use of force." A se- 
nior military analyst promised that 
China's army "is ready to deal a heavy 
blow to the separatist forces and foreign 
forces that attempt to intervene in China's 
reunification" with Taiwan. 

Similar sniping took place three years 
ago when Taiwan's then president, Lee 
Teng-hui, used the phrase "special state-to- 
state relations" to describe relations across 
the strait. Almost immediately, Mr Lee's 
party began to back-pedal. Now Mr Chen 
has done much the same. 

Three days after his speech, Mr Chen al- 
lowed (through a spokesman of the inde- 
pendence-leaning Democratic Progressive 
Party, which he leads) that his comments 
"were oversimplified and may have 
caused misunderstanding.” Taiwan also 
announced that it would cancel anti-sub- 
marine exercises that had been scheduled 
to begin on August 15th, for fear they 
would be misinterpreted. 

Wherever they lead, Mr Chen’s re- 
marks were probably meant to counter the 
widespread perception in Taiwan that the 
goodwill gestures he made on taking of- 
fice—promises that Taiwan would not de- 
clare independence, not have a referen- 
dum on the issue and not formalise Mr 
Lee’s hated “state-to-state” model of cross- 
strait relations—have been in vain. Cer- 
tainly there is a sense among Mr Chen’s 
closest supporters that Taiwan has shown 
weakness, and that the ever-greater inter- 
linking of the two economies, which Tai- 
wan has promoted, benefits China with- 
outit paying any diplomatic price. With an 
election only 18 months away, Mr Chen 


may have felt the need to restore his credi- 
bility by getting tough. No doubt he re- 
members that in 1996 Mr Lee did splen- 
didly in an election campaign based 
almost exclusively on defiance of China. 

Mr Chen made his move at a time 
when the mainland’s own politics have 
reached a uniquely tricky pass. What had 
long appeared to be an orderly succession 
in which China’s President Jiang Zemin 
would give way to Vice-President Hu Jin- 
tao is now bogged down in uncertainty. 
The Communist Party’s congress, which is 
held every five years, was meant to take 
place in September or October, but no date 
has yet been officially announced. Mr 
Jiang meanwhile is waging a vigorous 
campaign that seems designed to find a 
way in which he might remain at the helm. 

All this has led to a fair amount of 
grumbling, by both those in Mr Hu’s camp 
who expected to be moving up, and those 
who feel that an orderly transfer of power 
would mark an important step forward for 
China’s political system. Mr Jiang can thus 
ill afford to look weak in his response to 
Taiwan’s latest challenge. China’s army is 
consistently hardline when it comes to Tai- 
wan, and Mr Jiang needs its backing if he is 
to hang on to power. Although the military 
men are unlikely to advocate direct armed 
action, they will frown mightily upon any 
failure by the mainland to show backbone, 
and may well rattle a sabre or two. 

Yet Mr Jiang also has to bear in mind 
that the Bush administration has vowed to 
help Taiwan defend itself. Good ties with 
America are another priority for Mr Jiang, 
who likes to portray his ability to manage 
that relationship as one of his chief quali- 
fications for the top job. He is scheduled to 
visit President Bush in Texas in the au- 
tumn. His reputation as an international 
statesman would surely suffer if a cross- 
strait drama interfered with those plans. & 










Australia 


Hard Labor 


The thrice-beaten Labor Party is 
soul-searching 


N ALL its 101-year history, Australia’s La- 

bor Party has rarely been at a lower ebb. 
It has now lost three elections in a row, the 
latest, last year, producing its worst vote 
since 1966. Since then it has installed a new 
leader, Simon Crean, but nine months into 
the job he is struggling to strike a chord 
with Australians, a recent opinion poll giv- 
ing him a mere 20% approval rating. After 
months spent poring over the electoral 
wreckage, two Labor elder statesmen, one 
of them Bob Hawke, a former prime minis- 
ter, are due to deliver a report on August 
gth on how the party needs to reform. 
Some Labor members are sceptical about 
the capacity of Australia’s oldest party to 
reinvent itself yet again. 

It did so successfully in the early 1970s 
when Gough Whitlam, a former Labor 
prime minister, shook up the party’s mori- 
bund structure and introduced a series of 
social and foreign-policy reforms that 
have since become bipartisan. It did so 
again during Labor’s 13-year rule from 
1983, when Mr Hawke and Paul Keating, 
his successor as leader, brought in finan- 
cial and economic reforms that laid the 
foundation for a booming economy. 

But these electoral successes masked 
longer-term problems. When Labor lost 
the government in 1996 to the conserva- 
tive coalition led by John Howard, it 
seemed to take the view that all it needed 
to do was sit out another election or two, 
and power would return to it. The voters, 
unfortunately for Labor and its then leader 
Kim Beazley, thought otherwise. 

With the economy delivering prosper- 
ity to more people than ever before, few 
could see any real difference between the 
conservative coalition and Labor on econ- 
omic, health, defence or foreign policy. 
Voters were disinclined to reward a Labor 
Party that no longer seemed to have an 
identity. And, when Mr Howard won his 
third election victory last November with 
a campaign of fear over the war on terro- 
rism, many traditional Labor Party sup- 
porters were outraged by Labor’s acquies- 
cence in the prime minister’s demonising 
of Afghan and Iraqi asylum-seekers; they 
deserted Labor for the Greens. 

Only now has the full impact of Labor's 
crisis become apparent. The party which 
had its roots in the union movement 100 
years ago is still largely controlled by fac- 
tional union “warlords” in an age when 
fewer than a quarter of Australian workers 
belong to unions. Party membership is 


falling. So is the proportion of votes Labor 
receives from women and younger peo- 
ple. It is small compensation for Labor that 
the party forms the government in all six 
Australian states: real power to shape the 
country’s future lies in Canberra. 

John Button, a respected senior minis- 
ter from Mr Hawke's government, painted 
a bleak picture of where Labor is headed in 
a recent, widely discussed essay. As Mr 
Button sees it, Labor’s failure to shake itself 
free of union influence or to reform its 
ideas has left it with a narrow base of par- 
liamentary candidates drawn from “politi- 
cal operators” rather than people who can 
relate to the broader community. Both Mr 
Crean and Mr Beazley, his predecessor as 
leader, are sons of former Labor members 
of Parliament—what Mr Button calls La- 
bor’s “holy families", whose members 
make up 10% of its numbers in the House 
of Representatives. It is time, Mr Button ar- 
gues, for a “friendly divorce” between La- 
bor and the unions: "[Labor] no longer rep- 
resents contemporary Australia. Its 
national body has become an offshore is- 
land adrift from the rest of the party...a bar- 
ren and rocky outcrop untouched by new 
ideas.” 

The report that Mr Hawke and his col- 
league, Neville Wran, are to present to the 
national executive, Labor’s main adminis- 
trative body, is thought to support some of 
these bitter truths. It is expected to call for 
diluting union representation at party con- 
ferences from 60% to 50% (some think 
even this is too much), and doubling the 
size of policymaking conferences to take in 
a broader range of delegates. A separate re- 
view of Labor's policies is under way. Mr 
Crean has called a special party confer- 
ence in October to approve this package of 
reforms. Pushing them through success- 
fully will be a make-or-break test of his 
leadership. m 





Crean under pressure 
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Afghanistan's dle 
Brothers in arms 


Building a national army and police 
force—or trying to 
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ROUBLE is brewing again in the south- 

east of Afghanistan. Over the past few 
days, followers of Pasha Khan Zadran, a lo- 
cal warlord, have set up roadblocks in Pak- 
tia province and are threatening to desta- 
bilise the region. Ignoring requests to give 
up his weapons and his men—he claims to 
command 6,000 troops-he is challenging 
the authority of President Hamid Karzai, 
who, without international assistance, has 
little muscle outside Kabul. Mr Karzai has 
declared that local warlords need to be dis- 
armed, and his international friends want 
to create a national army and police force. 
MrZadran makes it painfully clear that this 
is no easy task. 

The hope is to create for Afghanistan a 
75,000-strong police force and an army of 
80,000. Numbers are not the problem: 
there are estimated to be 200,000 “sol- 
diers" in the country. But how do you 
hammer fighters who have never received 
any proper training into a disciplined 
force? The hope is to take only the better el- 
ements into the new army and police, and 
to send the others back to civilian life. 

Germany is advising the government 
on police training and recruitment. Later 
this month about 900 recruits will start a 
three-year course in the newly refurbished 
police academy in Kabul. Building an 
army is an even tougher job. The bill 
stands at $289m for this year alone. The 
United States is co-ordinating the training. 
At the end of July, the first battalion trained 
by American special forces graduated 
from a ten-week crash course. Creating an 
efficient multi-ethnic force loyal to the cen- 
tral government, though, will take more 
than training and money. Local authority 
has been built on force and patronage, 
which makes the enforcement of central 
authority difficult. The American-led co- 
alition's use of local militias in the hunt for 
remnants of al-Qaeda has sometimes 
blurred the lines: troops of the trouble- » 








+ making Mr Zadran took part in Operation 
Anaconda in the spring. 

In the provinces, many local leaders 
fear that a national army, far from being 
truly multi-ethnic, will just be a tool in the 
hands of the Tajiks of the Panjshir valley, 
. who constituted the backbone of the 
. Northern Alliance and now control the 
country's embryonic defence and intelli- 
gence systems. In Kabul, the ministry of 
defence is headed by the powerful Mo- 
hammed Qasim Fahim, a Tajik who has al- 
ready placed many of his men in key posi- 
tions and is trying to promote his protégés 
. atthe local level as well. 

. . In Afghanistan’s shaky state, it will be 
. hard to convince local leaders to give up 
their military power and the security and 
resources it provides. One way is to reward 
those who submit to central authority 
with jobs and influence in the central gov- 
ernment. But the murder of Haji Abdul 


Qadir, the governor of Nangarhar who 
came to Kabul when he was appointed 
vice-president, is likely to discourage those 
tempted to follow in his footsteps. Even Mr 
Karzai, who has increasingly been trying 
to assert his authority over Mr Fahim dur- 
ing the past few weeks, appears worried 
about his own security: soon after Mr Qa- 
dir's death, he replaced his Afghan secu- 
rity guards, provided by the ministry of de- 
fence, with American ones. 

There are glimmers of hope. Guns were 
recently collected in Wardak province after 
the government had ordered that Afghans 
who are not part of the armed forces 
should hand in their weapons. Last 
month, in the Sholgareh district near Ma- 
zat-i-Sharif, three factions handed in their 
arms under the supervision of local elders 
and the United Nations. But the 400 guns 
turned in are only a third of the total num- 
ber thought to bein the area. @ 





Indonesia 


In Aceh, "Indonesian" is a synonym for 


foreigner 


BANDA ACEH 


Indonesia is considering even more repressive measures in its restive province 


HE blackened, roofless school-build- 

ing stands out against the lush green 
rice paddies of Pidie district, in the heart of 
Indonesia's Aceh province. A woman liv- 
ing nearby explains how unknown assail- 
ants set the building alight in the middle of 
the night. A few days before, her neigh- 
-< bours had found a mutilated corpse in one 
of the irrigation channels that waters the 
fertile fields. The victim’s brother says the 
army killed him, to stop him asking ques- 
' tions about the disappearance of another 
brother. He himself claims to have been 
tortured by the police for mounting a 
. peaceful protest. Almost everyone in the 
village has a story about killings, kidnap- 
pings, extortion or violence, at the hands 
of either the Indonesian security forces or 
the separatist rebels of the Free Aceh 
. Movement (known by its Indonesian acro- 
nym, GAM). And almost everyone fears 
that the government's new approach to 
the conflict, to be announced later this 
month, will only make things worse. 

Violence has waxed and waned in 
Aceh since 1976, when GAM first began 
fighting for independence. But the prov- 
ince at Indonesia's north-western tip has 
an even longer tradition of resistance to 
outside authority. It used to be an inde- 
pendent sultanate, which Dutch colonis- 
ers managed to subdue only in 1910. Fol- 
lowing Indonesia's independence in 1947, 
and during the dictatorial rule of former 
president Suharto in particular, the central 





government relied on force to keep the res- 
tive Acehnese in check. Since Mr Suharto's 
fall, in 1998, his successors have adopted 
gentler tactics, atleast until now. 
Although the military campaign con- 
tinues, the authorities in Jakarta have 
granted the province a special autono- 
mous status, conceded a greater share of 
revenues from its extensive oil and gas 
fields, and begun peace talks with GAM. 
Now, nationalist politicians and soldiers 
are calling for an end to this conciliatory 
approach, citing the continuing violence 
as evidence of its ineffectiveness. A series 
of cabinet ministers and generals visited 
Aceh in July, to contemplate the imposi- 
tion of martiallaw, or a "civil emergency", 
a slightly milder alternative. Last week, 
President Megawati Sukarnoputri spoke of 
crushing GAM by force. At the least, the 
government seems likely to send yet more 


troops to ihe] province, to add tothe almost. 


30,000 that are already there, hunting | 
down some 2,000 guerrillas. E. 
Locals urge the opposite. They say vio- 
lence remains rife because the govern- — 
ment undermined its own concessions by © 
stepping up its military campaign against — 
GAM even as it made them. Over the past 
year, the army has set up a new regional 
command in Banda Aceh, the provincial 
capital, and begun more aggressive 
“sweeps” of the countryside. The new tac- 
tics seem to work: army raids regularly re- 
sult in the killing of five or six rebels at a 
time, and in January soldiers surprised 
Abdullah Syafi'ie, GAM's commander, in 
his jungle hideout, and shot him dead.. 

But GAM is still capable of embarrass- 
ing the military. In June, it shot six soldiers 
dead in broad daylight outside Banda 
Aceh’s airport. Last month, it kidnapped 
seven Indonesian athletes from a compe- 
tition designed to showcase the improving 
security situation in Aceh. What’s more, 
the army’s new tactics, although effective, 
seem to be putting more civilians in 
harm’s way. Earlier this year, the Interna- 
tional Crisis Group, a think tank, estimated 
that four out of every five victims of the 
conflict are non-combatants. In Pidie 
alone, a local human-rights group docu- 
mented 120 killings, 87 claims of torture, 
and 463 instances of looting last year. 

The security forces and GAM blame 
one another for these abuses, officially at- 
tributed to “persons unknown". But the 
top brass obviously think their troops are 
doing something wrong, because they 
have recently started a much-publicised 
campaign to instil discipline in the ranks. 
Military spokesmen, though, can only 
think of one incident in recent years when 
a soldier accused of human-rights abuses 
wastried and convicted. The imposition of 
emergency rule would reduce the mili- 
tary's accountability yet further. 

It would also further alienate ordinary 
Acehnese. Although it is impossible to tell 
how many of the province's 4.5m people 
support GAM's goal of independence, 
many locals clearly resent the govern- 
ment's heavy-handed and arrogant con- 
duct. Throughout the province, the word 
"Indonesian" is used as a synonym for for- 
eigner, and notin a complimentary sense. 

That is where the peace talks come in. 
The promised “all-inclusive dialogue", 
which might follow earlier rounds of dis- 
cussion, would do much to convince or- 
dinary Acehnese that officials in Jakarta 
care about their opinions, whatever the 
outcome. Even GAM, despite its demand 
for independence, has agreed to accept au- 
tonomy, rather than independence, as a 
starting point for negotiations. Yet the 
more the government prevaricates, the 
likelier it is that GAM and their fellow 
Acehnese will dismiss the talks as win- - 
dow-dressing even if they do go ahead. @ 





United States 


Prison and beyond 





A stigma that never fades 


CHICAGO 


America may wantto rethink a system that creates so many hardened criminals 


T THE end of August, Mike, a 31-year- 
old Latino from Chicago’s south side, 
will walk away from prison a free man. 
Again. This is his second long prison term 
for dealing in drugs and stealing cars; he 
has been in and out of jail a dozen times. 
He will be released into the same commu- 
nity where he has found trouble so many 
times before; he will attempt to reunite 
with his five children born to several differ- 
ent mothers. “Nothing really scares me 
about leaving,” says Mike. “It’s just the 
thought of coming back.” 

America’s incarceration rate was 
roughly constant from 1925 to 1973, with an 
average of 110 people behind bars for ev- 
ery 100,000 residents. By 2000, however, 
the rate of incarceration in state and fed- 
eral prisons had more than quadrupled, to 
478. America has overtaken Russia as the 
world's most aggressive jailer. When local 
jails are included in the American tally, the 
United States locks up nearly 700 people 
per 100,000, compared with 102 for Can- 
ada, 132 for England and Wales, 85 for 
France and a paltry 48 in Japan. Roughly 
2m Americans are currently behind bars, 
with some 4.5m on parole or on probation 
(the probationers are on suspended sen- 
tences). Another 3m Americans are ex-con- 
victs who have served their sentences and 
are no longer under the control of the jus- 


tice system. 

Christopher Uggen and Melissa 
Thompson, sociologists at the University 
of Minnesota, and Jeff Manza, a sociolo- 
gist at Northwestern University near Chi- 
cago, have done rough calculations 
suggesting that some 13m Americans—7% 
of the adult population and nearly 12% of 
the men—have been found guilty of a seri- 
ous crime. Not all of these have been be- 
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hind bars but, legally speaking, the felony 
conviction is the crucial distinction. Amer- 
ican job applicants are asked whether they 
have been convicted of a felony, not 
whether they have served time. And the 
figures for some parts of the population 
are much higher than the overall averages. 
Roughly one in five black men has been in- 
carcerated at some point in his life; one in 
three has been convicted of a felony. 


How did it happen? 

The imprisonment rate is tied to the crime 
rate. America has a high number of violent 
criminals, particularly those who use 
guns; America's homicide rate is five to 
seven times higher than the rate in most in- 
dustrialised countries, according to Marc 
Mauer of the Sentencing Project in Wash- 
ington, DC. 

But America is also "tough on crime". 
For similar offences, an American convict 
is more likely to go to prison and to draw a 
longer sentence than his European peer. 
America has taken a particularly punitive 
approach to its drugs problem. The incar- 
ceration rate for drug offences was 15 in- 
mates per 100,000 adults in 1980; by 1996, 
it was 148 inmates per 100,000 adults. 

This keenness to lock people up is 
matched by a complete lack of interest in 
them when they get out. Which they do— 
and faster than you might think. The aver- 
age prison sentence is still only 28 months. 
Two-fifths of state prisoners will be re- 
leased in the next 12 months. 

Thetypical inmate goes into prison dis- 
advantaged by almost every measure. He 
is more likely than other Americans to be 
poor and poorly educated, to have a sorry 
employment record, to be a junkie, to be 


mentally ill, and to be a member of a mi- »» 





> nority group. A survey of Californian in- 
mates found that half were functionally il- 
literate. Prison could fix some of those 
social disadvantages; usually it does not. 
So the typical inmate is released from pri- 
son with all the problems he went in 
with—plus a prison record that makes find- 
ing ajob or a place to live even harder. 

When inmates walk away from a state 
prison in Illinois, they are given $10, a set 
of street clothes and a one-way bus or train 
- ticket to some approved destination. They 
leave the structured environment of pri- 
son, in which they are atleast guaranteed a 
bed, meals and basic health care, and re- 
turn to a world full of temptations, often to 
the very neighbourhood in which they 
first fell foul of the law. 

Charles, a boyish-looking 25-year-old 
who has spent three-and-a-half years in 
prison for guns and drugs offences, will be 
released this year. He worries both about 
his old friends, who have not mended 
their ways, and his old enemies, who may 
still have scores to settle. "There's people 
who left here and got killed the first day," 
he says. 

A survey of employers in five large cit- 
ies found that 65% would not knowingly 
hire an ex-convict. Many would not be al- 
lowed to do so legally anyway. Another 
facet of the "tough on crime" movement 
has been to exclude ex-convicts from cer- 
tain kinds of employment. In Illinois, ex- 
felons are banned from some 57 different 
professions, including such jobs as mani- 
curist and barber, says Diane Williams, 
president of Chicago's Safer Foundation, a 
non-profit organisation that helps ex-of- 
fenders. 

Ex-convicts, whose families are often 
less than enthusiastic about their return, 
can also be excluded from public housing. 
Three-quarters of inmates leaving prison 
have been on drugs; one in five has a men- 
tal illness. It should be no surprise that ex- 
inmates have high rates of unemployment 
and homelessness. 


Doing time 

The sentencing laws also skew the system 
in another way. Sentences used to be inde- 
terminate: a man might get five to 20 years, 
with a parole board deciding when he was 
to be released. In the mid-1970s, three in 
four American prisoners were released 
only after appearing before a parole board. 
This process annoyed both left-wingers, 
who complained that it was racially bi- 
ased, and conservatives, who objected to 
letting prisoners out "early". Now only 
30% of prisoners appear before parole 
boards; the rest are released when they 
have done their time, whether they are 
prepared for life outside or not. 

Of course, most of these people are re- 
leased conditionally, usually for a period 
of parole in which they must live by cer- 
tain rules (such as staying off drugs). But 


































nowadays a typical parole officer may be 
responsible for 50% more people on parole 
than he was in the 1970s. Methods of 
broad surveillance, such as drug testing, 
have replaced more personal support and 
supervision. An ex-offender may have 
only a few short meetings with his parole 
officer each month. “The philosophy of the 
parole unit has changed," says Jerry Butler, 
who joined the Safer Foundation after 31 
years in the Illinois Department of Correc- 
tions. "Now they all have cars, guns, bullet- 
proof vests and badges." 





ing their first big test outside prison. In 









^ Unsurprisingly, more inmates are fail- 





1985, 70% of people on parole successfully 
completed their term; by 1999, only 42% 
did. Those who break their parole now ac- 
count for a third of prison admissions, the 
fastest-growing category. 

Altogether, roughly two-thirds of re- 
leased prisoners are rearrested within 
three years of release; 40% are already 
back in prison in that time. And those are 
just the ones who get caught. “If you return 
the guy to the community with $10 anda 
suit of clothes and no support systems, 
you can just about guarantee that that per- 
son is going to resort to some kind of crimi- 
nal behaviour,” says Mr Butler. And the 
crimes the ex-inmate commits could well 
be nasty ones: one in four prisoners is a 
violent offender. 

The effect of all these ex-prisoners is be- 
ginning to be felt. Inevitably, it is dispro- 
portionately large in certain areas. A study 
of Cleveland, Ohio, for example, found 
that 3% of the city’s neighbourhoods were 
home to 20% of the state's ex-prisoners. 

"They come back with their own bag- 
gage," says Jeffrey Fagan, a professor of law 
and public health at Columbia University. 
They also come back dangerously ill in 
many cases. In 1997, a quarter of the peo- 
ple living with niv or AIDs in the United 
States had come out of prison that year. 
The numbers are even higher for hepatitis 
C and tuberculosis. When a resistant form 
of TB hit New York city in the late 1980s, 
80% of cases were traced to prisons. 

America's huge criminal class also has 
profound political implications. Most 
states limit the voting rights of felons and 
ex-felons. As a result, 4.7m Americans, or 
2.3% of the voting population, have lost 
their rights. The figure is nearly 7% in Ala- 
bama. One in six black men cannot vote in 
Virginia and Kentucky. This causes alien- 
ation, and changes elections. Felons may 
not be enthusiastic voters, but they vote 
overwhelmingly for Democrats. Messrs 
Uggen and Manza have calculated that if 
felons had been able to vote in Florida, Al 
Gore would be president. 


In praise of rehab 

The notion of rehabilitating prisoners 
went out of vogue in the 1970s, when re- 
search seemed to show that prison pro- 
grammes had no effect on recidivism. New 
research suggests the opposite. 

For example, a study of residential drug 
treatment within federal prisons showed 
that inmates who completed the pro- 
gramme were 73% less likely to be re- 
arrested than those who had not com- 
pleted it. Such programmes are being 
curtailed just as research is beginning to 
show they work. In 1991, one in four state- 
prison inmates received treatment for drug 
addiction; by 1997 it was one in ten. Prison- 
based job-education programmes have » 





> also been shown to reduce recidivism, but 
fewer prisoners than before now take part 
in them. 

Jeremy Travis, a senior fellow at the Ur- 
ban Institute, proposes an improved ver- 
sion of the old parole board in which an of- 
fender's “re-entry management” would be 
assigned to the judge who sentenced him 
to prison in the first place. The judge would 
oversee a plan that would include paying 
restitution to the victim. He would moni- 
tor the offender's participation in relevant 
programmes and punish failure. Drug 
treatment inside prison could be linked to 
post-prison treatment outside. Similarly, 
job training in prison might be co-ordi- 
nated with work after release. 

Mike and Charles are relatively lucky, 
as prisoners go. They are finishing their 
prison terms at the Crossroads Commu- 
nity Correctional Centre, a transitional fa- 
cility" operated by the Safer Foundation 
for the state of Illinois. They are enrolled in 
an intensive drug-treatment programme, 
taught about matters such as parenting 
and given housing assistance before re- 
lease. Mike leaves the facility by day to 
work at a bakery; Charles works at a fast- 
food restaurant. Both are required to save a 
portion of their wages. 

Will it make any difference? "There is 
no guarantee, admits Mr Butler. 
Would-be helpers face a stunning paucity 
of data on what distinguishes successful 
ex-prisoners, but offenders who have been 
through the Safer Foundation are 40% less 
likely to be rearrested. 

There are two straws to grasp. First, poli- 
ticians are beginning to notice the pro- 
blem. The Justice Department has recently 
allocated $100m in grants to help prison- 
ers on release—a start, though not much 
against the $54 billion a year that America 
spends on its whole prison system. 

Second, a few Americans are beginning 
to reconsider the war on drugs. A 1997 
RAND study concluded that spending 
money to reduce drug consumption 
through treatment rather than incarcera- 
tion would reduce serious crime 15 times 
more effectively. In November 2000, Cali- 
fornia's voters passed Proposition 36, 
which sends first- and second-time non- 
violent drug offenders to treatment rather 
than prison. 

Conwanis, a 26-year-old black man 
with two children, will leave prison in Oc- 
tober after serving a three-year sentence 
for drug and guns offences. He failed to 
graduate from high school, and he also 
failed a high-school equivalency exam in 
prison that would have earned him a di- 
ploma. But he is clean of drugs (with tests 
to prove it) and he has been working 12- 
hour shifts in a transitional job at a Coun- 
try Kitchen restaurant. "I can't continue to 
come in and out of jail," he says. It would 
be better for everyone if he made some- 
thing more of his life this time. m 


Would-be governors (1) 


The talented 
Mr Romney 


BOSTON 
His main skill: having so little in 
common with his state 

ITT ROMNEY does not seem like 

someone from Massachusetts. 
There's something too friendly about his 
demeanour; his good looks are too mid- 
western-bland; and, dammit, he claims 
never to swear. But since he entered the 
governor's race this spring, the Michigan- 
reared Republican—who has lived outside 
Boston for three decades—has floated com- 
fortably ahead of his four Democratic op- 
ponents, like a favoured native son. 

This is a source of chagrin for the state's 
Democrats, who desperately want to win 
back the governor's seat after 12 years of 
Republican rule. In June they launched a 
half-hearted effort to knock Mr Romney 
out of the race, on the grounds that, techni- 
cally, he was not a state resident. The 
Massachusetts constitution, written just 
after the colonists had thrown off the Brit- 
ish yoke, requires a governor to have lived 
in the state for seven consecutive years. But 
Mr Romney had filed three years of tax re- 
turns as a resident of Utah, where he ran 
the Winter Olympics, and toyed with a run 
for office there. 

Mr Romney looked defensive for sev- 
eral days as lawyers thrashed out his case 
before a state election board. He made 
some feeble excuses that turned out to be 
untrue, and blamed election clerks in Utah 
for his troubles. (He also came across as 
unfathomably rich, saying he hadn't no- 
ticed that he got a $54,000 tax break for list- 
ing his Utah house as his primary resi- 
dence.) Still, the election board ruled that 
he could stay on the ballot, since he 
planned to return to Massachusetts. 

Voters seem to agree. Recent opinion 
polls suggest that all this just made the 
Democrats look petty. The latest poll 
shows Mr Romney far ahead of his Demo- 
cratic rivals, leading the front-runner, the 
state treasurer, Shannon O'Brien, by 14 
points and Robert Reich, her closest rival 
and a former secretary of labour in Wash- 
ington, by 21 points. He is far ahead in 
fund-raising, too. Even the fact that he is a 
self-confessed chief executive seems to do 
him no harm. 

There has always been an air of inev- 
itability about Mr Romney's campaign. 
This is why Jane Swift, the Republican act- 
ing governor, chose to drop out of the race 
rather than face him in a primary. But 
what makes him so beloved is not clear. 
He has never won elected office. He was 
trounced in his 1994 bid for the Senate by 
Ted Kennedy (now there's a proper Massa- 





About to catch the prize 


chusetts pol for you), who painted him as 
an uncaring venture capitalist. And lately 
his ambitions have left him vulnerable. 
Since Utah is far more conservative than 
Massachusetts, Mr Romney has switched 
his position on abortion several times, de- 
pending on which state he was talking to. 

The Democrats hope that things will 
change when they pare down their dan- 
gerously crowded field (which also in- 
cludes the president of the state Senate, 
Thomas Birmingham, and one other can- 
didate). They also think that, when voters 
pay closer attention, they will recall Mr 
Romney's stumbles. Their latest ruse is 
guilt by association, suggesting that the 
firm Mr Romney created, Bain Capital, was 
complicit in the corporate culture that led 
to the Enron and WorldCom debacles. 

So far, none of it is working. Voters 
seem to enjoy Mr Romney's campaign 
gimmicks, such as his plan to join real peo- 
ple for a few hours of real work. Already 
Mr Romney has gutted fish, sold sausages 
outside a baseball game, and ridden on the 
back of a garbage truck. If it looks shallow, 
no one seems to mind. His latest ad, show- 
ing him strutting around in his Olympic 
jacket, has gone down well. 

The explanation of Romneyphilia may 
be that itis really just the flip side of Massa- 
phobia. Voters are furious about their 
state's giant budget shortfall, its faltering 
economy, a deadlocked Democratic legis- 
lature, the Big Dig (a disastrous attempt to 
build new roads in Boston) and the antics 
of Queen Jane, as Ms Swift is known. An 
outsider, fresh from the feel-good Olym- 
pics, seems the perfect antidote. Massa- 
chusetts voters want someone who's not 
like thematall. m 
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Would-be governors (2) 


Does Simon mean 
business? 


SAN FRANCISCO 
Yes, and alas not entirely the 
wholesome sort 


66 T RAUD” is not the first word an aspir- 

ing politician wishes to have linked 
to his name. Today, with everyone from 
George Bush down scrambling to de- 
nounce corporate corruption and reel in 
white-collar criminals, it is positively 
deadly. Bill Simon, the Republican candi- 
date in November's election for governor 
of California, was last week slapped with 
this lethal label by a jury in Los Angeles. 
His campaign, which was already un- 
steady, is tottering. 

Like much of what has befallen this po- 
litical novice, the setback is both unlucky 
and not entirely fair. Mr Simon himself 
hasnot been found guilty of any wrongdo- 
ing. The fraud verdict—plus a $78m bill for 
damages- was delivered against an invest- 
ment firm started by Mr Simon, along with 
his brother and their late father, and con- 
cerned a deal in which Mr Simon had no 
involvement. But Mr Simon's opponent, 
Gray Davis, is a black belt in the political 
art of knocking down a staggering oppo- 
nent, and his campaign staff pounced on 
the verdict. They particularly relish the fact 
that the beneficiary of the damages, a for- 
mer business partner in the Simons' fam- 
ily firm, was a man with two hefty convic- 
tions for drug-smuggling. 

Until recently, Mr Simon's business ex- 
perience was touted as his greatest advan- 
tage. Up against a lifelong politician, and 
one whose popularity had plummeted as 
a result of California's power crisis and its 
financial fallout, Mr Simon could present 
himself as an antidote to government mis- 
management. The change in national 
mood has come at a bad time for him. But 
Mr Simon has repeatedly compounded 
bad luck with bad judgment. 

The week before the jury's decision, Mr 
Simon's campaign—which is now on its 
fourth staff reorganisation—was flounder- 
ing in a mess of its own making over his 
tax records. Since most of his income 
comes from investments he shares with 
his brother and sisters, Mr Simon had ar- 
gued for months that the political ritual of 
making his tax returns public would in- 
trude on their privacy. In the experienced 
hands of Mr Davis's spinners, the explana- 
tion was soon remoulded to look like an 
excuse, which had to mean there was 
something to hide. 

The records, when eventually released 
after months of prevarication, revealed no 
sordid secrets. On the contrary, they 
showed that Mr Simon had paid a rather 


higher share of tax than many rich people. 
This late exoneration was spoiled, how- 
ever, by further bungling on the part of Mr 
Simon's campaign, which at first imposed 
such tight restrictions on reporters exam- 
ining the records that, though it later re- 
laxed them, it confirmed the impression— 
reinforced by the ever-vigilant Davis cam- 
paign-that there was something in these 
papers worth concealing. 

Mr Davis has good reason to try to fo- 
cus attention on his opponent. Whenever 
Californians start to think about their gov- 
ernor, they feel irritated. Besides the 
power crisis and the budget deficit, they 
distrust Mr Davis's thirst for campaign 
contributions. Both trade unions and big 
businesses such as the timber industry 
(long a better friend of Republicans than 
Democrats), have contributed heavily to 
his campaign. He now has five times as 
much cash on hand as Mr Simon, and sev- 
eral contributors have benefited from his 
decisions as governor. 

The fuss over Mr Simon's tax returns 
has also sidelined questions about a recent 
deal by Mr Davis over the 1998 settlement 
with tobacco firms. Rather than collecting 
California's full $12.5 billion share of the 
settlement, paid out over time, he agreed 
to take a lump sum of $4.5 billion up-front. 
The choice helps Mr Davis with his urgent 
political problem of a $24 billion state- 
budget deficit, but is a lamentable deal for 
California. 

Mr Simon and his fellow financier- 
turned-politician, Peter Camejo, the Green 
Party candidate, are trying to make ques- 
tions like that-and others about Califor- 
nia's roads, schools and hospitals—the core 
of the election debate. If only Mr Simon 
were not such a juicy subject himself. m 
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The West Nile virus 


Mother Nature's 
biological warfare 


WASHINGTON, DC 


Getting as far as the White House lawn 


MERICANS had almost forgotten that 
nature can spread disease as effi- 
ciently as any bioterrorist. They remem- 
bered, with a gulp, when a recent addition 
to America's disease lexicon, the West Nile 
virus, reared its head again in mid-June. 
About a month ahead of its usual season, 
West Nile has already caused five deaths in 
Louisiana and made more than 100 peo- 
ple ill, including quite a few youngsters. 
This year's outbreak is already the worst 
since the virus appeared in New York city: 
in 1999. 

West Nile virus was first identified in 
Uganda in 1937, and is endemic in the Mid- 
dle East, Africa and parts of Europe. It was 
probably brought to America by an im- 
ported bird that had been bitten by mos- 
quitoes, which then infected other ani- 
mals and people. 

The virus does not usually affect hu- 
mans. Only one in five people who are in- 
fected develop symptoms, and only one in 
150 of those become severely ill or die from 
the brain inflammation that is its worst re- 
sult. Experts say they expected West Nile to 
spread across the country as it has done, 
from only a few north-eastern states in 
1999 to 34 states and Washington, DC, so 
far this year. It would take a brisk set of bio- 
terrorists to move germs this efficiently. 

Three weeks ago, an infected bird was 
found as close to power as the White 
House lawn. It is fortunate, therefore, that 
the systems set up to manage bioterrorism 
will also prove useful in handling West 
Nile. Public health departments and hospi- 
tals are now communicating much more 
often and with better technology than be- 
fore September 11th and last year's an- 
thrax attacks. Health officials in some cities 
can now see when emergency rooms are 
becoming overcrowded. Chicago's hospi- 
tals are sharing information on the avail- 
ability of beds, respirators and other 
equipment. Medical emergency teams 
will sometimes also respond to severe dis- 
ease outbreaks that are not part of a war. 

The bioterror systems will be used to 
monitor the West Nile virus. Most states 
east of the Mississippi have also been 
spraying and treating standing water to de- 
stroy adult mosquitoes and their larvae. 
Still, health officials expect many more hu- 
man cases of the disease as the summer 
progresses. With luck, its impact will be 
limited. One survivor said he found his ill- 
ness easier to cope with than watching his 
baseball team blow ninth-inning leads. m 


Foreign policy 


Friend or foe? 


WASHINGTON, OC 
Unusually strong sauce for the Saudis 


T United States has treated Saudi Ara- 
bia with kid gloves since September 
11th. Fifteen of the 19 hijackers were Saudi 
citizens. The Saudis refused to allow their 
bases to be used for strikes on Afghanistan, 
and offered only grudging supportin track- 
ing down the terrorists’ cash. On August 
7th, the Saudi foreign minister publicly 
confirmed that his country would not al- 
low America to use it to attack Iraq. 
Around the world, Saudi money is financ- 
ing the spread of a highly intolerant strain 
of Islam, Wahhabism. Yet the American 
government continues to describe Saudi 
Arabia as a valued ally. 

Are the gloves about to come off? A 
briefing paper presented to the Pentagon's 
Defence Policy Board on July 1oth (and 
leaked to the Washington Post) was as criti- 
cal of the country as it is possible to get. It 
described Saudi Arabia as an enemy of the 
United States—“the kernel of evil, the 
prime mover, the most dangerous oppo- 
nent" in the Middle East. "The Saudis are 
active at every level of the terror chain," it 
argued, "from planners to financiers, from 
cadre to foot-soldier, from ideologist to 
cheerleader." It recommended that Ameri- 
can officials give the House of Saud an ul- 
timatum: stop backing terrorism, or face a 
seizure of your oilfields and your financial 
assets in America. 

The administration quickly distanced 
itself from the report. Donald Rumsfeld, 
the secretary of defence, said it did not rep- 
resent official thinking. Colin Powell, the 
secretary of state, said the same in a molli- 
fying call to the Saudi foreign minister. 

The Defence Policy Board does not con- 
sist of people in office. It is a group of out- 
side advisers, including an ex-secretary of 
state, Henry Kissinger, a former vice-presi- 
dent, Dan Quayle, and several retired mili- 
tary folk. The report's author, Laurent Mu- 
rawiec of the RAND organisation, was an 
outside adviser to these outside advisers. 

The report was strikingly short on de- 
tail, such as how America might go about 
"targeting" a sovereign country's oilfields 
and overseas financial assets. It will take 
more than a collection of “musings” to 
change America's relationship with a 
country that has been the cornerstone of 
its policy in the region for the past 60 years, 
and which controls about a quarter of the 
world's oil reserves. 

Nevertheless, the report reflects a shift 
of mood in Washington which is not re- 
lated solely to Saudi Arabia's perceived 





failings in the war on terror. America's 
new-found friendship with energy-rich 
Russia, and the possibility of a friendlier 
post-Hussein regime in Iraq, raise hopes 
that Saudi Arabia will one day lose its posi- 
tion as the swing-producer in world oil 
markets. Yet another discussion document 
submitted to the Pentagon is said to argue 
thatit would be in America's interest to en- 
courage the break-up of Saudi Arabia, in 
particular the secession of the Shia-popu- 
lated, oil-rich eastern provinces. Obvi- 
ously, this is not official policy either, butit 
is the sort of argument that is gaining 
ground in conservative circles. 


Conservatives hold influential posi- 
tions in both the vice-president's office and 
on Donald Rumsfeld's civilian staff. Rich- 
ard Perle, the head of the advisory board, 
has helped to shape much of the adminis- 
tration’s policy, particularly on Iraq. It is 
notable that Mr Rumsfeld’s criticism of the 
report did not include the normal expres- 
sions of support for Washington’s old ally. 

The chances of America seizing Saudi 
Arabia’s oil and confiscating its assets are 
slim. But there are clearly some people in 
Washington who would like to show the 
House of Saud that it cannot always take 
America's support for granted. & 
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HE IS becoming the Republicans’ voodoo doll, with party 
members happily sticking pins in his effigy to harm Demo- 
crats and ward off evil spirits. This may seem a bit odd, consider- 
ing that Robert Rubin, as treasury secretary, teamed up with 
congressional Republicans to impress fiscal discipline on a reluc- 
tant Bill Clinton. But there it is: the carefree 1990s have recently 
become the “Greenspan-Rubin bubble” in some conservative 
circles. And the Republican National Committee accuses Mr Ru- 
bin of personal and culpable involvement in the Enron debacle. 

His detractors point out that, after leaving the Treasury in 
1999, Mr Rubin became a director of Citigroup, the energy 
trader’s biggest creditor. Citigroup, they say, invented dubious 
offshore schemes that enabled Enron to hide its debts, distort its 
_. creditworthiness and inflate its share price. Then, with Enron on 

. the verge of bankruptcy, Mr Rubin called his former department 

and asked whether it might lean on credit-rating agencies to per- 
: suade them not to downgrade Enron yet. In other words, having 
- ignored the seething cauldron while he was a public servant, Mr 
: Rubin attempted, once back in private business, to trade on his 
connections when the whole thing boiled over. 

For the record, Citigroup says the offshore schemes were le- 
gal. And Mr Rubin has said that he had an obligation to make 
the call because, at that moment, he thought Enron might be 


saved by a merger. Whatever the truth, though, there is a wider - 


political imperative at work. Mr Rubin has become synonymous 
with the Clinton administration's economic policies. The econ- 
omy has gone sour. The Bush administration is getting the 
blame (wrongly, in some ways). It wants to shift that blame. It is 
doing so partly by attacking Mr Rubin. And if there are some 
shady-looking deals in his business record, so much the better. 

There are, though, two problems. First, in attacking Mr Ru- 
bin's record in office, Republicans are throwing boomerangs. 
Second, they risk worsening an already fractious relationship 
between the administration and Wall Street. 

Many of the current economic problems do indeed go back 
to the excesses of the 1990s, notably the failure to act on abuses 
of corporate governance. To that extent, the Clinton administra- 
tion deserves blame, along with credit for the successes. But the 
Bush administration still deserves censure for having taken so 
little account of the economic changes since it came to office. 











Moreover, broadside attacks condemn not only the bad results 
of Mr Rubin's stewardship but also the good ones-the longest 
boom of the post-1945 years, the thousands of new jobs—and 
the policies that made them possible, such as fiscal discipline 
and open trade. At a time when Mr Bush is presiding over a 
plunge in the public finances and when his record on trade is (to 
put it politely) mixed, this looks reckless. 

Just as important, the attacks on Mr Rubin unnecessarily 
widen a breach with Wall Street. Relations between the Bush ad- 
ministration and New York's Masters of the Universe are poor in 
any case. Mr Bush's grandfather may have run a blue-blooded 
investment bank, Brown Brothers Harriman. His father may 
have shuttled smoothly between Texas oilmen and wasp finan- 
ciers. But Mr Bush himself seems more at home in the ox Corral 
than in the canyons of lower Manhattan. It was all too appropri- 
ate (if probably unconnected) that, when he went to Wall Street 
to reassure nervous investors on July 9th, the Dow fell nearly 
500 points in two days. 

Wall Street’s investment bankers react to the administration 
with equal suspicion. Whatever one thinks of Mr Bush’s tax 
cuts, the manner in which they were implemented—notably the 
pretence they would cost only $1.35 trillion over ten years—got a 
Bronx cheer. Markets abhor uncertainty, and no one on Wall 
Street believes any of the ten-year fiscal projections. 


Careless talk costs credibility 
This last point-the markets’ hatred of uncertainty—points to the 
real problem with attacking Mr Rubin. The former treasury 
secretary, who also used to be an arbitrageur, embodies a policy 
of paying attention to what markets think and how they react. 
That is almost the opposite of the Bush administration’s insouci- 
ance. By attacking him, the administration is drawing attention 
to its own failures of economic leadership. 

The Rubin team thought their man’s words were pure gold, 
and agonised over how they would be received. As a result, Mr 
Rubin spoke little and cautiously. When he broke that rule—as 
during the near-meltdown that accompanied Russia’s default in 
1998—people listened. In contrast, Paul O’Neill, Mr Bush’s non- 
Wall Street treasury secretary, seems to think his own words 
have no importance. He recently expressed surprise that anyone 
should care what he said, and he tends to shoot his mouth off. 
(“We are not pursuing...a policy of a strong dollar.”) 

The contrast between the two is most striking in their atti- 
tude to international financial markets. Mr Rubin, sworn into of- 
fice at the time of the Mexican bail-out, spent many of his hours 
at the Treasury dealing with Latin America, Asia and Russia. The 
Bush administration appears to believe it has no role to play in 
stabilising world markets: witness Mr O'Neill's recent warning 
that Brazil and Argentina would have to get the right policies in 
place so that “as assistance money comes, it doesn’t just go out 
of the country to Swiss bank accounts.” Remarks like this are in- 
cendiary, unnecessary and even misleading, since the adminis- 
tration is in fact prepared to bail out struggling countries when it 
needs to—as it has just done in Uruguay. 

Administrations cannot legislate an economic recovery or 
cheer-lead markets. All they can do is to reassure the country 
and the markets that they know what they are doing and are 
paying attention to what is going on. This is something Mr Ru- 
bin knew how to communicate. As well as criticising him, Re- 
publicans might also quietly take a leaf from his book. m - 





The Americas 


Latin America’s economies 





Lifelines for Brazil and Uruguay 


SAO PAULO 


The IMF and the United States have stepped in to stave off financial meltdown. But 


big challenges lie ahead 


N RECENT months, as the ripples from 

Argentina’s economic collapse spread to 
its neighbours, policymakers in South 
America have been exasperated by the 
rich world’s apparent indifference to the 
region's collapsing currencies and sagging 
financial confidence. Yet this week, sud- 
denly, all that changed. On August 7th the 
IMF announced a huge new loan to Brazil, 
of $30 billion over 15 months. Days earlier, 
the United States’ government had 
granted Uruguay a $1.5 billion emergency 
loan to keep its banks afloat. 

The 1Mr loan to Brazil was not entirely 
unexpected. South America's largest econ- 
omy has stuck rigorously to the terms of its 
agreements with the Fund since 1999. Even 
so, the value of its bonds and its currency, 
the real, have plunged in recent months. In- 
vestors have been worried about the un- 
certain outcome of a presidential election 
in October and about whether the new 
government might follow Argentina's ex- 
ample and default on its public debt. 

But two things were surprising about 
the new loan. The first was its size, ranking 
with the IMF's assistance to Asian coun- 
tries in 1997-98. The Fund evidently calcu- 
lated that a big loan was necessary to 
steady the currency, and thus help to sta- 
bilise the public debt until well into next 
year. The second surprise was that the 
loan and its conditions have been agreed 
to without the explicit endorsement of 
Brazil's leading presidential candidates. 


Taken together, the bail-outs sent a 
clear message—underlined by Paul O'Neill, 
the United States' treasury secretary, on à 
visit to the region this week. Countries 
such as Brazil and Uruguay, which are 
seen to be victims of financial contagion 
from Argentina but to have sound econ- 
omic policies, can expect support. 

That is something of a reversal, for Mr 
O'Neill, at any rate. He is well known for 
his aversion to bail-outs of emerging-mar- 
ket economies, which he sees as encourag- 
ing irresponsibility by investors and gov- 
ernments alike. Only days before his trip, 
he had implied that further aid would be 
wasted. But Mr O'Neill was apparently 
overruled by the White House, which has 
grown worried by the impact of a Brazilian 
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debt defaulton the world economy and on 
Latin America's struggling democracies. 
Will the new strategy work? Brazil's 
new IMF agreement is aimed at steadying 
the real during and beyond the election 
campaign. Although only $6 billion of the 
new money will be available this year, 
Brazil's central bank will now have more 
flexibility. The agreement cuts to $5 billion 
(from $15 billion) the minimum level of re- 
serves it promises to hold; in effect, it has 
an extra $16 billion to throw at the cur- 
rency this year. A steady real would in turn 
help calm fears over the public debt. Al- 
though three-quarters of Brazil's public 
debt is in local currency, around a third of 
thisisindexed to the exchange rate. And by 
banishing residual fears that Brazil could 
face a shortfall in external financing this 
year, the agreement might help Brazilian 
firms to keep foreign credit lines open. 
News of the loan boosted the real and 
Brazil's bonds. But the big test will come if 
the election is won by either of the two 
left-of-centre candidates, Luiz Inacio Lula 
da Silva and Ciro Gomes. They lead the 
opinion polls. Investors still distrust them, 
though both have dropped their earlier 
radical talk. Neither made any instant 
comment. But they are likely to accept the 
deal. Although it reaffirms the current re- 
strictive fiscal policy—the agreement keeps 
the target of a primary fiscal surplus (that 
is, before interest payments) of 334% of 
GDP-—it does not tighten it any further. 
The bigger question is whether Brazil 
can return to robust economic growth after 
a lacklustre year. A growing economy and 
lower interest rates would quickly make 
the public debt manageable. But the high 
taxes and fiscal surpluses required to ser- 
vice the debt weigh on the economy. So 
growth depends crucially on investor con- 
fidence in the new government. 
Uruguay faces a similarly tough haul. 
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> Last week the country once seen as Latin 
America’s Switzerland, because of its 
flourishing banks and commercial tran- 
quillity, edged towards chaos. The banks 
shut for four days, after a run on deposits 
had almost exhausted the country’s for- 
eign-exchange reserves. Shops in the capi- 
tal, Montevideo, were looted. The rMr had 
indicated that it would lend more only if 
Uruguay imposed an Argentine-style 
freeze on all bank deposits. 

Uruguayan officials hurriedly devised 
a more flexible alternative, which distin- 
guishes between sound banks (which will 
operate normally) and unsound ones 
(some of whose fixed-term deposits are 
frozen until rescue measures are taken). 
This won the support of White House offi- 
cials. George Bush ordered the American 
Treasury to make a bridging loan, to be re- 
paid once a new $3.8 billion bundle of 
loans for Uruguay tied together by the IMF 
is ready, perhaps in a matter of days. This 
allowed the banks to reopen this week. But 
as in Brazil, Uruguay faces a daunting bat- 
tle to steady its currency and service its 
public debt against a background of reces- 
sion (now in its fourth year) and popular 
demands to stimulate the economy. 

Brazil and Uruguay have gained a re- 
spite, though pessimists will say that this 
will merely allow investors there to exit at 
a better price. Argentina is no nearer to 
sorting out its own impasse. Mr O'Neill 
said in Buenos Aires that he hoped that its 
talks with the rMr will now speed up. The 
Bush administration finally appears to 
have become alarmed by the havoc that 
Argentina's collapse has caused. Nonethe- 
less, if economic growth fails to return to 
South America soon, the bail-outs may 
prove to be yet anotherlostbet. m 


Politics in Bolivia 
Progress or 
collapse 


LA PAZ 
The new president faces a weak 
economy and a combustible polity 


E IS one of Bolivia's richest men, 
thanks to his family's mining busi- 
nesses. But he is also one of his country's 
most experienced politicians. As planning 
minister from 1986 to 1988, Gonzalo San- 
chez de Lozada tamed hyperinflation and 
opened the economy. As president from 
1993 to 1997, he pushed through liberal re- 
forms. On August 6th, Mr Sanchez (known 
to Bolivians as “Goni”) took office as presi- 
dent once again. But he will govern a poor 
and troubled country, whose economy 
has been battered by its neighbours' reces- 
sions and whose politics are changing fast. 
The new president's mandate is frail. In 
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No respite for Goni 


the election on June 3oth, he won only 
22.5% of the vote, barely ahead of Evo Mo- 
rales, the socialist leader of the coca work- 
ers’ union, who got 20.9%. Under the con- 
stitution, the new Congress chooses 
between the two front-runners. This week, 
after some wheeling and dealing, it chose 
Goni. He has forged a coalition between 
his own centre-right Revolutionary 
Nationalist Movement and its former rival, 
the Movement of the Revolutionary Left 
(MIR), which, despite its name, prefers gov- 
ernment jobs to ideology. The Mir will 
have seven out of 18 cabinet jobs. So long 
as this alliance lasts, it will give Mr Sanchez 
a narrow majority in Congress. 

But Mr Morales will give him tough op- 
position. For a decade he has led some- 
times violent protests against the govern- 
ment’s efforts, backed by the United States, 
to wipe out Bolivia’s coca crop and thus its 
cocaine industry. In the 1997 election he 
won only 3% of the vote. His rise to almost 
21% is stunning. It owes something to 
heavy-handed warnings not to vote for 
him from Manuel Rocha, the American 
ambassador. But it owed more to Bolivia's 
economic troubles, and especially those of 
the impoverished countryside. 

The rise of Mr Morales is part of a 
broader political upheaval. Eight out of ten 
members of Congress are newcomers. For 
the first time, about a quarter of the legisla- 
tors are of mainly Indian descent. Most of 
them are in the opposition. Their election 
has certainly made Bolivia's democracy 
more representative. 

For a decade until 1999, the economy 
grew ata steady 4%, thanks to reforms and 
foreign investment. But progress has 
halted, partly because of the regional re- 
cession, and partly because the outgoing 
government eradicated 50,000 hectares 
(123,500 acres) of coca but was unable to 
provide enough proper alternatives. 

Now Bolivians face a choice between 
"progress and collapse", Mr Sanchez 
warned them in his inaugural speech. He 
proposes to double public investment (in 
roads, schools, hospitals and a new public 
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housing plan), to $1 billion. His hope is that 
aid donors, who already provide $500m a 
year, will sump up the money. 

The new government faces two imme- 
diate controversies. The first concerns a 
plan to export gas via a pipeline to the Pa- 
cific coast. This is Bolivia’s main economic 
hope. The cheapest route is to a port in 
Chile. But that arouses passionate opposi- 
tion among the many Bolivians who have 
not yet learned to live with their defeat by 
Chile in a war 120 years ago. 

The second issue is coca. Mr Morales’s 
supporters can be expected to redouble 
their protests against the outgoing govern- 
ment's policy of “zero tolerance” for coca. 
They have already won a small victory: an 
American-financed army unit set up last 
year to clear coca farmers’ roadblocks in 
the Chapare (formerly the main growing 
area) is being disbanded, after several mis- 
takes by trigger-happy troops. 

Goni has not said whether his govern- 
ment will start eradicating “excess” coca in 
the Yungas region, as the Americans want. 
This is where 12,000 hectares of the stuff is 
legally grown for traditional uses, such as 
chewing and tea. But Jose Guillermo Jus- 
tiniano, the development minister, says 
that in the Chapare, zero tolerance will 
continue. Inside and outside Congress, the 
new government faces a rough ride. m 


Planning in Mexico 


Grounded 


MEXICO CITY 
The cancellation of a new international 
airport bodesill for other big projects 


HE pope's departure after a visit to 

Mexico last week no doubt struck the 
government as a good moment to bury 
embarrassing news. If so, the ruse failed. 
The announcement that the government 
was bowing to protests and cancelling a 
plan to build a new international airport 
outside Mexico city drove the pontiff from 
the front pages. This climbdown was not 
only a blow to the reputation of President 
Vicente Fox. It also showed that although 
the old authoritarian method of ramming 
through big infrastructure projects no lon- 
ger works in Mexico, a democratic plan- 
ning system has yet to take its place. 

Mexico city’s present airport is 
hemmed in by suburbs, making expan- 
sion difficult. For 30 years, officials have 
studied alternatives. Last October, Mr 
Fox's government said it would build the 
new airport on the dried-up bed of Lake 
Texcoco, only 30km (20 miles) from the 
city centre. 

Local farmers, whose land was to be ex- 
propriated, had other ideas. Their protests » 
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* attracted support. San Salvador Atenco, a 
nearby town, became a spontaneous cam- 
pus for machete-wielding protesters, anar- 
chists, Zapatists and other rebels in search 
of a cause. Last month, the protests turned 
violent: one person was killed in clashes 
with the police, and 15 taken hostage 
(though later released). Local residents 
now want to form an “autonomous gov- 
ernment” in the style of the Zapatists in the 
state of Chiapas. 

The government's capitulation has im- 
plications for other large-scale infrastruc- 
ture plans, such as the Plan Puebla-Pan- 
ama in the south, and the Escalera Nautica 
(nautical ladder), a tourist scheme in Baja 
California. These were supposed to be ex- 
amples of Mexico's modernisation. They 
now risk the same fate as the airport. All 
are projects with which the president, a 
former businessman, is closely associated. 

Part of the problem is caused by Mex- 
ico's confused land laws, which date from 
the revolution of 1910-17. Under the con- 
stitution, much land has been granted to 
ejidos (peasant communities), many of 
which have disputed boundaries. And 
while the government has the right to ex- 
propriate ejido land for a "public" use or 
project, the terms of compensation are 


vague and unrelated to market value. 

This vagueness allowed the Atenco 
farmers to challenge the government's (at 
first miserly) offers of compensation in the 
Supreme Court. Under the 70-year rule of 
the Institutional Revolutionary Party (PRI), 
which ended when Mr Fox won power in 
2000, the court did as it was told. Mr Fox 
abandoned the airport out of fear that the 
court would no longer obey its orders. 
What is more, even bigger legal problems 
now cloud the Plan Puebla-Panama. This 
runs through many communal lands, oc- 
cupied by indigenous people, with bound- 
aries that are even more fluid than those of 
ejidos. Disputes have already prompted 
violent clashes between feuding villages. 

The airport saga is an example of the 
kind of top-down planning that many 
hoped would end with the rule of the pri. 
In court, the Atenco farmers challenged the 
government's failure to consult sufficiently 
over the project. 

The government looks set to make the 
same mistake with the Escalera Nautica, a 
proposed $1.7 billion development which 
would ring the Sea of Cortes, an ecological 
treasure-trove, with 27 marinas holding up 
to 50,000 boats. Work has already begun 
but no environmental-impact study has 
been filed. Officials from the government's 
own Institute of Ecology argue that the 
whole project is too secretive. They accuse 
the tourist-development agency of failing 
to explain its plans to local residents. 
Among those affected are the lobster fish- 
erman of Punta Abreojos, who are prepar- 
ing to be as vocal as the Atenco farmers. 

In the old days, the PRI would have 
paid the necessary bribes to get its way, 
notes a foreign banker. Mr Fox's people are 
too honest for that. But they need to devise 
à way to listen to local people and still gain 
consent for projects of genuine national 
importance. 8 
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Joe goes, will 
Jean? 


OTTAWA 
A time to retire, a time to contend 


OE CLARK was once briefly Canada's 

prime minister, and later and more im- 
pressively its foreign minister. More re- 
cently, he has led his Progressive Conser- 
vative Party in a fight for survival. But the 
party won just 13 seats in the House of 
Commons at the last election in 2000, and 
Mr Clark could not turn it into a credible al- 
ternative to the dominant Liberals of the 
prime minister, Jean Chrétien. With his 
party's poll ratings stuck at just 14%, on Au- 
gust 6th Mr Clark told the party to elect a 
new leader early next year, saying he had 
taken it as far as he could. 

Mr Clark's problem was that conserva- 
tive voters are divided between his party, 
whose support is mainly in the east, and 
another, stronger, outfit, the Canadian Al- 
liance, which is dominant in the west. His 
hopes rose last year when he attracted a 
handful of disaffected Alliance MPs to join 
him in a loose parliamentary coalition. But 
in April the rebels bolted back when a new 
Alliance leader, Stephen Harper, threat- 
ened them with expulsion. 

Will Mr Clark's decision to depart help 
long-standing efforts to unite the right? Mr 
Harper immediately challenged the Con- 
servatives to consider a merger and a joint 
leadership convention. He had earlier of- 
fered to negotiate joint slates of candidates 
for the next election. But some Tory MPs 
cling to the memory of past glory as a na- 
tional party, and dismiss the Alliance as a 
regional force. Other Conservative leaders 
do not: Mike Harris, who resigned last year 
as Ontario's premier, is said to be keen to 
lead a united right-wing party. 

The right is not alone in seeking new 
leaders. Alexa McDonough, the leader of 
the small, leftish, New Democrats, an- 
nounced in June that she would stand 
down after seven years. And the Liberals 
are embroiled in an increasingly open and 
hard-fought leadership battle in which Mr 
Chrétien is being challenged by Paul Mar- 
tin, his long-serving finance minister 
whom he sacked in June. Mr Martin looks 
to have the edge. His supporters are strong 
in local constituency organisations, and 
are likely to be in a majority at a party con- 
vention in February where the leadership 
could be decided. The prime minister's 
loyalists retort that their man has won 
three election majorities. But his tide may 
finally be ebbing. More than a dozen Lib- 
eral MPs have called for Mr Chrétien to re- 
tire with honour. Mr Clark has just shown 
himthe way. 8 
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Israel and the Palestinians 





Towards a war of attrition 


EAST JERUSALEM 


A plan for ending the violence isin the air, but many believe it to be dead on arrival 


NLY a short time ago, the current level 

of slaughter and repression between 
Israel and the Palestinians would have 
been deemed intolerable. Now, as the con- 
flict settles into a deadly war of attrition, it 
seems almost routine. In one day (August 
4th) Palestinian gunmen and suicide bom- 
bers killed 12 people in six attacks. These 
included the bombing of a bus in Israel, 
which killed nine people, three of them 
soldiers, and the shooting of an Israeli se- 
curity guard in East Jerusalem. 

Israel responded to these attacks in 
ways old and new. Nine Palestinians, most 
of them militants, have been killed since 
August 4th, all Palestinian traffic is barred 
on West Bank roads, southern Gaza is 
sealed, and northern Gaza was invaded 
and fugitives arrested. The newer ideas in- 
clude a raft of measures aimed at deterring 
the bombers by collectively punishing 
their kin and associates. So far the homes 
of 13 suicide bombers have been demol- 
ished, three siblings are threatened with 
imminent exile to Gaza and—the fiercest of 
the punishments-Israel's interior minis- 
ter, backed by the prime minister, Ariel 
Sharon, has decided to revoke the citizen- 
ship of three Israeli Arabs with “ties to ter- 
rorist organisations and activity". 

But Mr Sharon also flagged diplomacy. 


On August 5th he approved a meeting be- 
tween his defence minister, Binyamin Ben- 
Eliezer, and Saeb Erekat, one of the Pal- 
estinian Authority's senior negotiators, 
plus Palestinian security chiefs. They dis- 
cussed the so-called “Gaza first" plan, 
bringing back memories of the first 
months of the Oslo peace process. Under 
this, Israel is offering to relax its military 
and economic siege on Gaza in return for 
the PA resuming security co-operation 
with Israel, and reforming its police forces. 

If the new pilot plan works, and a 
ceasefire in Gaza is achieved, Israel sug- 
gests that similar arrangements could in 
the future be made for the seven West 
Bank cities now under full occupation. The 
PA has given the plan "preliminary" ap- 
proval but wants Israel to withdraw from 
atleast one of these cities now, either Beth- 
lehem or, possibly, Ramallah, the PA's 
"temporary capital". The dispute contin- 
ues, but the plan was expected to be dis- 
cussed when PA officials meet Colin Pow- 
ell, America's secretary of state, in 
Washington this Thursday. 

Why is Mr Sharon doing what he said 
he would not do: negotiating “under fire"? 
Further, why is he giving his blessing to 
meetings with Palestinian officials who 
have been hand-picked by a leader he has 
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declared not only irrelevant, but the head 
of a “terrorist entity”? 

One reason may be his awareness, 
shared now by the Israeli army, that there 
is only so much punishment Palestinian 
society can take if it is not to tip into abso- 
lute collapse. A survey, sponsored by 
America’s Agency for International De- 
velopment, was published this week, re- 
vealing how dire the situation in the occu- 
pied territories has become. One in five 
children under five suffers from malnu- 
trition, and one in ten women of child- 
bearing age is anaemic. The survey shows 
an economy where over 50% of the popu- 
lation is forced to borrow money, and 17% 
to sell assets, to buy basic food. 

The consensus of most aid agencies is 
that this suffering is caused by Israel’s clo- 
sure policies, which not only seal the occu- 
pied territories from Israel, Egypt and Jor- 
dan, but each Palestinian town and village, 
one from the other. The only route to re- 
covery, they say, is for Israel to withdraw 
from the areas that the Palestinians used to 
control themselves, and to open the bor- 
der crossings. 

Instead, Mr Sharon’s solution is to call 
for huge influxes of relief aid, to keep the 
Palestinians alive while his tanks remain 
in their cities, and all movement and trad- 
ing remain banned. The prime minister’s 
approach is supported by America, which 
defends Israel's reoccupation in the name 
of self-defence but also wants a big relief 
effort to stave off what Daniel Kurtzer, the 
American ambassador to Israel, calls a 
“humanitarian disaster”. America is also 
very keen, say Israeli analysts, on winning 
some relative quiet in the West Bank and 
Gaza in readiness for its strike on Iraq. 





The upshotis a policy aimed at contain- 
ing the intifada rather than seriously trying 
to resolve it, either by military or dip- 
lomatic means. The Palestinans suspect 
that this is an approach that suits Mr 
Sharon, since it allows him time to consoli- 
date Israel's present conquests into a lon- 
ger-term interim occupation. It also suits 
Hamas, which has long championed resis- 
tance over negotiations, and whose stock 
has risen with the fearsome attacks it has 
carried out in revenge for Israel's assas- 
sination of its military leader, Salah She- 
hada, together with 14 other Palestinians, 
in Gaza last month. 

Hamas has already rejected “Gaza first" 
as an Israeli ruse to continue the occupa- 
tion by other means. Its veto is important, 
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since the only way the PA can achieve a 
ceasefire in Gaza is with the consent of the 
Islamists: their current popularity rules 
against any attempt to impose a truce that 
they oppose. A month ago, under pressure 
from Mr Arafat's Fatah movement, and 
sponsors such as Saudi Arabia, Hamas 
was beginning to consider holding some 
of its fire. But now, after the assassination 
in Gaza and the unusual anger this caused, 
the pressure has evaporated. 

It will not be resumed, say Palestinians, 
until they feel an improvement to their 
lives, and political content is given to 
George Bush's vision of a Palestinian state. 
Short of this, Palestinians say, “Gaza first" 
will get nowhere—which is why Mr 
Sharon is allowing it to be considered. m 


Come and talk to us, says Iraq 


Try again, the UN replies. And anyhow it won't do you any good, adds America 


E THE aim were to get the arms inspec- 
tors back to work, and the disarmament 
of Iraq restarted, the gulf between the lat- 
est proposal from Baghdad and the UN's 
stated position might eventually be 
bridgeable. Kofi Annan, the uN's secre- 
tary-general, is prepared to try to bridge it, 
to test how far a belatedly alarmed Iraqi re- 
gime might be prepared to go. But his ef- 
forts are undermined by America’s now 
outspoken confirmation that the return of 
the inspectors is irrelevant to its deter- 
mination to get rid of Saddam Hussein. 





Good news is rare in Baghdad these days 


On August 1st Naji Sabri, Iraq's foreign 
minister, wrote to Mr Annan inviting Hans 
Blix, the UN’s chief weapons inspector, 
and his team to Baghdad for technical talks 
to establish a basis for the inspection mis- 
sion when or if this is resumed. Arms in- 
spectors, under a different name and 
chiefs, spent seven difficult years searching 
for and destroying weapons of mass de- 
struction, but were withdrawn at the end 
of 1998, and not allowed by Iraq to return. 

The uN's position, as stated in a 1999 
Security Council resolution, is that Iraq 










should allow the team "immediate, un- 
conditional and unrestricted access to any 
and all areas", and that, after 60 days of 
such access, Mr Blix should present the 
council with a “work programme" for find- 
ing out what has been going on in the four 
missing years, and how to clean Iraq of its 
nastiest weapons. After a disputatious talk 
with council members (America and Brit- 
ain dismissive; others, led by Russia, 
suggesting that Iraq's offer might open the 
way to diplomacy), Mr Annan wrote cau- 
tiously back to Mr Sabri, thanking him for 
the invitation, but stressing that the coun- 
cil had already laid down what the inspec- 
tors should do, and that Iraq was expected 
to conform to this. 

The secretary-general, like others 
alarmed by the rush to war, is concerned to 
explore non-violent alternatives. But he is 
boxed in. His three rounds of talks with the 
Iraqis earlier this year came to nothing, 
largely because of the conditions—on tim- 
ing, sanctions and so forth-that Iraq 
hoped to attach to the mission's resump- 
tion, but also because of the limits that 
America put on the talks. 

To avert an attack that now looks likely 
if not imminent, Mr Hussein might, con- 
ceivably, be prevailed upon to drop some 
of his conditions. In a speech on Thursday 
he sounded predictably defiant, but also 
called on the Security Council to answer 
the questions he had put to it. 

But has he much to gain from flexibility 
if, as the Americans now openly say, it 
makes no difference? — "Nothing's 
changed," George Bush told reporters. 
John Bolton, the State Department's arms- 
control man, spelt it out. “While we also in- 
sist on the reintroduction of weapons in- 
spectors, our policy at the same time in- 
sists on regime change in Baghdad and 
that policy will not be altered whether in- 
spectors go in or not." Mr Hussein's only 
strategy, in these circumstances, is to try to 
spread discord among America's friends. 

He is doing quite well on this track: 
there is considerable disquiet in Europe 
and elsewhere (see page 43). Even the Brit- 
ish government found itself wriggling 
over whether regime change was the aim, 
regardless of any return of the inspectors. 
But Iraq's need is to prevail with the Ameri- 
cans themselves, and here it has a tougher 
time. The Senate hearings last week may 
have given Iraq a bit of comfort since some 
Republicans, as well as Democrats, ap- 
pealed to Mr Bush to proceed with caution 
and to consider the cost. 

Iraq's rather bizarre offer this week to 
American congressmen, accompanied by 
experts of their choice, to come to Iraq to 
hunt for hidden weapons, fell on stonier 
ground. "I can't think of anything funnier 
than a handful of congressmen walking 
round," said Donald Rumsfeld, the secre- 
tary of defence, "They'd have to be there 
forthe next 50 years to find something." m 


Peacekeeping in Africa 
Where others fear 
to tread 


PRETORIA 
South Africa bravely sets out to help 
make peace in Congo 


€€TF SOUTH AFRICA won't do it, who 

will?" The "it" is the terrifying task of 
peacekeeping in Congo, and the question 
is asked, quite reasonably, by Greg Mills, a 
political analyst. Possibly no African na- 
tion will be able to police Africa's most 
confusing war zone, but South Africa is 
clearly the best bet. 

Its army is the continent's most sophis- 
ticated, and seen to be neutral. Last month, 
on assuming the chair of the new African 
Union, South Africa's president, Thabo 
Mbeki, declared that Africans should take 
responsibility for ending their own con- 
flicts. Thís month, he gave his admirable 
words credibility, by offering 1,500 troops 
as UN peacekeepers in Congo, while nudg- 
ing Ghana and Senegal to follow suit. 

Over the past few months, Mr Mbeki 
successfully brokered a peace agreement 
between the Congolese government and 
Rwanda, whose troops occupy much of 
eastern Congo. The deal was signed in Pre- 
toria on July 30th. The UN Security Coun- 
cil is expected soon to announce an expan- 
sion of its mission in Congo, as part of a 
renewed push to end four years of fighting. 
This bustle of peacemaking activity is en- 
couraging. But its success depends on the 
two sides' bona fides, and the questionable 
fitness of South Africa's army. 

Congo and Rwanda have agreed to end 
their differences by late October. But the 
deal is ominously similar to one signed in 
1999, which failed. Rwanda's president, 
Paul Kagame, has offered to pull his 20,000 
or so soldiers out of Congo, on condition 
that the Hutu rebels who carried out the 
Rwandan genocide of 1994, many of 
whom are now hiding in Congo, are dis- 
armed, expelled or arrested. Rwanda says 
its troops are in Congo to prevent these gé- 
nocidaires from regrouping and launching 
an invasion into Rwanda. 

Under pressure from donors, Congo’s 
president, Joseph Kabila, says he will try to 
root them out. But since many Rwandan 
Hutus have reportedly joined his own 
army, a serious attempt to purge them 
could prove suicidal. And the roving 
bands of Hutu militiamen in eastern 
Congo are also reluctant to lay down their 
guns, not least because Rwanda promises 
to put 5,000-15,000 “ringleaders” of the 
genocide on trial, some for their lives. 

The extra peacekeepers are expected to 
arrive in Kindu, the UN’s frontline head- 
quarters in eastern Congo, by the end of 
August. They will join an existing force of 





4,000 blue helmets, who are derided by lo- 
cals as ineffectual “tourists”. The mission 
may badly overstretch South Africa's 
army. The peacekeepers will have to be ro- 
tated and regularly replaced, but only a 
small proportion of South Africa's 76,000 
soldiers are fully trained and fit. One infan- 
try commander told a parliamentary com- 
mittee this month that barely half of the 
1,021 posts in his battalion were filled. Of 
those, only 138 soldiers would meet UN 
standards for deployment, which include 
being HIV-negative. South Africa admits 
that 23% of its soldiers are infected, but 
some say the rate is much higher. 

There are other problems, too. The 
modern South African army was created 
by the merger of the old apartheid forces 


with their former guerrilla enemies and 
the laughable armies of the old “indepen- 
dent" black homelands. One of these 
forces had no privates-all had been pro- 
moted. Today, there are still too many gen- 
erals: one for every 250 troops, compared 
with one for 2,000 in the American army. 


Recent South African actions have 
achieved mixed results. In 1998, an at 
tempt to restore order in Lesotho, barely a 
mile from South Africa, left Lesotho's capi- 
tal in ruins. Nine months ago, South Africa 
senta battalion to guard local politicians in 
Burundi. They have so far succeeded, but 
the civil war has not eased. Bringing peace 
to Congo, which is huge, distant, thickly 
jungled and home to dozens of warring 
factions, will be harder. @ 
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Europe and the United States 


You can be warriors or wimps; or so 


say the Americans 


BRUSSELS 


The foreign-policy gap between Europeans and Americans is getting bigger again 


AST autumn it all seemed very different. 
Galvanised by outrage at the attacks on 
the World Trade Centre, Europeans rushed 
to align themselves with the United States. 
Gerhard Schróder, the German chancellor, 
proclaimed “unlimited solidarity” with 
America. The editor of France’s left-lean- 
ing Le Monde wrote a front-page editorial 
headlined “We are all Americans now.” 
Tony Blair got a standing ovation in Con- 
gress in recognition of Britain’s staunch 
support for the United States. 

Almost a year on, the mood has 
changed. On August 5th Mr Schróder, hit- 
‘ting the campaign trail in Hanover, 
warned the United States against “playing 


around. with war or military action” in 





. Iraq. On the same day, Le Monde pub- 
: lished another front-page piece, this time 


—- - lamenting the mutual *incomprehension" 


between Europe and the United States and 
the “mood of indifference, indeed of mis- 
trust, towards France and Europe, in the 
entourage surrounding] President Bush." 
Mr Blair remains grimly determined to 
be the Americans' staunch ally. But British 
voices raised against participation in an at- 
tack on Iraq now range from the incoming 





Archbishop of Canterbury, to top retired 


generals and backbench mrs in Mr Blair's 
own party. An opinion pollfortelevision's 
Channel 4in Britain this week showed 52% 


of Britons against joining an American-led 
attack and just 34% in favour. 

So what has changed? The shock of 
September 11th has certainly faded much 
faster in Europe than in America. But even 
soon after the attacks it was already clear 
that while Europeans would go along with 
an assault on Afghanistan, they were scep- 
tical about taking on Iraq. This remains so, 
both among elites and among the public. 
Polling by the Pew Research Centre in April 
showed that 69% of Americans favoured 
military action against Saddam Hussein, 
compared with 46% in Britain and France 
and 34% in Germany and Italy. 

Disagreement about Iraq is linked to di- 
vergence over Palestine. Simplifying a lit- 
tle, conventional European opinion is that 
the Middle East will never be stable until 
the Palestinians have their state, and that 
to attack Iraq before then risks setting the 
region on fire. The hawks in Washington 
see things the other way around. They ar- 
gue that Iraq destabilises the Middle East 
because it stokes Palestinian militancy. But 
talk in Washington of "regime change" in 
Iraq, Iran or even Saudi Arabia causes 
huge anxiety in Europe, where people fear 
where American policy is going to lead 
them. Henning Riecke, of the German 
Council for Foreign Relations in Berlin, 
says that German opinion seems to be at 


The Economist August 10th 2: 










Also in this section 





44 Europe's hunt for al-Qaeda 





45 Turkey's dramatic reforms 





| 46 Germany's bitter air-miles row 
46 ACzech spy scandal 


47 Charlemagne: Francis Mer, France' s E 
would-be magician 




























least as alarmed by "American bullying" 
as by any threat from Iraq. 

Anti-Americanism in Europe is not 
new. Nor, during the long cold war, were 
rows across the Atlantic unusual. But what. 
Europeans are now seeing is what they re > 
gard as a new kind of “anti-Europeanism” 
in Washington. Articles by George Will 
and Charles Krauthammer, two influen- 
tial American commentators, arguing that 
European hostility to Israel revealed the 
continent to bein the grip of rampantanti- 
Semitism, outraged policymakers in Eu- 
rope. Scarcely less comforting are jibes” 
from right-wing Republicans about “euro- 
weenies" or articles like one by Walter Rus- 
sell Mead, of the Council on Foreign Rela- 
tions in New York, arguing that “Ameri 
cans just don't trust Europe's political 
judgment. Appeasement is its second na 
ture. Europeans have never metaleader- 
Hitler, Mussolini, Stalin, Qaddafi, Kho- 
meini, Saddam Hussein—they didn’t think 
could be softened up by concessions.” > 


Have the doves flown the coop? a 
Of course there are more moderate voices 
on both sides of the Atlantic. Colin Powe 
America’s secretary of state, is hailedin E 
rope as Washington's voice of reason and 
multilateralism. France, always regarded 
as the most anti-American of the big Eun 
pean countries, has a new foreign mini 
ter, Dominique de Villepin, who stresse 
the common values and interests that 
his country to the United States. 

But do they, still? Perhaps the most di 
turbing aspect of the gulf between Europ 
and America is a sense that basic value 
and interests are diverging. This idea was 
crystallised in a recent article by Robert Ka- 
gan, an American writer, which has been 
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> much circulated and discussed in Brussels. 
He argues that the Ev, being weak, has an 
interest in a "self-contained world of laws 
and rules and transnational negotiation 
and co-operation", while the United States 
believes that "international laws and rules 
are unreliable" and "true security and the 
promotion of a liberal order still depend 
on the possession and use of military 
might." 

Many European policymakers think Mr 
Kagan has defined a real difference of ap- 
proach, of which Iraq is a perfect example. 
France and Germany both say that they 
will support an attack on Iraq only if it is 
endorsed by the United Nations. Only the 
British endorse the American argument 
that Iraq's breach of its ceasefire terms is 
authority enough. 

In the long run, European discomfort 
with an American war of pre-emption 
against "rogue states" cannot but widen 
the Atlantic gap. Does it matter? Mr Kagan 
argues that America can maintain global 
security without much help from Europe. 
And if the Europeans keep squawking? 
"The day could come, if it has not already, 
when Americans will no more heed the 
pronouncements of the Eu than they do 
[those of] ASEAN or the Andean pact.” 

Richard Haass, head of policy planning 


Europe's hunt for al-Qaeda 


at the American State Department, said 
something similar to a conference in June 
of the Evu's Institute for Security Studies. 
The danger was not of some crisis across 
the Atlantic but of a European "loss of rele- 
vance". Americans felt they had finished 
the post-war and post-cold war job of 
making Europe whole and free. To remain 
influential in America, he said, Europe 
would have to engage in places such as the 
Middle East and Asia where America feels 
its new challenges lie. 

Understandably, few Europeans be- 
lieve that a lone American sheriff can en- 
force global order. The Europeans are 
acutely aware of their military weakness. 
But many argue that the United States may 
need international law and international 
consent more than it realises. One senior 
official in Brussels cites the observation of 
Henry Kissinger, usually regarded as the 
high priest of realpolitik, that American 
power must ultimately rest on a “moral 
consensus" that the United States is a force 
for good in the world. 

That consensus has already eroded in 
Europe. When the Pew Centre pollsters 
asked if America was acting mainly in its 
own interests in the “war on terrorism”, 
80% of French people and 85% of Germans 
agreed. And so did 73% of Britons. @ 


They're on both sides of the pond 


Al-Qaeda's members may be busier in Europe than in America. Catch them, say the 
Americans. We're trying, say the Europeans, and we know more than you do 


NTI-TERRORIST services have never 
before been engaged in so widespread 
an operation across Europe. Even before 
September 11th, intelligence people on 
both sides of the Atlantic had been reckon- 
ing that Islamic fundamentalists were just 
as likely, if not more so, to hit targets in Eu- 
rope. They still think so. Since September 
11th, both American and European intelli- 
gence services have been trying to unravel 
al-Qaeda networks in Europe as diligently 
asin the United States. Where are the terro- 
rists' European lairs? And how successful 
have the anti-terror teams been in tracking 
them down? 

Robert Mueller, the rBri's director, has 
implied that Europe is a better operating 
base, from al-Qaeda's point of view, than 
the United States. Anti-terror pundits cite 
five European features that give terrorists 
an apparent advantage when they are 
planning to make attacks in Europe. In pro- 
fessional parlance, they come under the 
headings of geography; ethnic demogra- 
phy; communications and co-ordination; 
finance; and availability of targets. 


Europe's geography is highly amena- 
ble. Terrorists can easily fly, sail, walk, 
swim or drive into the European Union 
from a wide range of countries. Muslim 
communities whose origins are in North 
Africa, the Balkans and Central Asia are 
well established across the Eu. Once terro- 
rists have entered one of the 15 countries in 


One the Spaniards nabbed 
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Europe's Schengen pact, they can travel 
freely between them, and live comfortably 
and invisibly among their own. 

Al-Qaeda cells almost certainly exist in 
Britain, France, Germany, Spain, Italy and 
the Netherlands, to name but a few of the 
group's favoured countries of residence. 
As early as 1993, western intelligence ser- 
vices gave warning that teams of Muslim 
extremists, many of them from Algeria, 
had infiltrated into the EU, often settling at 
first in Spain, which some see as the his- 
toric birthplace of Islam in Europe. Span- 
ish intelligence now reckons that an im- 
portant meeting between Mohammed 
Atta, a leader of the Hamburg-based cell 
that may have organised the attacks on 
September 11th, and other Europe-based 
al-Qaeda cells took place in Tarragona, on 
Spain's north-east coast, in July last year. 

At the other end of the Eu, on its bor- 
ders with the former Yugoslavia, a good 
thousand mujahideen fighters, many 
trained by Americans and Iranians to fight 
the Serbs of Slobodan Milosevic, have 
been at a loose end—and have been prime 
targets for recruitment by Islamists. After 
the Dayton accord that brought peace to 
most of the region in 1995, a lot found jobs 
in Islamic humanitarian outfits in Bosnia. 

Germany's intelligence service has 
been to the fore in trying to track down the 
militants. Even before September 11th it 
had successfully trailed a veteran of the 
fighting in Bosnia called Mohammed Hay- 
dar Zammar, a 41-year-old former lock- 
smith of Syrian origin with German na- 
tionality who is now thought to be in 
American interrogators' hands. The head 
of Germany's police force, Manfred Klink, 
says that “a notable number" of al-Qaeda 
are still in Germany. Seven suspects were 
arrested last month in Hamburg; the Ger- 
man police reckon they were trying to rep- 
licate Atta's Hamburg cell. 

The Europeans are trying harder than 
before to pool their counter-terror efforts. 
The Russians, as well as Central Europeans 
whose governments were in Russia's sway 
little more than a decade ago, have been 
helping too. Countries such as Britain, »* 








> France, Spain, Italy and Germany, with 
long experience of fighting terror at home 
against such opponents as the Basque sep- 
aratists of ETA, the Irish Republican Army, 
and violent German and Italian groups in 
the 1970s and 19805, have begun to share 
resources. They point out that between 
them they have more experience of fight- 
ing terrorism than the Americans have. 

Europol, the Eu’s police agency created 
under the terms of the Maastricht treaty of 
1992 to co-ordinate police activity across 
the continent, is trying to help too, though 
its scope and powers are still pretty lim- 
ited. Since September 11th, a 50-strong 
Europol task-force has been set up to co- 
ordinate intelligence on al-Qaeda. 

The results of all this activity have been 
mixed. More than 200 al-Qaeda suspects 
have been picked up in six European coun- 
tries, most in Spain, Italy, Germany and 
Britain, but few have been brought to trial, 
and none for involvement in planning the 
attacks of September 11th. Some are 
thought to have been transferred to Ameri- 
can custody in Guantanamo Bay. 

Because Europe's Islamist network is so 
widespread, it will be hard to unpick. An 
array of mosques, some of them strongly 
fundamentalist, offers a fertile source of re- 
cruits and cash. No less important—and in 
contrast to the Americans' stickier system 
of banking—European financial systems 
make the transfer of large sums of money 
possible within hours. When Italian anti- 
terrorist police in Milan arrested eight al- 
Qaeda suspects last month, they found 
forged passports and false documents of 
good enough quality to ensure the carriers 
smooth entry into the United States. 


Pushtun-speakers, please 
Besides, Europe's anti-terrorist teams find 
it hard to disentangle the complexities of 
the movements that fall under the rubric 
of Islamic fundamentalism. Few police- 
men or intelligence agents speak Urdu, 
Pushtun or Arabic. It is unlikely that they 
have infiltrated many, if any, agents into 
the tight-knit cells of the al-Qaeda family. 
According to one European intelligence 
source, al-Qaeda recruitment in Europe is 
"thriving and evolving". New blood is be- 
ing found among Chechens, Pakistanis 
and Afghans. Although Albanians are on 
the whole grateful to America for helping 
to free their Kosovar brothers from the Serb 
yoke, Islamic militancy has taken hold 
among some Albanian émigré groups too. 
The crime networks in the Balkans, es- 
pecially those run by Albanians, who are 
mostly Muslim, are difficult to break up— 
and some may operate in tandem with Is- 
lamic extremists. A senior policeman 
working under the auspices of the United 
Nations in Kosovo says, "Islamic terrorism 
can walk in the shadow of Islamic-based 
organised crime. The footprints outside 
the mosques are often the same." m 


"rig reforms 
Great—if they 
really happen 


ANKARA 
Turkey has legislated to meet the EU's 
conditions for membership talks 


being rounded up and jailed across Tur- 

ey for petitioning their universities to of- 
fer courses on the Kurdish language. It will 
not happen again, if President Ahmet Nec- 
det Sezer approves a raft of sweeping re- 
forms overwhelmingly approved by the 
parliament last week, in a bid to meet the 
European Union's preconditions for taking 
Turkey's bid for membership seriously. 
Few doubt that Mr Sezer, a committed 
Europhile, will do so. 

The new laws “represent a funda- 
mental change in our concept of identity,” 
says Volkan Vural, the Turkish diplomat in 
charge of Eu affairs. "They recognise cul- 
tural diversity and undertake to respect 
that diversity.” The 12m or so Kurds will be 
able to have their young taught Kurdish, 
though not in state schools, and it will 
have to be as a subject in itself: the changes 
do not cover the use of Kurdish as a teach- 
ing medium. Broadcasting in Kurdish, now 
banned as separatist, will be allowed, on 
non-state stations. Non-Muslim religious 
foundations will be able to buy property; 
that might save hundreds of ancient 
churches now crumbling across Anatolia. 

As to other human rights, a provision to 
ease restrictions on free speech will make 
it possible to criticise the armed forces 
without risking jail. Capital punishment, 
except in times of war, will be scrapped; to 
the benefit, notably, of the Kurdish rebel 
leader Abdullah Ocalan, who was sen- 
tenced to hang on treason charges in 1999. 
And Turkey will limit its fiercely guarded 
sovereignty by allowing the European 
Court of Human Rights to order retrials in 
Turkish courts. 

Mr Vural and other technocrats can 
take credit for drafting most of the new 
laws and for persuading the politicians 
that Turkey's dream of joining the EU 


T weeks ago scores of students were 


á Turkish delight 
The sweetest bon-bons 





Ailing Ecevit astonishes them all 


would never be fulfilled unless the mea- 
sures were passed into law forthwith. "It's 
a brilliant move, the ball is back in the EU's 
court," marvelled a European diplomat. 
Almost all Turks and Turkey-watchers 
share his wonder at the achievement of 
what days earlier had seemed impossible. 

All the more so because the changes 
were voted through in the midst of a politi- 
cal crisis accelerated by the ill-health of the 
prime minister, Bulent Ecevit. He has clung 
to power, defying the advice of doctors, 
friends and foes alike. But over the past 
month, his three-party coalition has come 
unstuck, as several ministers from his own 
Democratic Left wing of the coalition, in- 
cluding the foreign minister, Ismail Cem, 
jumped ship to form their own party; and 
the non-party economics minister, Kemal 
Dervis, was only narrowly arm-twisted 
out of doing the same. 

Another stab in the back came from his 
Nationalist Action partners in the co- 
alition, who called for elections to be held 
on November 3rd, nearly 18 months ahead 
of schedule. Cynics brushed aside that 
move às a ploy by the Nationalist leader, 
Devlet Bahceli, to blackmail the coalition 
into letting him replace Mr Ecevit. So sure 
were opposition parties of this that they 
called Mr Bahceli's seeming bluff by en- » 
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=> dorsing his call. When he failed to back 
down, MPs last week found themselves 
voting in favour of November 3rd, even 
though many are likely to lose their seats. 
The big winner in the elections, most 
pollsters reckon, will be an ex-mayor of Is- 
tanbul, Recep Tayyip Erdogan, and his new 
Justice and Development or AK party. 
Though he is called an Islamist, he insists 
his new party is not religion-based in any 
way. Tosh, say the pro-secular generals 
and judiciary. They are still trying to bar 
him from running for parliament by slap- 
ping him with court cases alleging, on thin 
evidence, that he was plotting to introduce 
Islamic rule during his mayoral stint. 
Annoyingly for the anti-Erdogan lobby, 
AK MPS voted en bloc for the reform pack- 
age, saying they solidly favoured Turkey's 
European vocation. It was a smart move: 
like his rivals, Mr Erdogan is keenly aware 
thatthe elections will be waged less on the 
tired old issues of pro-Islamists against sec- 
ularists, or nationalists against pro-Kurds, 
than between backers and foes of Ev 
membership. Polls now consistently show 
that some 70% of Turks back joining the 
EU. The main parties, bar Mr Bahceli's, 





have all leapt on to the EU bandwagon. 

Alarmed by this euphoria, EU govern- 
ments are warning Turkey against raising 
its hopes too high. The Turks want next De- 
cember’s EU summit in Copenhagen to set 
a firm date for the start of the membership 
talks that they feel Turkey now deserves. 
But EU officials say that, though the new 
laws look good on paper, the zu would 
like to see them in practice, not least be- 
cause they have loopholes galore. 

Cyprus is a further, and separate, hur- 
dle. But Turkey could squeeze the Turkish- 
Cypriot leader, Rauf Denktash, into a deal 
with the Greek-Cypriots to restore some 
form of unity to the divided island. If it did 
so, on top of its acceptance of the other EU 
demands, the summiteers would find it 
hard to deny the Turks their wish. 

Willithappen? The talks in Cyprus will 
start again by the end of the month. On 
September 6th the two sides' leaders are to 
meet the UN's Kofi Annan. Over the past 
week Turkey's politicians have for once 
demonstrated courage. And for once the 
generals seem to have abstained from 
meddling. So it is conceivable that the Cy- 
prus hurdle too can at last be cleared. = 





Á Crach MEN x lode ps 
Embarrassing for 
some 


PRAGUE 
A scandal over corruption and perhaps 
attempted murder has shocked Czechs 


66 I: JUST shows what sort of society we 
now have," said the Communists, 
with sniffy contempt for the ruling Social 
Democrats. "A scandal without equal in 
recent Czech history," opined leaders of 
the conservative opposition, themselves 
no strangers to sleaze. The allegation that 
Karel Srba, a senior foreign-ministry offi- 
cial, had hired a hitman to murder a jour- 
nalist was certainly shocking. True, Sabina 
Slonkova (who, in the event, was un- 
harmed) had been digging up dirt for the 
daily Mlada fronta Dnes on deals Mr Srba 
had helped to cut. But a contract to kill her? 
This isn't Russia, tut-tutted Czechs. Yet 
when police arrested Mr Srba they found 
$1m in cash and a photograph of Miss 
Slonkova with the word "liquidate" scrib- 
bled on its back. He must have been very 
brazen, very dim or very well set up. 

Mr Srba was certainly no ordinary bu- 
reaucrat. As well as carrying out run-of- 
the-mill duties at the foreign ministry, he 
worked as an agent of Czech military intel- 
ligence under the codename Salima, 
responsible for the assignments of mili- 
tary spies under diplomatic cover. Even 
before the alleged murder plot, the defence 
minister, Jaroslav Tvrdik, had his doubts 
about his integrity. So Mr Tvrdik ordered 
that agent Salima be removed from his du- 
ties. For good measure, he also sacked the 
military-intelligence chief. 

The police are now looking into Mr 
Srba's possible influence on tenders and 
property deals, particularly one concern- 
ing a building in Moscow owned by the 
Czech state which had been rented out ata 
suspiciously low rate. The police will also 
look again into unexplained assaults on 
journalists and the shooting of a business- 
man with close ties to the Czech govern- 
ment. Mr Srba will have to explain how he 
came by the wads of cash found by the po- 
lice and how he renovated two farms out- 
side Prague on his paltry state salary. 

The affair has apparently not hurt the 
Social Democrat-headed government re- 
elected earlier this summer under a new 
prime minister, Vladimir Spidla. But it has 
embarrassed Jan Kavan, the outgoing for- 
eign minister, who last month took over as 
chairman of the uw's General Assembly. 
There is no suggestion that Mr Kavan con- 
nived at mutder or corruption. But he had 
appointed Mr Srba to run an anti-corrup- 
tion campaign in his ministry and had at 
first vigorously defended him against the 
charges that have shaken the nation. 8 








“J CAME to be of service,” says France’s new finance minister. 
The typical insincerity of the professional politician? Per- 
haps not. For one thing, Francis Mer waited until the age of 62 
(he’s now 63) before being persuaded last May, apparently by 
President Jacques Chirac himself, to join the new centre-right 
government. For another, he cannot be there for the money: last 
year, as co-chairman of the Arcelor steel group, he earned 
around $1m; his ministerial salary, even after the 70% pay rise 


just voted by parliament, will be a rather more modest $154,000. 


So just how can this neophyte be of service? The party line 
(though Mr Mer has never carried any party's card) is that an in- 
dependent-minded industrialist is exactly the kind of minister 
the country needs in charge of its money~and indeed, given Mr 
Mer's full title, its economy and industry, too. The cynical line is 
that, should the going get tough, he will be an easy scapegoat. 

And tough it will surely get. In his campaign for re-election, 
Mr Chirac was predictably lavish with his promises: income tax 
to be cut by 5% this year and by a third over five years; lower 
charges for employers; subsidies to help the young find jobs; 
more help for the handicapped; a huge recruitment programme 
for the police and the judiciary; extra cash for the armed forces, 
which have been slipping too far, notes the president, behind 
Britain's, let alone America's; new laws for young criminals— 
and new detention centres to house them. All this will cost 
money, and it is Mr Mer's job to find it. 

The trouble is that today's economic circumstances are not 
making it easy. The president's promises were based on econ- 
omic growth averaging 3% a year, ambitious enough given that 
this year's figure is likely to be about 1.5%, and positively heroic 
if the "Enron effect" or a war on Iraq or any other unforeseen 
events take a toll of the world economy. Moreover, the govern- 
ment's budget deficit this year is likely to be around €46 billion 
($45 billion), compared with the €30.4 billion disingenuously 
forecast in the spring by the outgoing Socialist-led government. 
Already France has had to back away from its promise under the 


European Union's "growth and stability pact" to balance its pub- 


lic-sector budget by 2004, with Mr Mer reminding his Eu col- 
leagues that the pact was “not written in stone”. 
Time, therefore, for a cost-cutting re-think by a government 
that can rely on a massive parliamentary majority? Not quite, or 





at least not yet. After all, this is politics, and the right remembers 


that it was partly the breaking of electoral promises in favour of. 
austerity that brought enraged workers on to the streets in 1995, 
and two years later brought the left back to power. When Mr _ 


Mer announced there would have to be “more than symbolic" -~ 


price rises for household electricity, he was quickly slapped 
down by his prime minister, Jean-Pierre Raffarin. Keen not to 


give easy ammunition to the left, Mr Raffarin says that tax cuts 


for the well-off (only half of France's households are eligible to- 
pay income tax) must be balanced by "decisions to protect vul- 
nerable families". In other words, spend for the short term and 
leave Mr Mer to cope with what comes after. 


Not that he appears worried, as he stretches his long frame ~. 


back in his breakfast chair. Stories of “cacophony” within the 


government, even within his own giant ministry, are dismissed 

as "pure media invention". He does, however, admitto beinga ^. . 
touch surprised by politics. "The rules of the game in the private = 
sector are simple—you're the boss. Here, the rules aren't so plain. 
You're not your own boss. You have to persuade people.Butits . 


an intellectual renewal that keeps me young." 


But persuade them to do what? It is one thing to convince his — 


colleagues of the money-raising, EU-placating benefits of a pri- 
vatisation campaign that will lessen state holdings in some 13 
companies, from Air France and Renault to the totemic Electri- 


cité de France. But it may be harder to convince certain ministers — - 


that “the government cannot be a boss, except of the civil ser- 


vice, and cannot create jobs with the public sector." After all, in 


France reliance on an intervening state is as much a rightist re- 
flex as a leftist one: witness Mr Chirac's support for a woolly 


proposal to give workers extra protection against redundancies. _ a 


Peut-il faire boum? 
Yet Mr Mer does have some real advantages. He has a nun o 


success in battling against the odds, notably in taking charge of. 


the loss- “making, state-owned steel giant, Usinor, in1986 and © 


then, by a series of mergers and privatisations, turning it over E 
the past 15 years into Arcelor, the world’s biggeststeelmaker.In |. 
the process, he has managed to gain and keep the respect of theo — 


trade unions—despite cutting some 70,000 jobs. 


Moreover, he is no ideologue: his brand of economic liberal- 


ism aims not to minimise the public sector at all costs, but to en- 
sure it is as productive and well-paid as the private. His politici 
friends range from Francois Bayrou, the pro-European leader o 
the Union for French Democracy, on the right to Jacques Delors, 
the former Socialist president of the European Commission, on. 


the left. Mr Mer is certainly a man of the elite; he is a graduate of : 


the Polytechnique, the grandest of France's grandes écoles. Yet 
he has a refreshingly open mind. 
The minister himself likes to cite yet another advantage: he 


has come into government demanding favours from no one. The 
implication is that he will thus retain a certain freedom of action | 
and of speech. Hence his willingness to offend colleagues with . 
blunt home-truths. Put all this together and perhaps the minister - 


will yet again confound the doubters by balancing the books, 
slimming down the state and even managing to reform his own > 
unwieldy ministry of some 180,000 civil servants. 

Or perhaps not. What if his prescriptions become too hard 
for the professional politicians to stomach? Mr Raffarin might 
have to ask someone to resign. How much easier to sack the 
man with no party behind him and no favours to call in. = 






-War with Iraq 


. Windy soldiers 





The military is decidedly less enthusiastic than the government about the prospect 


of war with Iraq 


ITHIN hours of the attacks of Sep- 
tember 11th, Tony Blair consulted his 


p -political and military advisers and found 
- little dissent from his belief that, at this crit- 


-ical juncture, Britain must show uncondi- 


-tional support for America. As America 


prepares for its biggest military operation 
since Vietnam-a war against Iraq~with 
Britain expected to be the only country at 
its side, the price of this supportis rising. 
Officially, the government is insisting 


_. that "no decision has been made" and is 
== playing down talk that recently-an- 


< nounced deployments-such as the des- 
© patch to the Mediterranean of the Ark 
Royal aircraft carrier-have anything to do 
with a possible conflict in the Gulf. But, 
one after another, retired generals—who 
often speak for their brother officers still in 
uniform—have emerged to warn Mr Blair 
that a battle with Saddam Hussein may be 
harder than anybody thinks. 

Lord Bramall, a former chief of defence 
staff, has said Britain may be dragged into 
a "very, very messy" war in the Middle 
East if its forces take part in an assault on 
Baghdad. He has suggested that the Iragi 
regime, once backed into a corner, could 
unleash some of its deadliest weapons as 
a last, desperate act. General Sir Michael 
Rose, the former commander of an inter- 
national peacekeeping force in Bosnia, has 
described the idea of a war against Bagh- 
dad as “madness”—arguing that without 


explicit UN approval, such a campaign 
would lack legitimacy and stoke the fires 
of anti-western sentiment. 

Among serving officers and defence 
planners, too, there is some unease about 
how little they have been told about the 
thinking behind an attack on Iraq—-and 
about the plans, if any exist, for how to 
manage that country after its leadership 
has been overthrown. "People want to 
know more about the rationale and the 
exit strategy," says Jonathan Eyal of the 
Royal United Services Institute. 

Plans are being kept so secret because 
of the point Lord Bramall makes. What- 
ever America decides to do, speed and sur- 
prise are crucial in order to minimise the 
risk of desperate acts by a doomed Iraqi re- 
gime. Yet such secrecy has been noticeably 
absent in recent British campaigns. When 
preparing for conflict on a much smaller 
scale-in Sierra Leone, the Balkans or 


Northern Ireland—middle-ranking officers 
have been kept fully briefed about strat- 


egy, and invited to offer their own opin- 
ions. Officers therefore find the silence 
over Iraq alien and frustrating. 

In any case, given that the Pentagon's 
arsenal is easily large enough to do the job, 
how much use can Britain be? Fighting to- 
gether in Afghanistan has not been a 
happy experience, say insiders. The British 
felt that they were being made to fill the 
gaps left by American military miscalcula- 
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tions during Operation Anaconda last 
March. The Americans were none too im- 
pressed by the failure of the British ma- 
rines to engage any al-Qaeda fighters dur- 
ing their campaign-part of which was 
called Operation Snipe. In American Eng- 
lish, a snipe-huntis a wild-goose-chase. 

John Pike, director of an American de- 
fence think-tank called Globalsecurity.org, 
predicts the British will contribute at most 
5% to the war effort. In the increasingly un- 
likely event of America's opting for a re- 
run of the 1991 war, with a vast buildup of, 
Say, 250,000 ground troops, Britain would 
presumably be asked to contribute one of 
its two armoured divisions, complete with 
tanks and artillery. In other words, about 
half of Britain's capacity for serious war- 
fare would be committed. 

If, more plausibly, America opts for a 
sort of lightning strike against Baghdad 
with a force of little more than 50,000 
troops, Britain may be asked to contribute 
an expanded version of its air assault bri- 
gade—a mixture of helicopters, paratroop- 
ers and mobile artillery which is on per- 
manent standby for far-flung war zones. 
Unfortunately, because of the delays 
which have plagued the Typhoon or Euro- 
fighter aircraft (a joint effort with Ger- 
many, Spain and Italy) Britain will not 
have a top-of-the-range fighter-bomber in 
service for another two years, although it 
is long overdue. 

There are some concerns about the 
quality of British kit. A report last week by 
the National Audit Office disclosed that 
many of the tanks used during a big exer- 
cise in the Omani desert last autumn had 
malfunctioned. However, Tim Ripley, a 
defence writer, believes the report's find- 
ings have been exaggerated. “There is no 
defect or shortage which could not be 
solved in a matter of the weeks if the gov- » 








> ernment is willing to spend the money." 

But there is a broader problem: the 
growing transatlantic technology gap. Al- 
though Britain has frequently won Ameri- 
can plaudits for spending its defence bud- 
get more sensibly than most Europeans, 
and for its willingness to invest in high- 
tech gadgetry, as American technology 
leaps further and further ahead, Britain is 
scrambling to keep up. 

Last month, the government an- 
nounced that it would increase defence 
spending by £3.5 billion ($5.4 billion) be- 
tween now and 2006, the biggest rise for 
20 years, as a direct response to the chal- 
lenge posed by terrorism and rogue states. 
The bulk of this money will go on high- 
tech electronics and eyes-in-the-sky, in or- 
der to reduce what American planners call 
the “sensor-to-shooter” time lag. But none 
of this wizardry will be available in time 
for the expected campaign against Iraq. 

Andrew Brookes, an air power analyst 
at the International Institute for Strategic 
Studies, says he doubts whether British 
bombers will be used in the hardest parts 
of the air campaign against Iraq; it would 
be too much trouble for the Americans to 
protect them with “jammers”—electronic 
warfare aircraft. A more important British 
role, he says, may be providing air defence 
for nervous western allies in the region. 

Mr Pike believes the most important 
British contribution is one that nobody 
has noticed so far: Diego Garcia. The Brit- 
ish island can be used not only as a base 
for heavy long-range bombers, but also as 
a harbour for ships on which huge quanti- 
ties of military hardware can be “preposi- 
tioned”, ready to steam towards Kuwait at 
short notice and off-load the kit needed for 
a quick march to Baghdad. m 


The church and war 
A spot of 
turbulence 


The Church of England is against war 
with Iraq. For now 


O SOONER had Henry II appointed 
Thomas Becket to the see of Canter- 
bury than he began to wish he hadn't. 
Tony Blair could well be feeling the same 
about Rowan Williams. Having confirmed 
Mr Williams as the new Archbishop of 
Canterbury only last month, the prime 
minister already finds himself under at- 
tack from this turbulent priest. This week, 
Mr Williams was among 3,000 signatories 
of a petition delivered to Downing Street 
condemning any attack on Iraq that Britain 
might join as “immoral and illegal". 
In fact, unlike King Henry, Mr Blair can- 
not be all that surprised. For all his doctri- 





The beard says it all 


nal orthodoxy and supposed intellectual 
distinction, the luxuriantly-bearded Mr 
Williams is a self-styled "hairy leftie" who 
was arrested in the 1980s during a protest 
against American nuclear weapons. He 
describes the war on terrorism as “morally 
tainted", while accusing American forces 
in Afghanistan of "random killing". 

Mr Williams is a veteran peacenik, but 
what may give Mr Blair a little more con- 
cern is the broad consensus among senior 
figures in the Church of England, not to 
mention other denominations, that a mili- 
tary campaign to topple Saddam Hussein 
would not meet the criteria of a "just war”. 
To find the Church of England so united on 
anything comes as a bit of a shock. During 
the Falklands and Gulf wars it split. You 
have to go back as far as the Suez disaster in 
1956 to find such unanimity. 

Much hangs on how the bishops have 
chosen to apply the five conditions that 
traditionally define whether or not a waris 
just. As might be expected of a theory 
adapted 650 years ago from the ideas of 
Thomas Aquinas intended to give spiritual 
cover for the warlike ambitions of medi- 
eval princes, itis pretty malleable. 

For example, one of those conditions is 
that the war must be sanctioned by a 
proper authority. For today's idealistic 
clergy that inevitably means the United 
Nations. But equally, it could mean the ac- 
countable and democratically-elected gov- 
ernment of a sovereign state. Another is 
that of "right intention”—that the motive 
for fighting is for something better than 
self-interest. If Mr Blair and Mr Bush be- 
lieve they would be ridding the world of 
an evil menace, they would be acting in ac- 
cord with that principle. And so on. Mr 
Blair will not change the mind of Mr Wil- 
liams, but he may yet persuade some of 
the other bishops that his cause is just. m 


CDC Capital Partners 


The worst of both 
worlds 


CDC was to be both an aid agency and 
aninvestment fund. Now it's neither 


HE Commonwealth Development 

Corporation, as it once was, had a de- 
cent reputation built up over a half-cen- 
tury of helping businesses in developing 
countries with capital, technology and 
management. When Labour came to 
power in 1997, it produced a foggy blue- 
print for turning what was renamed CDC 
Capital Partners into a sort of public-priv- 
ate partnership which was to make annual 
returns of 25%. It installed a team of invest- 
ment bankers, including Alan Gillespie, 
formerly of Goldman Sachs, as chief exec- 
utive, to bring this about. 

Now Mtr Gillespie is quitting, and the 
government's scheme has collapsed. De- 
pressed world equity markets scotched 
any thought of selling cpc shares to the 
public, and falling appetite for emerging- 
market investments meant that CDC was 
stuck with underperforming assets in Af- 
rica, Asia and Latin America, such as farms 
and agri-businesses, which it had to write 
down on its balance sheet or sell at a loss. 
Last year its annual returns were minus 
10%. As well as losing money, it has alien- 
ated developmentalists by investing in 
such unbucolic areas as telecoms, Internet 
firms, makers of hiking gear and Canadian 
airport builders. 

In response to a blast of criticism this 
week from the press and the opposition, 
Clare Short, secretary of state for develop- 
ment, has refined the government's con- 
cept for the rudderless cpc. The new idea 
is, inevitably, called "partnership funds". 

CDC will remain a government-owned 
company, and à separate management 
company will run equity funds specialis- 
ing in various sectors in Africa and Asia, 
such as power, small business and infra- 
structure. Private investors will be invited 
to join these funds as partners. After five 
years the management company may be 
spun off, says Ms Short. The funds will be 
seeking a net 15-17% return on their invest- 
ment. "We must show private investors 
that this is possible, otherwise these coun- 
tries aren't going to make it." 

Critics argue that the new scheme does 
not deal with the fundamental issues. Get- 
ting those sorts of returns out of those 
sorts of countries is hard. An organisation 
whose roots are in the civil service is going 
to find it difficult to compete with other 
emerging-market funds. And anyway, if 
the government wants to help poor coun- 
tries, shouldn't it be doing stuff that the 
private sector doesn't already do? m 





Organ transplants 


Donor kebabs 


Will Britons opt in to the idea of opting 
out? 


AINTING by numbers, a grim picture 

emerges. More and more Britons are 
waiting for organ transplants, while the 
overall number of transplant operations is 
falling (see chart). A top surgeon at Adden- 
brooke's Hospital in Cambridge was 
quoted in the Times this week saying that 
heart patients are dying without being put 
on the waiting list because there is no 
chance of them getting an organ. 

Part of the problem is that the supply of 
organs is declining. The recent scandal at 
Alder Hey hospital in Liverpool (in which 
it emerged that children’s organs had been 
removed during autopsy and stored with- 
out their families’ consent, on a previously 
unimagined scale) seems not to have put 
potential donors off. Around 70% of Brit- 
ons say they would be willing to donate 
organs—though just 16% of them have put 
their names on the NHs donors’ register. 
Fewer road accidents have also meant 
fewer deaths of healthy people with or- 
gans suitable for transplantation. Motor- 
cyclists still die at an impressive rate, but 
they are often too smashed-up for their or- 
gans to be of use to anybody else. 

At the same time, nasty new diseases 
are pushing up demand. The spread of 
hepatitis C, for instance, a usually-incur- 
able blood-borne disease which leads to 
liver cirrhosis, means that the demand for 
livers is rocketing. Scientific solutions such 
as the use of animal organs and stem cells 
are stillalong way off. 

So what’s the best way forward for the 
time being? A donation system based on 
“presumed consent” is one option, cur- 
rently being advocated by Tom Watson, a 
Labour MP. This way, individuals would 
have to register nottheir consentto a dona- 





tion (as in the present system) but rather 
their objection to it-their desire to “opt 
out". Relatives would be informed if a 
dead patient had not “opted out" of organ 
donation and that, unless they were aware 
of an unregistered objection or they them- 
selves objected, an organ could be re- 
moved for donation. The change would 
not apply to children under the age of 16. 

Mr Watson's bill was introduced in the 
House of Commons in March, and is now 
awaiting a second reading. It has the sup- 
port of some 160 MPs, as well as the British 
Medical Association. Proponents of the 
scheme point optimistically to the success 
of similar initiatives abroad, notably in 
Spain and Belgium. In 1989, the donor rate 
in Spain was about 14 per million per year, 
roughly the same as it is in Britain at the 
moment. Now, though, the rate in Spain is 
33 per million, and as high as 50 per mil- 
lion in some hospitals. 





"The idea of revising the organ-dona- 
tion legislation to an opt-out basis is a very 
good one," says Jonathan Glover, director 
of the Centre of Medical Law and Ethics at 
King's College, London. "It would save a 
lot of lives. But it would be important that 
it was done in a way that was sensitive to 
the feelings of the grieving family." 

Mr Watson's move has not, however, 
been greeted with equal enthusiasm in all 
quarters. The government is likely to see it 
as a very hot potato indeed, and the British 
Organ Donation Society thinks it doesn't 
take sufficient account of families' wishes. 
The Department of Health, which recently 
issued a consultation document seeking 
the views of the medical profession and 
the general public on "possible ways of in- 
creasing donation and transplantation 
through legal changes", may yet press for 
the reform. The department's findings are 
expected in the autumn. ® 


Business 


Marketing to the old 





Over 60 and overlooked 


Everyone knows the world is ageing. So why is business doing so little about it? 


N THE next few decades, the "baby 

boomers", the large generation born in 
the 1950s and 19605, will grow old. As they 
do, their sheer numbers and their different 
attitude to age will create new markets in 
the world's rich countries. Yet business re- 
mains largely obsessed with youth. Many 
companies seem blind to the fact that their 
customers are greying. Some have started, 
with uneven success, to market and adver- 
tise to an older population and to design 
products and services that meet its special 
needs. Few, though, see the elderly as an 
exciting group to sell to. 

In industrialised countries, the 
over-60s already account for 20% of the 
population—compared with less than 12% 
in 1950. By 2050 that proportion is ex- 
pected to rise, on average, to a third, reach- 
ing over two-fifths in Japan (see chart 1). 
However, companies still spend 95% of 
their marketing and advertising budgets 
on the under-50s. Many businesses have 
not yet shed the outdated view that the 
mature market is made up of stingy old- 
timers set in their ways. Unless you are in 
the business of prescription drugs or retire- 
ment homes, the argument goes, why 
bother? 

One good reason is that the old are 
wealthier and healthier than ever, and the 
self-indulgent baby-boomer generation in 
particular is determined to enjoy itself to 
the end (see chart 2 on next page). Accord- 
ing to the United States Census Bureau, the 


poverty rate among Americans over 65 
has dropped from 35% in 1960 to 10.2% to- 
day, compared with a fall from 22% to 11.3% 
for the population as a whole. Senior- 
agency International, a consultancy 
specialising in marketing to the elderly, 
says that the over-50s own three-quarters 
of all financial assets and account for half 
of all discretionary spending power in de- 
veloped countries. Over two-thirds of 
them own their own homes, three-quar- 
ters of which are unencumbered by a 
mortgage. In America, they control four- 
fifths of the money invested in savings- 
and-loan associations and own two-thirds 
of all the shares on the stockmarket. 

Not only are the elderly wealthier, they 
are also healthier and have more time to 
spend their money. A few decades ago, 
most people had only a few years to live by 
the time they retired. Most workers retiring 
today can look forward to 15-20 years of 
free time and, thanks to medical advances 
and healthier living, remain active for 
most of it. 

Free time and health, combined with 
relative financial comfort and a greater 
readiness for self-indulgence, are creating 
a mature market eager to consume and ex- 
plore. Over the past two decades, con- 
sumption by the over-50s in Europe has in- 
creased three times as fast as that by the 
rest of the population. In industrialised 
countries, people over 50 buy about half 
of all new cars and have a weakness for 
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the top end of the range. Even Harley Da- 
vidson, the maker of the legendary motor- 
bike, cannot escape the age wave. Long 
gone are the days of young easy riders: the 
average age of its customers today is 52. 


A marketing challenge 

Getting to know long-ignored older cus- 
tomers, however, is hard work for market- 
ing youngsters who are used to lumping 
all people over the age of 60 into a grey 
basket of frailty, tweed and stinginess. Ad- 
vertising's creative types, the people who 
dream up commercials, are considered an- 
cient by the time they are 35. Finding the 
right way to communicate with an older 
audience is a challenge for them. 

Many advertisements still caricature 
older people in order to make younger au- 
diences laugh—as in the soft-drinks ad- 
vertisement that portrays an adolescent 
using his grandfather's trembling hand to 
shake his can. Yet the over-50s make up the 
largest share of Tv audiences, spending 
30-40% more time in front of their boxes 
than the rest of the population. 

Jean-Paul Tréguer, the French founder 
of Senioragency International and author 
of “50+ Marketing" (Palgrave, 2002), says 
that not so long ago European company ex- 
ecutives would laugh when he tried to 
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convince them that they should pay more >> 
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T ...and getting richer 


Household disposable income* by age group in 
developed countries, average-100 
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> attention to older consumers. Now, he 
says, everybody is talking about them, but 
no one knows what to do. 

America is a few years ahead and has 
developed a better understanding of the 
nuances of marketing to the old. The Cen- 
tre for Mature Consumer Studies at Geor- 
gia State University, for example, seg- 
ments the elderly into four groups— 
"healthy hermits”, “ailing outgoers”, 
“healthy indulgers" and “frail reclusives". 

Ken Dychtwald, author of “Age Power: 
How the 21st Century will be Ruled by the 
New Old" (Putnam, 1999), prefers to seg- 
ment them according to stages in their life— 
tracking people as they become, for exam- 
ple, empty-nesters and grandparents, or 
(sometimes) single again. Travel compa- 
nies such as Grandtravel and FamilyHostel 
have followed that road with packages for 
older travellers and their grandchildren. 

Better segmentation, however, does 
not mean that marketing departments al- 
ways get it right. When Gerber, a maker of 
baby food, realised that many older con- 
sumers with dental and stomach pro- 
blems were buying its products for their 
own use, it decided to launch a line of simi- 
lar food called Senior Citizen. Ageing 
shoppers, however, had no appetite for 
showing up at the cash register with pu- 
rees designed for the elderly, and the pro- 
duct was withdrawn. 

The most successful advertising cam- 
paigns targeted at mature consumers focus 
instead on active and healthy lifestyles 
and introduce positive role models. Reju- 
venated patients cycling with their grand- 
children or practising tai chi are far more ef- 
fective than the stereotype of a frail 
arthritis sufferer. 

Even the youth-obsessed cosmetics in- 
dustry-Lancome once ditched Isabella 
Rossellini as its model because she was 
considered too old at 42-is getting better at 
portraying women over 50. Since such 
women make up more than half the mar- 
ket for face cream in developed countries, 
that is a wise move. Last year L'Oreal re- 
cruited the then 57-year-old French actress 


Catherine Deneuve to promote its hair- 
care products, while Estée Lauder asked 
Karen Graham, its star model in the 1970s, 
to be the face for a new cream for the ma- 
ture market. 

Itis not all about image and communi- 
cation, however. Products and services 
also need to suit older consumers. Some 
companies are catching up with the need 
to adapt to older users—the food industry 
in particular. Unilever’s margarine pro- 
ducts were in decline until it launched its 
Proactiv spread, which reduces choles- 
terol. The advertising campaign focused 
on happy consumers—mostly over 50—at- 
testing to their lower cholesterol levels. Ac- 
cording to Jean Marc Liduena of Unilever 
Bestfoods Europe, the success of Proactiv 
was responsible for turning round Un- 
ilever's margarine division. 

Packaging and design are also slowly 
adapting to the mature market. When Da- 
none, à food and beverage giant, decided 
to target older consumers with its new cal- 
cium-rich Talians mineral water, it made 
sure that customers would have no pro- 
blems with the bottle. The label was de- 
signed to be clear and readable, while its 
larger and easy-grip cap is simpler for ar- 
thritic hands to open. 


Design for all 

A similar approach has been adopted by 
other industries as well. Once it had identi- 
fied the older population as a promising 
growth market, NTT DoCoMo, a Japanese 
telecoms company, launched a new mo- 
bile phone. Called Raku-Raku, or “easy- 
easy", it has a panel with larger buttons 
and easier-to-read figures. After its launch 
last September, over 200,000 units were 
sold in less than two months. 

Products and services adapted to older 
customers often benefit everybody. Three 
years ago RATP, the Paris public-transport 
network, asked its older passengers what 
they disliked most. The metro map layout 
came high up their list. So the RATP intro- 
duced 150,000 copies of a simplified and 
more readable map, originally supposed 
to co-exist with the old one. But its instant 
success with all passengers—old and 
young alike—led to the old map being re- 
placed by the revised one. 

Mr Tréguer argues that designing for 
the young excludes the old, while design- 
ing for the old includes everybody. With 
its population of over-60s reaching almost 
25%, Japan has been at the forefront of a 
trend to create so-called “universal-design 
products"—products that can be used by 
anyone, regardless of age and ability. In 
1999, members from 17 industrial associa- 
tions created the Kyoyo-Hin foundation— 
the foundation for universal products— 
and in 1998 the Japanese government pro- 
posed to the International Organisation 
for Standardisation a new global standard 
for products and services accessible to peo- 





ple of all ages. New guidelines were pub- 
lished last November. 

The approach has worked for Fiskars, 
an American company: its "soft touch" 
scissors, which operate like secateurs and 
are therefore easier to use, but are also 
modern-looking, have been a hit with peo- 
ple of all ages in America. The same goes 
for Oxo's arthritis-friendly, contemporary- 
looking range of cooking utensils. 

To help young designers to understand 
older users' limitations, Age Concern, a 
British non-profit organisation, has de- 
veloped a "through other eyes" training 
programme for retailers. It tries to simulate 
the physical limitations that older custom- 
ers experience when shopping. Ford, a car 
maker, has come up with something 
called "the third-age suit" to help its design 
engineers—most of whom are under 40— 
grasp the needs of ageing drivers. The out- 
fit adds about 30 years to the wearer's age 
by stiffening the knees, elbows, ankles and 
wrists. It also adds material at the waist—a 
rotund stomach affects people's ability to 
sit easily—and it has gloves that reduce the 
sense of touch. Ford's lucky designers also 
have to wear yellow scratched goggles to 
find out what it is like to have cataracts. 

The exercise has been fruitful. Thanks 
to the third-age suit, the company's cars are 
now easier for everyone to get into and out 
of; their seat belts are more comfortable to 
wear; glare has been reduced; and the con- 
trols are more readable and reachable. 

Such initiatives, however, remain the 
exception rather than the rule. Despite the 
prevalence of grey hair in boardrooms, 
companies are only just waking up to the 
impact that shifting demographics will 
have on consumption. The vast majority 
of them are ill prepared for a transforma- 
tion that, as Mr Dychtwald puts it, will turn 
a world focused on the young into a ger- 
ontocracy. W 


Plenty of miles left in the old boy 











AOL 
New boss, same 
problems 


Time for an outsider 


"THE naming this week of Jonathan 
A. Miller as the new head of Aor delivers 






UN to AOL Time Warner's battered Internet di- 


vision its third boss in four months. Mr 


> - Miller replaces Bob Pittman, who was 
` ousted from that job, as well as from his 


post as chief operating officer at the parent 
.. media giant, last month. Mr Pittman him- 
= Self had been installed at AOL only since 
_ April, when Barry Schuler, its former head, 
<:> was shunted aside. After all the upheaval, 
AOL may at last experience some manage- 
ment stability. But will this be enough to 
turn round the troubled business? 

One possible benefit of recent manage- 
ment changes is that, for the first time, out- 
siders will be in charge of sorting out AOL. 
In theory, this could help to revitalise an 
in-bred geeky culture that has suffered 
from complacency and self-importance. 
The little-known Mr Miller arrives, after a 
short spell with a private-equity firm, from 
USA Interactive, Barry Diller’s interactive- 
commerce business. That he is not a Time 
Warner man could help to soothe the lin- 
gering tensions between the new and old 
media bits of the AOL Time Warner em- 
pire. Mr Miller will report directly to Don 
Logan, the former boss of the Time Inc 
publishing group, who was elevated last 
month to run one of the two new over- 
arching divisions at AOL Time Warner un- 
der Richard Parsons, its chief executive. 

While Steve Case, AOL’s founder and 
former boss, remains group chairman, the 
two newcomers to the AOL division will 
be in charge. Yet they face a daunting job. 
Morale is sagging, particularly since the 
launch of an sec investigation into AOL's 
accounting practices. And the pair will ur- 
gently need to bring stability and direction 
if they are to overcome AOL resentment at 
the triumph of the Time Warner clan. 

In many ways, the appointment of Mr 
Miller and of Mr Logan, who will spend 
two days a week at the AOL campus in Vir- 
ginia, indicates the way in which AOL has 
changed. What was once primarily a tech- 
nology company, which grew by selling a 
one-size-fits-all dial-up service, now faces 
amarket in which demand for such an un- 
differentiated product seems to be satu- 
rated. Subscriber growth has slowed (see 
chart), and advertising has dried up: e- 
commerce and ad revenues in the second 
quarter of 2002 fell by 42% on the same 
period last year. “When your market has 
begun to mature," says Peter Kreisky of the 
Kreisky Media Consultancy, *you need to 








segment the market and develop a family 
of must-have services targeted to different 
customer groups." Thisis where Mr Logan, 
who knows all about selling subscriptions 
and advertising, and segmenting the mag- 
azine market, comes in. 

AOL's other challenge is to persuade its 
subscribers (it prefers *members") to part 
with more of their money, whether 
through upgrading to a high-speed broad- 


German utilities 


E.ON, E.OFF 


FRANKFURT 






band connection or buying things online. 
At USA Interactive, which concentrates on- 
selling things genuinely suited to the In- 
ternet, such as airline tickets and hotel 
rooms, Mr Miller ran such businesses as 
Ticketmaster and Expedia. He may not be 
anindustry heavyweight, nor accustomed | 
to the media glare that now awaits him, 
buthe does have experience in selling stuff 
interactively. And he knows all about big 
media conglomerates and the politics that. 
go with them. In the mid-1990s he worked. 
for Viacom, setting up branded channels, 
such as Nickelodeon and the Paramount 
Comedy Channel, in Europe. | 
As for broadband, Aor has been slow 
to promote such high-speed services. R- 
serves less than 5% of the broadband mar- 
ket in America, but 3736 of the dial-up busi- 
ness. Among the many ironies exposed by. : 
the collapse of AOL's status within AOL 
Time Warner is this: one of the chief moti- 
vations for AOL's merger with Time War- . 
ner in 2000 was to secure access to the old- 
media group's cable pipes in order to put.. 
broadband services at the centre of the 
multimedia experience. ii GL 


The controversial takeover of Ruhrgas is held up by a court 


INCE its creation in 2000, E.ON, Ger- 

many's biggest energy company, has 
seemed unstoppable. It has bought 
abroad, sucking in Powergen, a British 
electricity firm with interests in the United 
States. It has bought at home, this week 
purchasing 25.1% of Thüga, a gas company 
of which it already owned 62%. It has sold, 
too, unloading non-utility businesses and 
promising still more sales in order to con- 
centrate on its gas-and-power core. 

Now a court has put a stop to E.ON's 
progress by blocking its takeover of Ruhr- 


gas, Germany's biggest gas supplier, for the 
time being. The deal has been controver- 
sial from the start. In January Germany's 
Federal Cartel Office said the deal would 
harm competition and should be stopped. 
The economics ministry reversed this deci- 
sion last month, even though the Monopo- 
lies Commission, which advises it in dis- 
puted cases, had denounced the merger.  _ 

A few days later, though, four energy : 
companies persuaded a court in Düssel- 
dorf to put the merger on hold whileitcon- 
sidered their objections. On August 2nd » 















> the court said that there were doubts about 
the legality of the decision to wave the 
deal through. The deputy minister who 
approved the merger, Alfred Tacke, had 
not attended an important hearing; nor 
had he kept the complainants informed 
about subsequent discussions with E.ON. 
A full court case is due to begin in the au- 
tumn. On August 6th EnBw, Germany’s 
third-largest utility, also issued a legal chal- 
lenge to the economics ministry’s ruling. 

The ministry is cross and puzzled. The 
procedure, it says, has been the same for 30 
years. It doubts that it will be able to hold 
new hearings, which might satisfy the 
Düsseldorf judges, before Germany's gen- 
eral election on September 22nd. A delay 
of at least a couple of months, maybe 
much more, is looming. The takeover 
could even fail. 

A delay would also affect a related deal, 
in which E.ON is swapping its 64.6% stake 
in Degussa, a listed chemicals firm, with 


PESE SONS US NAS SOI rU HM OS SESS 


RAG, a coal-and-chemicals producer, for 
RAG’S 18.4% stake in Ruhrgas plus €2 bil- 
lion ($1.9 billion) in cash. The agreement, 
which depends on the Ruhrgas takeover 
being approved, is partly a political one. 
Any deal involving RAG, which receives 
generous coal subsidies, must be approved 
by both the federal government and that 
of its home state, North Rhine-Westphalia. 
The arrangement will put RAG ona firmer 
footing and keep Degussa in local hands. 
In fact, the whole Ruhrgas saga has had 
a political pong. The government's sympa- 
thy for E. ON's plan was clear from the start. 
Few were surprised when it cast aside the 
arguments of both the Cartel Office and 
the Monopolies Commission. It placed 
less weight on competition at home than 
on the creation of a national champion 
and on security of supply. Germany buys 
80% of its gas abroad, 37% of it from Russia. 
Granted, the government did attach 
conditions, which E.oON calls "painful". 









The company must invest €6 billion-8 bil- 
lion in gas production and infrastructure, 
and will allow competitors more access to 
its pipelines than is legally required. E.ON 
will also auction 5% of its gas contracts to 
rivals, and will have to get rid of some 
stakes in regional utilities. Yet this is 
scarcely burdensome, says Jonathan Mirr- 
lees-Black, an analyst at Lehman Brothers. 
Other European countries have imposed 
more demanding gas-auction require- 
ments, and the concession on pipeline ac- 
cess is minor. 

Might the election affect the outcome? 
Polls say that a government led by the cen- 
tre-right may replace the current centre- 
left/green coalition. The conservatives’ 
candidate for chancellor, Edmund Stoiber, 
is no more an economic liberal than the in- 
cumbent, Gerhard Schróder. Oh, and 
there's one more thing: the government of 
Bavaria, the state that Mr Stoiber currently 
runs, is one of £.0N’s shareholders. m 


Energy trading 


Shocks to the 
system 


NEW YORK 
Will the lights keep burning in America 
this summer? 


WICKED mix of debt and deflation is 

ripping through America’s energy- 
trading industry, leaving blackened bal- 
ance sheets in its wake. Despite efforts to 
save themselves, several big energy-trad- 
ing firms remain close to bankruptcy. 
Since the ten biggest traders between them 
own or control more than one-fifth of 
America’s electricity-generating capacity, 
some fear that candles may soon vanish 
from supermarket shelves. 

At the moment, each piece of good 
news seems to be accompanied by a wave 
of bad news. Dynegy and Williams, two of 
the biggest energy traders, sold just 
enough assets last week to pull back from 
the brink of bankruptcy. A few days later, 
however, Dynegy was hit with a lawsuit 
filed by its former controller, who claims 
he was sacked after refusing to manipulate 
the firm's accounts—a charge that Dynegy 
denies. Mirant, another big trader, is also 
under the spotlight. On August 5th the 
company announced that the sEC is look- 
ing into what Mirant's boss, Marce Fuller, 
called "honest mistakes". Honest or not, 
the stockmarket drove Mirant's share price 
down 16% on the day. It also emerged this 
week that bribery of foreign government 
officials has been added to the long list of 
alleged crimes being investigated at Enron. 

In truth, the likelihood of serious 
power disruptions still seems slim. There 
has been some evidence of panic in the 
markets recently: debt specialists report »» 





> that some banks are shopping whole port- 
folios of energy loans at knockdown 
prices. By and large, though, the market 
has kept its cool. Eschewing mindless de- 
struction, traders are instead ruthlessly 
sorting the weak from the strong. The 
weakest firms, such as Dynegy, Williams 
and NRG Energy, are having their credit 
lines cut and their lending terms tight- 
ened. Stronger firms, such as AEP and 
Duke Energy, remain relatively unhurt. 

All under control, then? Control is too 
strong a word, says one energy trader: the 
industry still has big problems. First, the 
booming 1990s left behind too many trad- 
ers and marketing men. Williams, Dynegy 
and El Paso (a slightly less troubled trading 
firm) have all announced deep cuts to their 
trading-floor staff. El Paso has cut its trad- 
ing staff in half. This week Aquila, a Mis- 
souri-based trading firm that owns Brit- 
ain's Midlands Electricity, said it was 
withdrawing from the business. 

More problematically, most of the big 
firms have insufficiently robust balance 
sheets to bear the risks of trading energy 
contracts. Wholesale power prices can be 
volatile, swinging recently from $10 to 
$1,000 per megawatt-hour within a single 
day. The market is illiquid and opaque, 
which hardly helps foster confidence be- 
tween trading counterparties. Energy con- 
tracts are marked to the market price. As 
this price falls, traders may demand cash 
up front. Weakening firms must post collat- 
eral if they want to stay in the market. 

Given this, it is not surprising that the 
likes of Dynegy and Williams are strug- 
gling to stay in business. Even in healthier 
days, most of the energy traders only just 
enjoyed an investment-grade credit rating. 
Reliant Resources, Mirant, Williams and 
others are now junk-rated and their debts 
threaten to overwhelm them. Unlike fi- 
nancial institutions, moreover, energy 
traders cannot readily get their hands on 
much cash to finance their trading books. 
Dynegy, for instance, stretches its defini- 
tion of cash to include gas in storage. But 
gas, say energy traders, is not a ready cash 
substitute: it may have already been 
pledged to another creditor, for instance. 


i Lightning strikes 
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The result, so far, has been a fire sale. 
On July 29th Dynegy sold a gas pipeline to 
MidAmerican Energy, a subsidiary of 
Warren Buffett's Berkshire Hathaway, for 
$930m, some $600m less than it had paid 
for the asset only seven months previ- 
ously. Williams is selling pipelines, natu- 
ral-gas production centres and other as- 
sets; at one point last week it was so close 
to bankruptcy that it was shopping around 
for debtor-in-possession financing. Even 
stronger trading firms understand the 
need to shrink their debts. To this end, on 
July 29th AEP sold Seeboard, a British dis- 
tributor of gas and electricity, to London 
Electricity Group. Duke Energy has made 
deep cuts in its capital-investment plans. 

For now, at least, these cuts and asset 
sales have stayed the execution. Even so, 
business may continue to drift away from 
the energy traders. UBS, a Swiss bank, has 
bought Enron's trading operations. Other 
banks with big, liquid balance sheets and 
an undiminished appetite for taking trad- 
ing risks, such as Morgan Stanley, are ex- 
panding their energy-trading business, al- 
beit modestly. Add to this the threat of 
litigation against the big energy traders, 
which is unquantifiable but sure to be 
costly, and itis hard to see them holding on 
to what remains of their business. 8 


Business and AIDS 


Digging deep 


JOHANNESBURG 
Anglo American offers AIDS drugs to all 
its employees 


IRST Debswana, the De Beers diamond- 

mining company in Botswana, did it. 
Last year it said that any worker infected 
with HIV would be counselled and offered 
anti-retroviral drug treatments at the firm's 
expense. This week a much bigger mining 
company, Anglo American, said the same. 


It employs 90,000 people in southern Af- 


rica alone, where HIV rates are the highest 
in the world. A quarter of those staff are 
probably infected and will be offered Arps 
drugs. AngloGold, a subsidiary, will do 
the same for its 44,000 workers in south- 
ern Africa. Other companies, especially la- 
bour-intensive mining houses such as De 
Beers, will come under pressure from un- 
ions—and possibly even from their own 
accountants—to follow suit. 

South Africa's mining industry has 
been at the front in calculating the econ- 
omic impact of HIV on business. Anglo- 
Gold says the virus adds as much as $6 to 
the roughly $170-180 overall cost of pro- 
ducing an ounce of gold. A sister company, 
Anglo American Platinum, says it adds $3 
for every ounce of South African plati- 








m RE 
But will they take up the offer? 


num. Until now, companies judged it bet- 
ter to shoulder these extra costs, and run 
education and condom campaigns, than 
to offer expensive AIDS drugs. 

Why has that changed? Tony Trahar, 
Anglo American's chief executive, will not 
revealinternal estimates of the costs of giv- 
ing AIDS drugs to his workers, but the com- 
pany now believes they make financial 
sense. For one thing, not everyone is ex- 
pected to take up the offer: only 209 work- 
ers and spouses of Debswana's 6,000 em- 
ployees have done so even though the 
drugs have been available for more than a 
year. AngloGold does not expect to roll out 
its programme before March next year. 
Furthermore, the prices of many AIDS 
drugs are dropping fast, and Anglo Ameri- 
can is negotiating discounts with various 
suppliers. Prices would drop further if 
companies made bulk orders. One worry 
is that distribution could be as costly as the 
drugs themselves. 

The bottom line may not be Anglo 
American's only motivation, however. 
This week's publicity coup comes just 
ahead of a crucial meeting with govern- 
ment officials about a controversial new 
mining bill. The government is in the pro- 
cess of deciding how much of the mining 
industry should be moved from white to 
black ownership, and how soon. By show- 
ing itself to be a socially responsible com- 
pany that helps its mostly black workforce, 
Anglo American may hope to discourage 
radical changes. 

Whatever is behind it, Anglo Ameri- 
can's decision will have wide implica- 
tions. Across Africa, 30m people are in- 
fected with HIV, but only 30,000 people 
use AIDS drugs. All large companies must 
develop anti-A1DS strategies, and some re- 
sort to hiring and training two people for 
every job, assuming that one will die of 
the disease. Few firms have so far shown 
much sign of following Anglo's example 
and paying to keep their own workers 
healthy. But if the mining giant can show 
that such a move pays, financially as well 
as morally, then it will surely not be the 
last big company to change its mind. m 
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Is Henning Kagermann the right man to lead SAP, Europe’s biggest software firm? 
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E LOOKS fatherly and often sports a 

friendly smile. He has the gift of 
making complexity sound simple, but 
doesn't pretend to know everything. He is 
very demanding, but says things like 
“young people should follow their bliss", 
and likes listening to rock music, in par- 
ticular Deep Purple. 

Henning Kagermann could be any- 
one's favourite college professor. But he is 
likely to be known soon in a different 
role: as boss of sap, Europe's largest soft- 
ware firm and the world's leading vendor 
of enterprise software. Since 1998 he has 
shared this job with Hasso Plattner, SAP's 
founder and public face. But Mr Plattner 
has become much less visible recently 
and might even retire before his current 
contract ends in 2004. The impending 
change raises one key question: can the 
unassuming Mr Kagermann successfully 
lead in a business whose winners are 
mostly known for their brashness? 

The answer will determine sAP's fu- 
ture. In contrast to many other technol- 
ogy firms, the issue is not whether the 
firm can make it through the downturn— 
although it recently shocked markets by 
announcing a drop in revenues of 4% to 
€1.78 billion ($1.63 billion) and a loss of 
€232m in the second quarter. SAP's 
greater challenge is to get the better of ri- 
vals such as Oracle and Siebel, and per- 
haps one day even “stick it to Microsoft 


and IBM", in the words of Mr Kagermann. 


Quite an ambition for a man who 


once aspired to accomplish something en- 


tirely different: a big scientific break- 
through, perhaps even a Nobel prize. In a 
former life, Mr Kagermann was indeed a 
professor—of theoretical physics at the 
University of Braunschweig. It was only 
in 1982, at the age of 35, that he got into 
software, by replying to a help-wanted ad 
from SAP, then a little-known start-up. 

In explaining this career change, Mr 
Kagermann also reveals what drives him. 
Though prudent, he likes to reinvent him- 





self. Becoming an academic was a must 
for this straight-A student, but toiling in 
the ivory tower was not his thing. At SAP, 
too, he went through several incarna- 
tions, starting in software development 
before excelling on the business side. Be- 
cause of this appetite for challenge, he is 
seen within SAP as more knowledgeable 
than Mr Plattner. 

Yet Mr Kagermann still appears much 
the professor he once was, and not just in 
his demeanour. He is keen to talk about 
intellectual honesty in business and the 
need to be able to look a customer in the 
eye two years after a deal. To him, all 
business issues demand well-thought-out 
solutions—just like the complex math- 
ematical problems that he still likes to 
solve for relaxation in bed. If Jack Welch's 
management memoir is called "Straight 
from the Gut", Mr Kagermann's would be 
entitled “From the Back of the Brain". 
(Not that he plans to write one; when he 
retires he intends to take up painting.) He 
is aware of his cerebral nature, and has 
admitted that he may need to become 
more demonstrative, like Mr Plattner. He 
is trying: at a recent salesforce meeting he 
donned a Formula One race suit to moti- 
vate the troops. 

His professorial past shows most 
when he explains trends in IT. A good il- 
lustration of the current shift in enterprise 
software, he says, is the difference be- 
tween classical and quantum physics. 
The former deals with separate systems, 
just as enterprise software traditionally 
was about separate applications. In quan- 
tum physics, everything is deeply linked. 
Similarly, with the help of the Internet, 
applications are growing together, both 
within companies and across industries. 
Enterprise software will increasingly be 
about stringing together entire business 
processes. Naturally, Mr Kagermann sees 
SAP as the über integrator in this real- 
time economy. 

Not too long ago, however, such an 
ambition would have triggered laughter 
among industry analysts. In the late 
1990s the firm was considered a has-been 
that, having missed the Internet, was 
stuck in the old world of enterprise re- 
source planning, or ERP. 

Today, SAP can consider itself lucky 
that it was late jumping on the Internet 
bandwagon (with an ill-fated investment 
in Commerce One). If firms spend money 
on new software these days, they prefer 
established vendors that offer integrated 


packages—something that plays to SAP's 
strengths. What is more, SAP has made 
some shrewd moves. It opened up its 
applications, for instance, making it easier 
for customers to connect them with com- 
peting products. 

Yet SAP is not about to take over the 
world. It still has to prove that it can offer 
the right kinds of products and services 
for all types of business—from easy-to- 
use programs for small firms to complex 
solutions for large companies. It is mak- 
ing some headway on both fronts: it re- 
cently released a new software package 
for smaller companies, called Business 
One, and on July 31st it announced a deal 
with Ford, worth at least $40m, to stream- 
line the car maker's distribution of parts. 

The main battlefield will, of course, be 
America. In recent years SAP's perfor- 
mance there has been weak, mainly be- 
cause its salesforce has focused too much 
on the largest multinational clients. To im- 
prove things, SAP recently sent over its 
global sales chief, but it is still looking for 
a new boss for its North American subsid- 
iary. Worse, many American firms still 
view SAP's products as the software 
equivalent of German stiffness. 

Given this image problem, wouldn't it 
be better for sAP to have a more dynamic 
chief executive than Mr Kagermann? Not 
surprisingly, he doesn't think so. These 
days, he says, one can't simply sell a big 
idea without being sure it can be properly 
implemented. Customers want to under- 
stand what works and what doesn't. 
“Tech talk is out,” he adds, “and compe- 
tence in.” This sounds self-serving, but 
Mr Kagermann may be on to something. 
In these times of Internet hangover and 
accounting scandals, a competent boss 
can go along way. 8 


1 It could have been worse 
Licence revenues, % change on a year earlier 








Volatile markets 


Learning to swing 


Finance and economics 





Markets are moodier than ever, but some investors spy gold in volatility 


AKE a closer look at a boring week in 

the life of the Dow Jones Industrial Av- 
erage. Last week saw four days of ever 
deeper dives: up by 0.7% one day, followed 
by three days of drops, each taking prices 
down 2-3% at a go. Then, on the fifth, eu- 
reka, a roaring 3% rally. Such moves would 
once have astounded; these days, they are 
unremarkable. In Europe, share indices 
have been diving even deeper, and soar- 
ing higher, than in America. Germany's 
DAX, to pick just one example, last week 
rose by 7.8% in a single day. Low prices 
may be concealing a bigger change: Mr 
Market's mood swings have become more 
violent. 

With good reason, since punters these 
days have more things than ever to dis- 
agree about. Start with the global econ- 
omy, where worries over a double-dip re- 
cession have resurfaced (see next story). 
Add American profits to the mix, as firms 
race to sign off their accounts by August 
14th. The perception and reality of lever- 
age throughout the financial system can 
magnify even small disagreements over 
figures. 

So it is time to hail the new age of vola- 
tility. One widely watched guide, the Chi- 
cago Board Options Exchange's vix index, 
a measure of traders' expectations of share 





price gyrations, in July reached levels not 
seen since the 1987 crash, and shot up 
again last week. Heightened volatility, 
however, is not a recent phenomenon. 
Over the past five years, volatility spikes 
have become ever more frequent (see 
chart), from the Asian crisis in 1997 rightup 
to the World Trade Centre attacks. More- 
over, itis not just price gyrations that have 
increased, but the volatility of volatility it- 
self. The markets, it seems, now have an 
added dimension of risk. 

But, as investors have long been told, 
high returns come only with high risk. 
Since volatility is the most widely ac- 
cepted measure of risk, these should be 
happy times. Not so fast. The risk-return 
trade-off seemed like a quaint academic 
notion in the days when equities chalked 
up annual double-digit returns amid low 
volatility. Few stock-pickers today expect 
an imminent return to the days of 15-20% 
share-price rises, says Michael Schwartz of 
CIBC Oppenheimer. Yet volatility has 
risen, just as shares seem to be offering 
less. The relationship between risk and re- 
turn now seems upside-down. What's an 
honest punter to do? 

For one, he has been turning to deriva- 
tives. Options exchanges are doing a 
booming business. Volume on the CBOE 
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rose to a record high in July, up by 24% over 
the previous year. That may signal the re- 
turn of option-based strategies made pop- 
ular during the sideways share-price 
trends of the 1970s. One of these, call-writ- 
ing (also known as "overwriting" and 
“buy-writing”), is a way to juice up returns 
by selling call options (the right to buy à 
share at a pre-agreed price) on shares in an 
equity portfolio. This gives the portfolio 
owner a cash premium, and a boost to re- 
turns, in exchange for the chance that he 
will have to sell his shares if prices rise 
sharply. That is an appealing prospect if 
you think that markets will go sideways, 
down, or even slightly up in the near term. 

Investment banks have been touting 
call-writing strategies to their big clients 
for years. But these had little appeal during 
the bull market. Nowadays, every bitofex- . 
tra yield, or “alpha”, counts. That is espe- _ 
cially true for index-tracker funds that aim — 
to enhance returns to eke out even a tiny | 
advantage over a benchmark. | 




























» Volatile markets have proved a boon to 
Volaris Advisors, a New-York firm that ad- 
vises on managing volatility through call- 
writing and other fancy derivatives strate- 
gies. Karlheinz Muhr, the chairman, reck- 
ons that volatility trading could account 
for up to 20% of America’s $10 trillion equ- 
ity market. He sees volatility as “a new as- 
set class” waiting to be harvested through 
such call-writing programmes and collar 
(combined put and call) strategies. 

Small investors on both sides of the At- 
lantic are also acquiring new tools to deal 
with increased volatility. In America, sin- 

gle stock futures will return in the autumn, 
offering a new, if more leveraged, way of 
protecting individual bets. Short mutual 
funds are giving investors a way to exploit 
market falls. In Britain, spread-betting 
firms are enjoying big volumes, as private 
punters ride the wild swings tax-free. 

To be sure, volatility is not good for ev- 
eryone. Convertible bonds, for example, 
should now be an attractive bet, since the 
prospect of converting a bond to equity is 
all the more valuable when shares are gy- 
rating. Yet issuance of convertibles fell by 
11% this year, showing that volatility re- 
flects more deep-seated questions of credit 
quality and transparency. 

Whatever next? Volatility analysts, vo- 
latility salesmen, and derivatives based on 
the volatility of volatility? Hurry while 
stocks last. @ 








Economic cycles 


Will there be a 
double dip? 


America may be set for a *double-dip" 
recession. It wouldn’t be the first time. 


APITALISM is ever prone to cycles. 

Back in 1837, Lord Overstone, a British 
economist, described the economy’s “es- 
tablished cycle” from a “state of quies- 
cence” through “growing confidence... 
overtrading, convulsion, distress” finally 
“ending again in quiescence”. Over 150 
years later, his description remains apt. 
But what if some parts of the economy 
grow in confidence prematurely, before 
the economy as a whole has returned to 
quiescence? Lord Overstone had no term 
for it. Today’s market watchers do: “the 
double dip”. 

Double-dippers, such as Stephen Roach 
of Morgan Stanley, believe the springtime 
recovery was a false start-the economy 
will contract again before a sustainable re- 
covery begins. They have history on their 
side. Five out of the past six recessions fea- 
tured more than one dip; the long reces- 
sions of 1973-75 and 1981-82 turned out to 
be triple-dippers. Why should the current 





cycle escape with just one? 

Lord Overstone could describe the 
vicissitudes of commerce as an "estab- 
lished cycle" only because the economy's 
vast ensemble of markets and industries 
keep roughly in time—they rise and fall in 
concert. A double dip occurs when one 
section of the ensemble, usually inven- 
tories, gets ahead of the score. Inventories 
fall fast in a downturn: why refill the ware- 
house when you're worried about clear- 
ing the shop shelves? But they also bounce 
back early-no manager wants to forgo 
sales because his shelves are empty. The 
hasty rebuilding of inventories will pull 
the economy out of its initial dip, but if the 
rest of the economy has yet to hit bottom, 
the reprieve will be temporary. Inventory 
demand will peter out just as the final de- 
mand for goods has what Mr Roach calls a 
"relapse". Inventories have to be cut: the 
economy dips for a second or third time. 

Have inventory managers got their tim- 
ing wrong again? Certainly, the current cy- 
cle is peculiarly difficult to read. Most post- 
war cycles follow a clear rhythm con- 
ducted by the Federal Reserve. Recessions 
begin when the Fed raises interest rates to 
kill inflation, subduing labour, housing, 
and stock markets at the same time. But 
Alan Greenspan, the Fed chairman, did 
not orchestrate the last contraction, and 
the cycle is not so tightly synchronised. 
Business investment collapsed but Ameri- 
cans mostly kept their jobs, and what they 
lost in the stockmarket, they partly re- 
gained in a property boom. Until now the 
American consumer has kept up a merry 
jigin counterpointto the sombre tempo of 
the rest of the world's economy. 

Last year's recession, Mr Roach argues, 
was a mild leeching, not a full purging of 
the excesses of the 1990s. Household sav- 
ing rates are still too low, house prices too 
high, and the current-account deficit too 
wide. A double dip gives a second chance 
to "correct" these imbalances. It may take 
another spell of convulsion and distress 
before America's defiant spendthrifts be- 
come the “quiescent” savers Lord Over- 
stone and Mr Roach would liketo see. @ 





American equity markets 


Goodbye to the 
little guy 


NEW YORK 
There are signs that small investors are 
dumping mutual funds. Does it matter? 


HROUGH the long bull market, indi- 

viduals learned that the most effective 
way to make money was to buy more 
stocks. Until the final manic phase when 
day-trading took off, their favoured way of 
doing so was through mutual funds. The 
process was often perceived to be a virtu- 
ous circle, with new money boosting share 
prices, which brought in fresh money 
which further boosted share prices, and so 
on. There is a pervasive fear that the oppo- 
site could be unfolding now: a downward 
spiral, with declines in share prices 
prompting waves of redemptions and fur- 
ther price declines. It is a seductive theory, 
but questionable. 

As the bear market began in March 
2000, the first to leave, often not by choice, 
were the last to arrive. Heavily margined 
day-traders were quickly wiped out; unle- 
veraged day-traders had only a bit more 
time to discover how little gratification 
there is in losing money. Brokerage firms 
catering to this crowd disappeared. Fund 
investors were noticeably more patient, 
contributing more money every month in 
2000 and, overall, in 2001 as well. But 
there is increasing evidence that finally, 
more than two years after the Nasdaq 
peaked, their patience is wearing thin. 

In June, investors took $18 billion more 
out of equity funds than they put in (see 
chart). It would not be a surprise if the 
number in July topped the record $29 bil- 
lion removed in a panic last September, 
immediately after the World Trade Centre 
attack. Augustis unlikely to be much better 
than July, and could be far worse. Barring a 
huge shift in sentiment, 2002 is likely to be 
the first year since 1988 of net redemp- 
tions. Add in rumours of heavy selling in » 




















of some 7,000 offices in 81 countries and territories. 


ERA in London, HSBC Holdings plc is one of the largest banking and financial services organisations. in the ond with a networ : 





The 2002 Interim Report will be sent to shareholders on 16 August 2002 and is available on the website (www.hsbc.com). Copies may also ^ 
be obtained from Group Corporate Affairs at 10 Lower Thames Street, London EC3R 6AE, United Kingdom. 
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p attributable to shareholders 


3,681 3,945 
3,280. 3,540 
| 55440 — 52,732 





The Group's total. vul ratio IN tier 1 capital ratio at 30 June 2002 were 43. 5 per cent and 9.7 per 
cent, respectively. | 


* Restated to. reflect the adoption of UK Financial Reporting Standard 19 “De ferred Tax’. 


** Cash basis and cash earnings per share are based on reported earnings after adding bac ‘k the 
impact of goodwill amorti sation. 


S* The dividend per. share fi fi gure is. tran slated at the closing rate on 30 June. 2002. ‘Where required, 
the dividend will be converted into IPAE or Hong Kong dollars at the exchange rates on 


1 October 2002, 


"Our performance in the first half. of 2002 showed 

-once again the resilience of HSBC in difficult market 
 -conditions. Our geographical: spread of businesses, 
. together with our financial strength, conservatism and 
our straightforward character stood us in good stead. 





E : ae Compared with the. first half. of 2001 we added some 
. US$300 million in revenues and held costs flat. 


-. Operating profit before provisions grew by 6 per cent 
to US$5,561 million. Reflecting this t 
approved a first interim dividend of US$0.205 per 
share, an increase of 8 per cent over last year's first 
interim dividend. 








The world's local bank 


We continue to position HSBC for a subdued 
environment. We have. strengthened our capital 
position still further. We maintain strong liquidity 
and we are pursuing a policy of diversification, 
both geographically and by line of business. We 
are in a good position to seek out and respond to 
new opportunities and to create long-term value 
for our shareholders." 


Sir John Bond 
Group Chairman 
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“INVITE PAPERS ON THE FUTURE OF U.S.-EU RELATIONS |l 


The U.S. and the EU: Transatlantic | 


. Drift or Common Destiny” 


haen, U.S. and EU priorities are diverging. It has | 


| been observed that the strategic partnership between the U.S. 


| and the EU once rested on a perception of common values | 
| and common threats and acceptance of U.S. leadership. In |f 
| what ways is this being affected by changes in the external | 


| environment, and new thinking in Washington? 


THE Jury: Distinguished 
international panel. E 


Ist Prize: $10, 000 


| | DEADLINE: December 31, 2002 


Each submission must be a maximum of 5000 
words in length 


| (excluding footnotes and bibliographic material), | 


on double spaced pages. 


Forward all entries to: 


Competition 
Foreign Policy Association 
470 Park Avenue South | 
New York, NY 10016 
www.fpa.org 








pa tutmover: 


Each enterprise employs à mi xture | of M dado E 
international] staff, and has a [ specific organisational cab) 
structure. Appropriate UNMIK administration divisions — 


oversee policy formation and organisational benchmarks, 
and decisions regarding the strategic direction. 


It is envisaged that the enterprises to be audited will include [- 
telecommunications, airports, water/waste management and o a 
railways. The audits each contain three main aspects as =- 


described below. 


 . l. An audit of the financial accounts for the periods 


1999, 2000, 2001 and 2002 to end of June. The 
auditors will be required to provide an opinion of 
- the financial status of each enterprise in line with 
international accounting standards applicable to 
the period under review. 


2. A review of the operational aspects of the 
enterprise, assessing the current status of the 
enterprise against accepted European best 
practice, and locally defined criteria. This will 
include, but will not necessarily be limited to, 

. risk identification and mitigation; 
 appropriateness of the organizational structure, 
management culture and practices; presentation 

Of reports to senior management (relevance, 
accuracy, timeliness). 


3. There may also be a requirement to undertake 
. forensic audit work, particularly in relation to the 
procurement (from initial tender stage to disposal 

. of assets, where disposal is applicable). 


It may be possible to segment the work and have the various 
aspects of the audits undertaken by different organizations, 


therefore consideration will be given to suitably Damen. 1 i 
| proposals. | 


Suitably qualified companies and individuals are invited to 


tender for the contracts as described above, and should 
submit sealed proposals to Billy Mollison at the Kosovo 
Trust Agency, Green Building "Duhani", Rruga Vellusha 


No. 2, Pristina, Kosovo or by e-mail to kta 9 eumik.org, no 


later than Midday on Friday 30° August 2002. For the 


financial section only suitably qualified accountants will be 
considered. 


Further information regarding detailed aspects of the audits 
can be obtained from the address above and during normal 
working hours on telephone ++ 381 38 500 400 101. 









> the American markets by large investors in 
the Middle East and suddenly, there ap- 
pears to be a shortage of buyers on Wall 
Street. Can that be anything but bad for in- 
vestmentin America? 

Certainly it will not be good for broker- 
age and asset-management firms. The 
prospect of losing assets will have invest- 
ment implications. If forced to dump 
stocks to raise cash for departing investors, 
these firms may choose between selling 
off the companies that are particularly 
risky, or the ones that are most liquid. “We 
do not know what sort of change in strat- 
egy it would induce,” says Henry Kauf- 
man, an economist and investment man- 
ager, but if the redemptions continue, the 
liquidity of positions will inevitably be- 
come a greater consideration. That will be 
bad news for the less mature companies 
that need capital most, and indeed for an 
economy that thrives on providing financ- 
ing at high risk for high reward. 

The pressure on investors to sell may 
only increase in the months ahead. As an 
experiment, Merrill Lynch calculated the 
break-even point for a person who began 
investing on a monthly basis in 1990, 
when America’s interest in funds ex- 
ploded. Returns were assumed to be the 
same as those of the overall market. Break- 
even would be 776 on the broad Standard 
& Poor's composite index, a level the mar- 
ket fell perilously close to in recent weeks. 
“Once you fall below that level, the risk ap- 
petite will change," says David Bowers, at 
Merrill Lynch. Over and above lost profits, 
the losses will start to eat into capital. Not 
only may that be seen as particularly 
threatening; once profits are lost, one of the 
main reasons to avoid selling a fund disap- 
pears—the need to pay capital gains tax. (In 
fact there is an incentive to take the loss 
and set it off against other taxable gains.) 

But there are contrary forces at work. 
American fund investors have generally 
been a stubborn lot, perhaps because 
those with truly long horizons have his- 
torically done well. Information dating 
back to 1943 collected by the Investment 
Company Institute, a trade group, shows 
that periods when redemptions of fund 
shares exceeded purchases have been 
short-lived. Indeed, in many bear markets, 
notably those of 1966, 1969, 1973-74, 1977 
and 1981, redemptions actually slowed 
(though sales of additional fund shares 
slowed even more), says Avi Nachmany of 
Strategic Insight, a consultancy. 

Odder still, managers of mutual-fund 
portfolios have not responded to redemp- 
tions as one might assume: by selling out 
positions. There were three periods over 
the past two years with net redemptions. 
In two of those periods, March 2001 and 
June 2002, portfolio managers were heavy 
buyers of equities, according to Strategic 
Insight, and in the third, last September, 
their sales of shares accounted for less 


than one-third of redemptions. There are 
two reasons why this is possible: first, 
funds typically hold a reserve of 5% cash; 
second, automatic payments through re- 
tirement accounts mean there is some 
comfort that more cash is on the way. 

However, this explains only why they 
can buy, not why they would. For that, a 
good reason is that the declining share 
prices that spook investors are perceived 
by portfolio managers in the same way as 
a sale in a store. "Historically," says Steve 
Leuthold, a fund manager and market ana- 
lystin Minnesota, "the public has done the 
wrong thing both at stock-market peaks 
and stock-market bottoms." 

Indeed the strongest months for fund 
investment were the first three months of 
2000, just as the market crested. A previ- 
ous record in 1969 occurred when the last 
bull market was peaking. There were 
heavy redemptions in 1981, just as the cur- 
rent bull market began, and there were 
huge net redemptions following the crash 
of 1987, which with hindsight was a won- 
derful time to buy. It is tempting to believe 
that share prices are set by mass enthusi- 
asm or despair. Yet clearly this liquidity- 
based theory is flawed, at least in a market 
as broad and deep as America's. On the 
other hand, when the masses are enthusi- 
astic or despairing, it seems like a good 
time to be the reverse. Over time, the ab- 
sent punter has proved a good omen. 8 


Swiss corporate raiders 


The rise and fall of 
Martin Ebner 


How bad is the crisis at Switzerland's 
BZ Group? 


RICH is buzzing with rumours about 
Martin Ebner's troubles. How indebted 
is his investment empire, Bz Group? What 
did zKB, Zurich's regional bank, pay him 
for a controlling stake in his four “Vision” 
investment funds? What are the condi- 
tions of the one-year moratorium that Mr 
Ebner's creditors are thought to have 
agreed upon? And what are Bz Group's un- 
disclosed equity investments? 

Kurt Schiltknecht, Mr Ebner's right- 
hand man, has been bombarded with 
such questions since Bz Group announced 
on July 31st that it had sold control of the 
Vision funds and reduced its sizeable 
stakes in several of Switzerland's blue-chip 
companies. But Mr Schiltknecht remains 
adamantly mum. Bz Group is à private 
company and under no obligation to dis- 
close information on its financial health. 

Even so, some argue that the crisis at Bz 
Group is such that it is in the public's inter- 
estto know more. Usually reliable sources 








Mr Ebner preaches shareholder value 


say that the group's debts are SFr6 billion- 
SFr10 billion ($4 billion-$6.6 billion) and 
the current value of its investment portfo- 
lio is estimated to be about half its debts. 
The moratorium by creditors—which are 
said to include Credit Suisse, HSBC, 
WestLB, Landesbank Baden-Württemberg, 
Deutsche Bank and an Austrian bank, as 
well as ZKB-is presumed to have removed 
immediate pressure on Mr Ebner to repay 
SFr3 billion. But his large portfolio of deriv- 
atives raises more concerns. BZ group has 
issued put options on shares in ailing com- 
panies such as Zurich Financial Services 
and Balóise, two large Swiss insurers (if 
their share price falls below a certain point, 
Bz must pay the difference). 

Mr Ebner admits that the group under- 
estimated the length and severity of the 
bear market. In a rare appearance on televi- 
sion on Sunday night, he also conceded 
that his investments were not diversified 
enough. Bz Group acquired large stakes in 
blue chips: nearly 10% of ABB, an engineer- 
ing group and just under 5% of Credit 
Suisse Group, a financial-services con- 
glomerate. ABB and Credit Suisse have lost 
two-thirds of their price in the past year. 

Still, concentration does not appear to 
be the main problem with Bz Group. Mr 
Ebner borrowed funds to finance some of 
his equity investments and, when he 
started losing money lately, he increased 
his leverage. He got away with similar ma- 
noeuvres in the past-Bz Group was fragile 
when equity markets were in turmoil at 
the end of the 1980s and in 1998. Yet this 
time the bear market is far worse and Mr 
Ebner is in deeper trouble. 

Because of concerns about Bz Group, 
the shares of companies in its portfolio are 
doing extra badly. Hedge funds have be- 
gun to short them. On Monday, ABB 
dropped 13% and Credit Suisse Group fell 
almost one-tenth. The more they go down, 
the more Mr Ebner needs to sell. 
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The rumours are spiced with Scha- 
denfreude: Switzerland’s business elite 
never much liked the maverick investor. 
Mr Ebner is a self-made billionaire who 
took them on in the marketplace and at an- 
nual meetings. He attacked the corporate 
strategy and conflicts of interest within the 
Oeri and the Hoffmann families, owners 
of the majority of Roche, a pharmaceutical 
company, of which Bz Group owns a large 
minority stake. Mr Ebner is also close to 
Christoph Blocher, a right-wing politician, 
dubbed the “Ebner of politics", equally un- 
loved by Switzerland's great and good. 
And he avoided paying taxes like a good 
Zurich burgher by moving to nearby Wilen 
inthe next canton, where taxes are lower. 

Yet even his detractors admit that he 
' shook up corporate Switzerland. In the 
early 1990s, for instance, armed with a 
quarter of the shares of the powerful Un- 
ion Bank of Switzerland, he called for the 
sacking of Robert Studer, its then chair- 
man, and demanded the restructuring of 


European banks 


It’s hell out there 


| the bank's retail business and a higher re- 
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turn on equity. uss later merged defen- 
sively with the Swiss Bank Corporation 
and then made some of the requested 
changes. But by then Mr Ebner had moved 
on to his next target, Credit Suisse. 

Mr Ebner has not exactly practised 
what he preached. Despite his crusades for 
corporate transparency, BZ group itself is 
an opaque holding company. He has 
styled himself the champion of sharehold- 
ers’ interests, yet his own shareholders— 
unless they got out in time—would have 
been better off investing in an index 
tracker. He campaigned against individual 
families exercising too much power 
through their controlling stakes in compa- 
nies thereby neglecting smaller investors' 
interest, yet he and his wife Rosemarie ex- 
ercise a tight grip on Bz Group. Exit strat- 
egy is everything, and the canny Mr Ebner 
has often sprung a surprise. But, next time, 
he will have to show the strategy to his 
bankers first. & | 


Bad debt provisions are leaping at European banks. Is there worse to come? 


ONDITIONS are as awful as any since 

the second world war, said Albrecht 
Schmidt, head of HypoVereinsbank 
(HvB), Germany's second biggest bank. 
The most striking feature of this month's 
earnings announcements from European 
banks is that bad debt provisions—the 
amount of money that they set aside to 
. cover the dud loans that they may have to 

write off -have soared. 

Allianz, the German insurer, issued a 
profits warning because of high levels of 
bad loans at its subsidiary, Dresdner Bank, 
and Deutsche Bank charged €511m 
($469m) for bad debts against its profits, 
twice last year's figure. Bad debt provi- 
sions in the first half of the year at Britain's 
Barclays Bank rose by 43?» and at BNP Pari- 
bas's French retail division by 55%. 

That is bad news for shareholders, who 
will watch profits and share prices fall for a 
while as credit quality continues to de- 
cline. But banksin most parts of Europe are 
_ well-equipped to withstand a rise in bad 
debts: they have a fatter cushion of profits 
and capital to absorb them than ever be- 
fore. As the last serious recession set in, in 
the early 1990s, returns on equity as poor 
as 5% were not uncommon at banks in Eu- 
rope. Now, most aspire to three times that 
or more. The quantity of capital that they 
have salted away to sustain themselves 
through bad times is not just much higher 





but in many cases a multiple of what they 
had to rely on back then, says Sam Theo- 
dore at Moody's, a credit-rating agency. 

Another source of comfortis that banks 
seem to have learnt that lending wildly to 
property developers always ends in disas- 
ter. Lending into a commercial-property 
bubble was to blame for many of banks' 
bad loans in the early 1990s. This time 
around there has been no comparable 
boom, with the exception, perhaps, of Ire- 
land and the Netherlands. Banks have 
hung back somewhat and let other lend- 
ers, such as insurance companies and spe- 
cialist funds, venture into commercial 
property alongside them. 

So far, says Alison Le Bras, a banking 
analyst at Fitch, a credit-rating agency, bad- 
debt problems at European banks have 
arisen mostly because of international ex- 
posures-to Argentina, Enron and World- 
Com. At home, credit quality has mostly 
held up. If European economies continue 
to grow, banks' domestic-loan portfolios 
should stay relatively healthy. 

Still, according to one investment bank 
in London, hedge funds have of late 
turned their attention away from the hum- 
bled technology sector and are shorting 
bank stocks. Some banks, to be sure, are 
more vulnerable than others. Privately 
owned German banks have been strug- 
gling for years with low profitability be- 





cause of a weak economy and because - 










their market is dominated by savings 
banks. Their capital ratios are weak: Com- 
merzbank and vB have tier-one capital 
equivalent to 6% (of risk-based assets) and 
6.2%, and Dresdner Bank's is just 5.5%. Inte- 
SaBCI, Italy’s largest bank, with a similarly 
low tier-one capital ratio of 6.2%, has had 
to write off loans to Swissair, Argentina, 
Enron and WorldCom. 

What could badly damage the weakest 
of Europe's banks is a further deterioration 
in the credit of large European telecom 
companies that over-borrowed to invest in 
3G mobile licences. A nightmare, espe- 
cially for Spanish banks, would be for Bra- 
zil to follow Argentina into default. 

In the past ten years or so, banks have 
found ways to reduce their exposure to 
credit. To begin with, according to the Bank 
for International Settlements (B1s) in Basel, 
the capital markets, as well as banks, pro- 
vided much of the financing for technol- 
ogy and telecoms companies in the late 
1990s. Banks have securitised chunks of 
loans: the market for asset-backed securi- 
ties in Europe has grown ten-fold to over 
$250 billion in the past decade, according 
to the Brs. They have also sold exposures 
on the secondary-loan market, bought 
portfolio insurance from insurers and sold 
credit risk through collateralised debt ob- 
ligations and credit derivatives. 

On the whole, says Michael Foot, head 
of banking supervision at Britain's Finan- 
cial Services Authority, these techniques 
should mean that credit risk is parcelled 
out more evenly. He adds, though, that the 
transfer of credit risk creates something of 
a mystery: where might the bad debts that 
the banks have passed on resurface? Omi- 
nously, regulators reckon that it was insur- 
ers, searching for higher yields, who took 
on the biggest slice of what the banks 
didn't want. @ 








Japan's postal savings 


Big bender 


TOKYO 
Glacial moves in the reform of the 
postal savings giant 


ANKERS call it the Hundred Years War. 

But could the battle to reform Japan’s 
powerful postal savings and insurance 
system be nearing an end? On August 1st, 
Junichiro Koizumi, the prime minister, 
vowed again to privatise the post office, a 
reform at the top of his agenda. On August 
sth, Naoki Tanaka, who heads Mr Koi- 
zumi's private advisory panel on postal re- 
form, came up with sweeping proposals 
that include full privatisation, or even 
phasing out the post office's savings and 
insurance operations and shifting them to 
private institutions. There were other less 
potent suggestions, such as transferring its 
operations to a special public corporation. 

The panel hopes to finalise plans by the 
end of August. But reform will not be easy. 
With Y240 trillion ($2 trillion) of deposits 
and another Y125 trillion in insurance poli- 
cies, the post office is the world's biggest fi- 
nancial institution, controlling a quarter of 
Japan's household financial assets. It has 
enormous political clout. Most of its 
271,000 employees spread across 24,700 
branches are staunch supporters of the rul- 
ing Liberal Democratic Party (LDP), for 
which they collect votes. Postal savings 
and insurance also provide a shadow bud- 
get for the government by buying wads of 
zaito bonds, which fund the finance minis- 
try's fiscal investment and loan pro- 
gramme, used to build empty roads and 
bridges. 

The Democratic Party of Japan (DPJ) 
calculates that between 1990 and 2001 the 
assets of private financial institutions in- 
creased by X84 trillion. By contrast, the 
combined assets of the postal savings and 
insurance system and public pensions 
grew by Y315 trillion (thanks largely to the 
post office), of which 80% was invested in 
government bonds, regional bonds and 
zaito bonds. 

These investments skew the markets. 
For example, even though public debt is 
now 140% of GDP, government bond 
prices are not falling. Furthermore, only 5% 
of these funds find their way out of Japan, 
compared with 5095 of funds in the private 
sector: that keeps the yen too strong and 
weakens the competitive power of many 
local industries, says Yoshito Sengoku, a 
politician in the DPJ. Reform, he argues, 
would channel more household money 
into private funds that can invest in foreign 
securities. 

The post office affects policy in other 
ways. Depositors are flocking to its govern- 
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ment-guaranteed non interest-bearing 
“settlement” accounts, which unlike other 
accounts are not capped at ¥10m. That is 
because the government is due to lift its 
guarantee on bank deposits of over ¥10m 
next April. This has prompted the Finan- 
cial Services Agency (FSA)to come up with 
its latest fudge to delay deposit insurance 
reform. It bears a striking resemblance to 
the post office's interest-free accounts. 

Still, there was progress of a sort last 
month when the Diet passed a bill that 
will turn the post office into an “indepen- 
dent" public company next April. This, in- 
sists Mr Koizumi, is a stepping stone to pri- 
vatisation. But banks and life insurers, 
who want to compete with the post office 
on even terms, are not satisfied. 

The post office still enjoys exemptions 
from taxes or deposit insurance premiums, 
which saves it X400 billion a year. More- 
over, although the new postal corporation 
will be inspected by the rsA from next 
April, the Ministry of Public Management, 
Home Affairs, Posts and Telecommunica- 
tions (MPHPT)-to which the post office 
currently belongs—will decide what to do 
with the inspection results. MPHPT says 
this is natural since the post office, unlike 
its competitors, is there to provide fair and 
universal financial services for all. 

Privatisation will also take time: postal 
savings and insurance have to be scaled 
down first. Even splitting postal savings 
into 20 pieces would create big institutions 
that would dwarf many regional banks. 
The government is meeting resistance 
from the LDP old guard. Mr Koizumi's ad- 
visers are said to be deadlocked. History 
offers no comfort either. It took the govern- 
ment 33 years to privatise its telecoms com- 
pany, now called NTT. B 


Aid to Malawi 


Stick beats carrot 


LILONGWE 
Who suffers most when donors punish 
Malawi's jetset? 


RE aid donors being callous or clever in 
Malawi, one of the poorest countries 

in the world? Just as it faces acute food 
shortages and appeals for emergency aid 
for 3m people, foreign donors have pulled 
the plug on most other types of assistance. 
Though food help is rolling in, the Mr is 
refusing to disburse a $55m loan; Britain 
has suspended its budgetary help; Den- 
mark shut its embassy in January and 
scrapped all its aid projects. Now the EU 
has told Malawi to refund €8m ($8m) 
given as a road-building grant but “di- 
verted" by the government. Unless the 
money is returned by August 3oth, five 
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Hunger for that executive jet 


years of further eu help worth €345m will 
bein jeopardy. 

Donors are exasperated with graft, 
economic negligence, over-borrowing and 
undemocratic behaviour by Malawi's 
elected government. With good reason. 
Ministers and civil servants jet between 
their offices in Lilongwe and the commer- 
cial capital, Blantyre; they are fonder of for- 
eign travel, country retreats, perks and 
workshops than of reducing poverty. The 
country's anti-corruption unit said this 
week that senior officials should go on trial 
for selling all 160,000 tons of maize from 
the national grain reserve two years ago, 
despite warnings of impending famine. 
Aid workers in Lilongwe suspect well-con- 
nected traders of hoarding the grain and 
selling it at a premium to hungry Malawi- 
ans. In response, the president, Bakili Mu- 
luzi, promptly sacked Leonard Mangu- 
lama, his poverty-alleviation minister, on 
August 6th on suspicion of snapping up 
grain himself on the cheap. 

Since aid is about a third of the govern- 
ment's revenue, concerted foreign pres- 
sure is likely to tell, at least on senior politi- 
cians. And it should set an example to 
other poor but corrupt countries in the re- 
gion. Most foreign aid, aside from emer- 
gency food, has been stopped for Zimba- 
bwe. Swaziland may be next: donors have 
learned that the government is spending 
some $55m on a presidential jet, while ap- 
pealing for foreign help to feed its hungry. 

But turning off the tap may not be the 
answer. Many diplomats believe carrots 
work much better than sticks: "It is impos- 
sible to make governments meet condi- 
tions other than by rewarding good behav- 
iour,” suggests one aid specialist. 
Emergency food-aid is never tied to good 
government behaviour. If it were, Zimba- 
bwe's hungry would become a great deal 
hungrier yet. m 








_ Argentina’s assorted recent leaders have made an awful situation even worse. What is the answer? 





T'HE economic crisis that struck Argen- 
A tina last year has deepened into one 

- of the worst and most intractable such ca- 
lamities in living memory. Economists 
have not been slow to offer accounts of 
what went wrong, but there is as yet no 
settled version. That makes it difficult to 
recommend solutions. Meanwhile, things 
keep getting worse. The economy is 
shrinking, inflation is surging, and the 
country's banking system is in ruins. 
Some economists believe—and this is all 
-too plausible—that hyperinflation may 

- have to finish its demolition work before 
rebuilding can begin. What a prospect. Is 
there no other way? 

Lately, support has been growing for 
dollarisation—that is, for the formal adop- 
tion of the dollar as the country's cur- 
rency. To some this will seem surprising. 
Many economists blame Argentina’s ill- 
fated currency-board system for the 
present mess. This tied Argentina's peso 
one to one against the dollar. As the dol- 
lar appreciated on world markets, the 
peso appreciated too. This made Argen- 
tina's economy uncompetitive, slowing 
growth and preparing the way, it is ar- 
gued, for the collapse of 2001. Surely, if 
this is so, to go for full dollarisation—more 
binding than before, in terms of fixity to 
the dollar-would be to lock Argentina 
back into the arrangement that led it here. 

Not necessarily. The orthodox account 
of Argentina's failure, which lays such 
emphasis on the peso's overvaluation, is 
questionable. Other factors, notably the 
government's failure to run a big budget 
surplus during the economy's long boom, 
were probably more important. In any 
case, if Argentina dollarised now, it 
would not be at one to one: today's “mar- 
ket rate" (which is subject in fact to va- 
rious controls and distortions) is more 
like four to one. Whatever the exact num- 
ber, Argentina could dollarise at a com- 
petitive rate, which would help growth. 

But complications arise, to put it 
mildly. One concerns bank assets and li- 

abilities, which were denominated in dol- 
Jars before the collapse and subsequently 
"pesified" (switched into pesos). They are 
now in semi-suspended animation be- 
cause of paralysis in the banking system. 

One leading advocate of dollarisation, 

. Kurt Schuler*, an economist with the Joint 
. Economic Committee of Congress in 

. Washington, DC, argues that bank depos- 
- its should be reconverted into dollars in 

- the original amount. The idea is to start 


reversing the destruction of property 
rights which pesification inflicted on the 
country. The problem is that if the banks' 
deposit liabilities are to be reset in that 
way, and their loan assets are not, the 
banks will be deeply insolvent. Whereas 
if the loans are reconverted in the same 
way as deposits, itis the banks' debtors 
who will be insolvent—in which case the 
banks go bust anyway. 


Deep and dark 
Mr Schuler favours a compromise: he 
reckons that the banks' debtors should be 
asked to surrender some of the gains they 
were handed when their dollar debts 
were turned into pesos and then deval- 
ued. This would help to narrow the gap 
between the banks' dollarised assets and 
liabilities. Morally, the debtors should 
pay something: you could say their wind- 
fall was stolen from depositors and bank 
shareholders. The willingness of debtors 
to pay such reparations is another matter. 
Another possibility (to be used along- 
side reconversion) would be to leave a 
partial freeze on deposits in place—with 
arrangements to secure its removal over 
time-in order to stop the mismatch be- 
tween deposits and loans causing a run 
on the banks. But the existing freeze is bit- 





terly resented. Mr Schuler's plan has 
many things to recommend it, but finan- 
cial simplicity and instant political appeal 
are not among them. 

Another recent paper, by Augusto de 
la Torre of the World Bank and others, 
agrees with Mr Schuler about the basic 
overriding merit of dollarisation— 
namely, that it takes property rights seri- 
ously, albeit at an economic cost. How- 
ever, Mr de la Torre and his colleagues 
give the drawbacks more weight. 

Over time, a dollarised Argentina 
would have to carry the burden of a mis- 
aligned exchange rate. This is because fix- 
ity of the currency requires flexibility in 
domestic prices and wages, and strong fis- 
cal discipline. In a country with Argen- 
tina's awful economic history these are 
hard to achieve. If prices and wages fail to 
adjust, stagnation can result, and this in 
turn increases the economy's financial 
fragility. If fiscal discipline is loose, the 
risk is greater. Dollarisation, the authors 
argue, would have been better for Argen- 
tina than big-bang pesification plus deval- 
uation, and may still be the best way 
out—but it is no cure-all. 

Mr de la Torre and his co-authors 
therefore ask how the needed discipline 
and flexibility might be introduced along- 
side dollarisation. They suggest “pesifica- 
tion at the margin”. The idea is to use two 
currencies: an inconvertible peso for do- 
mestic transactions, and the dollar for 
savings. The scheme meets two separate 
needs: currencies are required both as a 
means of payment and as a store of 
value. It is the lack of the second (not 
counting capital flight) that Argentina so 
keenly feels at present. Financial dollar- 
isation would fill the void. 

At the same time, with the peso free to 
fall against the dollar, and domestic prices 
and wages set in depreciating pesos, the 
government would be able to use peso in- 
flation (an implicit tax) to help balance its 
books. Meanwhile, the economy would 
gain a degree of flexibility in real wages 
and costs through the same channel. 

The idea works in principle—assuming 
that Argentines could be persuaded, or 
forced, to use this inconvertible peso. But 
at best, like Mr Schuler’s plan, it seems far 
from ideal. If Argentina’s choices have 
come to this, the hole it has dug for itself 
is deep indeed. @ 
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* For links, see the version of this article that appears on 
our website, www.economist.com 





Science and technology 


Conservation 


Restoration drama 





The science of ecology is helping to bring “ecosystem services” to market 


ESTORING damaged habitats to some- 

thing like their pristine condition is a 
relatively recent idea. For most of human- 
ity’s history, the trend has been in the op- 
posite direction, as people have logged for- 
ests, drained marshes and cleared land for 
agriculture. But as folk have grown more 
knowledgeable, they have realised that 
some habitats are useful in their original 
condition. The result is an increasing de- 
sire to recover part of what has been lost. 
That is helping to change ecology from an 
academic to a practical science, as the sub- 
ject’s insights are applied both to the task 
of restoration and to hard-headed assess- 
ments of the value of that restoration. 

To help the flow of theory into practice, 
Margaret Palmer, a biologist at the Univer- 
sity of Maryland, ran a symposium on the 
subject at a recent meeting of the Ecologi- 
cal Society of America and the Society for 
Ecological Restoration, in Tucson, Arizona. 
According to Dr Palmer, every habitat has 
an “envelope” of natural variation in its 
possible structure and composition. 
Knowing what lies within this envelope is 
crucial to knowing what to restore, and 
when to stop. Thus, successful habitat res- 
toration requires an understanding of the- 
ories about population biology, compe- 
tition between species, biodiversity and 
the stability and variation of ecosystems. 

Putting theory into practice, Steve Han- 
del, at Rutgers University, in New Jersey, 


has shown that derelict urban lands, in- 
cluding such unpromising sites as landfill 
rubbish dumps, can be restored to resem- 
ble old fields with the help of pieces of eco- 
logical science known as metapopulation 
theory and patch-dynamics. These rely on 
the idea that populations of animals and 
plants are not permanent, contiguous col- 
lections of organisms, as was once be- 
lieved, but are actually shifting collections 
of smaller groups that are partly isolated 
from one another and often exist only tem- 
porarily. By manipulating the sizes of 
patches of plants, Dr Handel has been able 
to improve insect pollination and seed dis- 
persal, and thus kick-start the restoration 
process in landfills near New York. 

The restoration of surplus agricultural 
land, too, can benefit from the appliance of 
science. Sara Baer, at Southern Illinois Uni- 
versity, and her colleagues, have shown 
that previous tillage hampers the restora- 
tion of prairie on former farmland in the 
Great Plains. Ploughing homogenises the 
soil. That is fine for crops, which are mono- 
cultures, but no good for wild plants, 
which come in a range of species that 
prefer subtly different conditions. By 
tweaking the soil's moisture and nutrient 
content to increase its heterogeneity, Dr 
Baer has found that she can affect how 
well a piece of habitat functions once it has 
been restored. And Dr Palmer has found 
something similar in aquatic systems. 
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There, having a variety of different particle 
sizes in the sediment of a stream will affect 
the rate at which it recovers from environ- 
mental damage, and also its eventual bio- 
logical productivity. 

Similar ideas apply to marine environ- 
ments. Charles Peterson, of the University 
of North Carolina at Chapel Hill, has 
found that mathematical models of the 
communities of animals and plants in oys- 
ter reefs can help to show which animal 
species may successfully be re-established 
in a damaged reef. 

The most effective attempts at restora- 
tion, though, have been those in wetlands. 
Besides pleasing people who like nature, 
restoring wetlands brings practical bene- 
fits. Not only has ecology shown how to 
do this, it has also demonstrated that wet- 
land habitats provide valuable “ecosystem 
services" such as recharging groundwater, 
attenuating floods and acting as natural fil- 
ter beds that remove pollutants. 


Muck and brass 

To give one example, the run-off from an 
area of land that includes a lot of impervi- 
ous surfaces such as roads, car parks and 
driveways tends to contain pollutants, par- 
ticularly nitrates, phosphates, petrochemi- 
cals and bacteria. According to Michael 
Mallin, a marine biologist at the University 
of North Carolina, if more than 20% of a 
catchment area is paved in this way, any 
bathing or fishing areas into which its wa- 
ter drains will start to become unaccept- 
ably polluted by bacteria. 

In situations such as this, it is frequently 
cheaper to restore previously drained wet- 
lands (or even to build new ones from 
scratch) than to construct water filtration 
plants. The city of Riverside, in California, 
for example, saved itself $18m by con- 


structing wetlands rather than a denitrifi- » 
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* cation plant to meet nitrate effluent stan- 
dards for its local water supply. Water 
extraction authorities in both Washington, 
DC, and New York have also found it 
cheaper to pay for natural filter beds to 
handle water contamination than to build 
concrete ones. And in Florida, a 3,500-acre 
(1,400-hectare) artificial marshland has 
dealt with agricultural wastewater, bring- 
ing phosphate levels down to 17% of what 
they had previously been. 

Applied ecology is also helping, in 
America, to lubricate "trade" in wetlands. 
It is not the wetlands themselves that are 
bought and sold, but rather “wetland cred- 
its". These are issued by so-called mitiga- 
tion banks to companies or other organisa- 
tions that protect or restore pieces of 
wetland. They can then be sold to third 
parties who wish to destroy some wetland 
elsewhere. Such transactions are, how- 
ever, meaningless unless ecologists can 
confirm that a newly constructed piece of 
wetland has real environmental benefits. 
That involves measuring factors such as 
nutrient uptake, flood alleviation and the 
presence of suitable plants. Researchers 
are still learning about what, precisely, 
makes one piece of wetland equivalent to 
another. Indeed, in less understood habi- 
tats such as the Grand Canyon, attempts at 
restoration are proving to be a powerful 
test of the accuracy of ecological theory. 

The first mitigation banks appeared at 
the start of the 19905, as a result of regula- 
tions drawn up by the country's Environ- 
mental Protection Agency for the granting 
of permits for the removal of wetlands. A 
state's department of transport that 
wishes to build a road through a wetland, 
may, for example, be required by the regu- 
lations to create an equivalent piece of 
wetland elsewhere. Rather than actually 
sending its navvies in to install a new 
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marsh, the state can buy an appropriate 
amount of wetland credit from people 
who have earned it the hard way. 

There are now around 300 mitigation 
banks in America, and 100 more are 
planned. John Ryan, until recently the 
president of the Wetland Mitigation Bank- 
ing association, estimates that 8,000- 
acres’ worth of credits were issued last 
year. Generally, restored wetland costs be- 
tween $25,000 and $130,000 an acre, de- 
pending on the amount of engineering re- 
quired, the type of wetland and the risk 
that the restoration project in question 
may not succeed. It also depends, of 
course, on the local price of other sorts of 
land. In New Jersey, wetland credits have 
been sold for as much as $250,000 an acre. 

Such sums are having an impact on the 
property business. Companies such as 
Green Vest, based in New Jersey, call them- 
selves “environmental capitalists” and 
help landowners to value their property in 
a way that takes account of “eco-assets” 
such as potential wetland credits. Indeed 
Tenneco Energy, a utility firm based in 
Houston, Texas, which has large land hold- 
ings in New Jersey, used such a procedure 
to wipe out the cost of its liability for clean- 
ing up contaminated soil on its property. 
Restoring the land to wetland not only re- 
moved the contaminants, it also allowed 
Tenneco to sell wetland credits. Further- 
more, since conservation areas are not 
taxed in this part of New Jersey, it saved 
the firm $300,000 a year in land taxes. 

Not surprisingly, some individual miti- 
gation banks and restoration projects have 
been environmental failures. But the envi- 
ronmental capitalists hope that progress in 
reconstructing wild places will eventually 
provide a robust way of establishing that a 
wetland really works, and thus has a mar- 
ket value. m 
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Underwater sensors 


Touchy, touchy 


Sensors modelled on fish nerve cells 
may help robots navigate under water 


MAGINE having to hunt for your prey 

while blindfolded. In such circum- 
stances even the most formidable terres- 
trial predators would have difficulties. In 
the oceans, however, where light and 
sound are distorted and muffled by the 
passage of water, hungry fish have 
evolved the ability to hunt their prey with- 
out being able to see it. 

Fish pull off this trick with the aid of a 
sixth sense known as the "lateral-line" sys- 
tem. This consists of chains of nerve cells 
that extend along the body and in a scatter- 
ing around the head. These nerve cells, 
which are known as hair cells because 
they have hair-like protrusions called cilia 
on their surfaces, fire off electrical signals 
when the cilia bend in response to the pas- 
sage of water. This firing allows a fish to 
sense pressure changes—and thus to detect 
the movements of foe or prey. 

It would help if underwater robots had 
an equally robust ability to perceive and 
navigate their surroundings, but previous 
attempts to provide it have foundered on 
one of two opposite problems. Either the 
size and weight of the sensors have been 
too great to avoid encumbering the robot 
or, if they were small and light enough, 
they were too complicated to manufacture 
routinely. Now, researchers at the Univer- 
sity of Illinois at Urbana-Champaign have 
cribbed the design for a strong, lightweight 
sensor from the lateral-line system. And, 
just as importantly, they have found a way 
to make it in bulk. 

Chang Liu, Fred Delcomyn and their 
colleagues fabricate their artificial lateral- 
lines out of silicon and thin films of metal, 
as they describe in the current issue of the 
Journal of Micromechanics and Microengi- 
neering. Their "hair cells" consist of cantile- 
ver beams attached to "cilia" made of a 
magnetisible material. The researchers 
carved these structures on to the surface of 
a silicon wafer of the type used to make 
chips for computers. To do so, they em- 
ployed the standard chipmaking tech- 
niques of depositing chemicals on the wa- 
fers, then etching in patterns using 
solvents. By introducing boron into the sil- 
icon, they made the cantilever into a piezo- 
resistive sensor—that is, a sensor that re- 
sponds to deformation by changing its 
resistance to the flow of electric current. 

The final step was to coax the artificial 
cilia into standing perpendicular to the 
surface of the wafer. That was done by 
lowering the wafer slowly on to a magnet » 













which repelled the cilia, leaving them per- 
—gmanently upright. To test their invention, 
Dr Liu and his colleagues then mounted 
some sensors on a glass plate and put 
them in a water tunnel (the marine equiva- 
lent of a wind tunnel) to see if they would 
respond to variations in flow rate~which 
_ they did. 
The researchers are now trying to in- 
. crease the sensitivity of the artificial hair- 
cells, as well as studying their response to 
turbulent water. They plan, in collabora- 
tion with a team at the Massachusetts In- 
- stitute of Technology, to install them on to 
robots and other underwater vehicles 
within a year. If the plan works, such ro- 
bots may eventually be able to navigate 
through the water as easily as hungry 
sharks—though without, it is to be hoped, 
such drastic consequences. @ 





Lasers 


Tune in to 
terahertz 


EDINBURGH 
Lasers now work at new wavelengths 


ROM a human point of view, the tera- 
hertz frequencies are a curiously barren 
region of the electromagnetic spectrum. 
They lie, unexploited, between micro- 
waves at long wavelengths and infra-red at 
short. They are neglected because no one 
has developed a convenient source of tera- 
hertz radiation. Not yet, anyway. But a la- 
ser unveiled by Alessandro Tredicucci of 
the Scuola Normale Superiore in Pisa, It- 
aly, at the recent International Conference 
on the Physics of Semiconductors, in Edin- 
burgh, lights the way to the future. 
Research into terahertz sources has 
been driven hard by demand from indus- 
try. Terahertz frequencies have great po- 
tential in medical imaging because they 
are strongly absorbed by large biological 
molecules and by water, and so promise to 
reveal tissues in astonishing detail. Re- 
search carried out by a company called Te- 
raView in Cambridge, England, for exam- 
ple, has indicated that terahertz imaging 
might distinguish cancerous skin cells 
from healthy cells. They could also provide 
long-range security for wireless network- 
ing because stray signals would be soaked 
up by moisture in the atmosphere, pre- 
- venting the neighbours from eavesdrop- 


- ping. Furthermore, terahertz sources may 


~~ beusefulin environmental sensors which 
-could detect pollutant gases by measuring 
absorption of the radiation. 

- Existing terahertz sources are, however, 
either too unwieldy or too weak to suit all 
.of these uses. And conventional semi- 
onductor lasers, which offer high powers 





from a conveniently small device, will not 
pump out photons of the right wave- 
length. Dr Tredicucci and his team have 
found a way around this problem by coax- 
ing so-called quantum cascade lasers into 
producing terahertz radiation. 

Quantum cascade lasers were invented 
a few years ago at Bell Labs, in America, 
and work rather differently from conven- 
tional lasers. In a conventional laser, elec- 
trons are “pumped” into an energetically 
excited state. As they drop back down, 
they get rid of their extra energy by emit 
ting light. Because all the electrons are ex- 
cited to the same degree, each gives off an 
identical amount of energy when it re- 
turns to normal. That is why laser light is 
all the same frequency. The frequency is, 
however, set by nature-it is a property of 
the materials used to build the laser. To the 
frustration of physicists, no semiconduct- 
ing materials have been found that "lase" 
atterahertz frequencies. 

A quantum cascade laser also works by 
pumping up electrons. But instead of drop- 
ping back in a single step, their fall is con- 
trolled so that they give up their energy a 
bit ata time. The electron “cascades” down 
as it moves through the laser, which is 
built from thin layers of different semi- 
conductors. The amount of energy given 
up at each step, and hence the wavelength 
of the radiation given off, is governed by 
the thickness of the layer not the proper- 
ties of the material. A cascade laser is 
therefore tuneable. Dr Tredicucci has 
tuned one to terahertz frequencies. 

At first, cascade lasers worked only in 


Flying snakes 













the infra-red. To produce lower-energy te- 
rahertz radiation the electron’s fall needed - 
to be divided into smaller steps. According - 
tothelawsof quantum physics, this justre- . 
quired the layers to be fatter. Perhaps pre- 
dictably, it was not so simple. One of the. 
problems was that electrons in the tera-- 
hertz lasers were not efficiently recycled .. 
and pumped back up. Another was that - 
the photons were escaping haphazardly . 
from the laser. That was no good because, — 
to produce a powerful beam, they have to ` 
be channelled through the structure. Dr 


Tredicucci managed to overcome these — 


problems with the help of Edmund Lin- - 


field and Giles Davies of Cambridge Unk — 

versity, who grew the layered structures = 
thatform the basis of thelaser.In May, the 
researchers announced that they had per. 


suaded a cascade laser to produce pulses 
of terahertz radiation. Now that they have 


optimised the design, the laser can pros- : p. 


duce a continuous beam. That makes it as 
tempting to industry as cake isto children. ©. 
Not all, though, is sweetness and light. 


To work, Dr Tredicucci's laser needs to be ue | 


chilled to within 30° of absolute zero. Dr 
Linfield and Dr Davies hope that they can 
push the operating temperature up by 50° 
within the next year. Then they will be 
able to use liquid nitrogen to cool the de- 
vice and that, they say, will open opportu- 
nities. For example, medical imaging is 
such big business that people do not balk 
at cooling components to such low tem- 
peratures. The other applications, though, 
may have to wait until terahertz lasers can 
stand the heat at room temperature. @ 





This reptilian fuselage is the paradise tree snake of South-East Asia, whose habit of 
gliding from tree to tree has been the subject of recent research by John Socha, of the 
University of Chicago. In flight, the snake's body flattens and its belly forms a slightly 
concave channel. This creates an aerofoil which produces lift, and that lift is enhanced by 
a sidewinding motion perpendicular to the direction of travel. Dr Socha's study, just 
published in Nature, reveals a remarkable aeronautical capability for a wingless 
creature. The shallow angle of descent and the scope of the snake's steering surpass that 
set by other gliding animals such as flying frogs. 





















Spy novels 
An author you can’t refuse 


Robert Littell's 13th novel is creeping up on America-fast 


HEN it comes to double-crossing 

and disinformation, few things in es- 
pionage match a publisher’s blurb on the 
back of modern thrillers. Yet the claim that 
Robert Littell “does for the cra what Mario 
Puzo did for the Mafia” is not a bad intro- 
duction to a thriller which has sold 
100,000 copies in America in the past 
three months and is well on the way to be- 
coming the summer's beach bestseller. 

Like “The Godfather", “The Company" 
introduces the reader to an engaging un- 
derworld that you always had an inkling 
existed. Like Puzo's epic, this is a sprawling, 
occasionally disorganised, saga that fol- 
lows a generation of spooks (and eventu- 
ally their children) through the whole cold 
war, beginning in the chaotic world of 
post-war Berlin and ending with the failed 
coup against Mikhail Gorbachev. Along 
the way, the story visits the Hungarian 
uprising, the Bay of Pigs and Afghanistan; 
and it brings in Mossad, M16 and the va- 
rious incarnations of the KGB. 

The authenticity of “The Godfather” 
grew out of the accumulation of detail. In 
“The Company” too, the best things are the 
ones that slowly ooze from the text. There 
is the slang (“cut-outs”, for instance, are the 
agents who sit between moles and their 
controllers); the way the early buccaneers 
in the CIA gradually give way to the bu- 
reaucrats; the uneasy relationship with 


The Company: A Novel of the CIA. By Rob- 
ert Littell. Overlook Press; 894 pages; 
$28.95. Macmillan; £16.99 


Capitol Hill; the boozy barbecues in 
Georgetown; and always, always casual 
betrayal. One character insists to his pro- 
tégé, right to the end, that he did not sacri- 
fice the latter's girlfriend in Berlin in order 
to track down a mole in Washington; both 
of them know he is lying. 

That mole was Kim Philby, one of the 
many actual people to appear in the book. 
This is an audacious gambit (Puzo intro- 
duced an Italian-American singer-actor 
with Mob connections but never called 
him Frank Sinatra). Mostly, this works. The 
stuttering Philby and his lunch partner, 
James Jesus Angleton, who after the defec- 
tion of his friend became an understand- 
ably paranoid mole-hunter, ease into the 
narrative; so do Boris Yeltsin and Jack Ken- 
nedy, although Mr Littell’s attempts to in- 
dulge conspiracy theories about Ken- 
nedy’s relationship with the mobster Sam 
Giancana and about the supposed assas- 
sination of Pope John Paul I slightly jar. 

There are other problems, mostly to do 
with the private lives of the spies. Was it 
really necessary to make the Russian spy- 
master a paedophile, or to trick this out 
with bits of “Alice in Wonderland”? For a 
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book that takes an admirably unpreachy 
approach to skulduggery on both sides, 
the endingis a little jingoistic: did all Uncle 
Sam’s enemies really need to buy it? The 
mole at the centre of the plot is a little too 
easy to identify, and readers who remem- 
ber “The Spy Who Came in from the Cold” 
may also spot one particular triple-cross. 

Inevitably, Mr Littell is being hailed as 
the American John Le Carré. One big dif- 
ference, which some readers may wel- 
come, is the lack of introspection. The 
mole’s reasons for spying for Russia, once 
they are revealed, seem a little trite. An- 
other character, a once idealistic Russian 
agent, spends most of the book working as 
an undercover cut-out in Washington: Mr 
Le Carré, particularly in his current incar- 
nation, would have worried away at such 
a figure, tempting him to change sides. Mr 
Littell's accent is on the practical—right up 
to his last-page conclusion: “We screwed 
up less than they did. That’s why we won.” 

The emotions that Mr Littell does 
arouse come from telling history so well. 
The anti-Castro Cubans in Miami may 
now seem an unsympathetic bunch; but 
read Mr Littell and you might change your 
mind about the idealistic young men 
abandoned by Kennedy at the Bay of Pigs. 
The book's tour de force is its account of 
the 1956 uprising in Budapest: the vicious- 
ness of the reprisals on both sides, the tan- 
talising glimpse of liberty and the predict- 
able betrayal in Washington. 

There are few good books about the 
CIA. Most, including "See No Evil", by Rob- 
ert Baer, a rare Arabic-speaking agent, tend 
to focus on particular episodes. By trying 
to tell the whole story of the cold war, Mr 
Littell has aimed magnificently high. Even 
if he doesn't always succeed, he deserves 
his place on the beach this summer. m 








| Legalising drugs 





Heroin Century. By Tom Carnwath and Ian 
Smith. Routledge; 240 pages; $90 and £45 
(hardback); $22.95 and £14.99 (paperback) 


Legalize This! The Case for Decriminalizing 
Drugs. By Douglas Husak. Verso; 197 pages; 
$18 and £12 


€&"T"HE abuse of tea has taken on the 
characteristics of a plague—it is not 
only confined to men, but has even spread 
to women and children. The situation is 
becoming very dangerous. Tea abuse... 
takes the form of an imperious and irresist- 
ible craving.” Thus a Tunisian physician, 
horrified by the effects of tea when it first 
arrived in his country in the 1930s. Thus, 
does society’s view of what constitutes a 
dangerous drug depend on fashion, fa- 
miliarity and the way the drug is used. 

Will the hysteria about heroin one day 
seem equally quaint? Tom Carnwath, a se- 
nior doctor working with drug users, and 
Ian Smith, a former heroin user turned so- 
cial worker, certainly think so. In their 
level-headed, informative and witty book, 
they point out that opium was seen until a 
century ago as a huge benefit. Like aspirin, 
it cured many ills with mild side-effects. In- 
deed, by coincidence, both heroin and as- 
pirin were isolated within a fortnight of 
each other in 1897 by the same team of 
German researchers—who thought heroin 
the more medically useful product. 

Today, say the authors, heroin remains 
"a medicine without superior". But, 
thanks to the international war on drugs, 
the "God-given benefits of the poppy", 
once accessible to the poorest sufferer, are 
now unavailable in most countries even to 
those suffering the pain of terminal cancer. 

And why? The war on heroin is based 
on a view of the drug as misguided as the 
Tunisian physician's view of tea, argue the 
authors. Most heroin users are occasional, 
and most of the rest survive for long peri- 
ods on regular doses. There is, they insist, 
no evidence that heroin taken in these 
ways shortens lives or threatens health. It 
is mainly the aggressive behaviour of jun- 
kies, a minority of users, that gives heroin 
its demonic reputation. Moreover, as her- 
oin becomes an increasingly middle-class 
drug, more and more people will discover 
that the popular hysteria is baseless. 

The authors can be too accepting: their 
figures for the world drug trade are proba- 
bly far too high. But their book, which 
should be read by every politician, parent 
and physician, is full of common sense. 
Only the conclusion seems over-optimis- 
. tic: they predict that, as heroin moves up- 












market, it will be legalised relatively soon. 
Their optimism may reflect the fact that 
they are British, and Britain has recently 
begun to adopt a saner approach to drugs. 

But international policy on drugs is dic- 
tated by the United States, and for a taste of 
American attitudes, turn to Douglas Hu- 
sak, a philosopher who is infuriated by his 
country's draconian drug laws. The sheer 
scale of incarceration of drug users *makes 
prohibition the worst injustice perpetrated 
by our system of criminal law in the 20th 
century," he argues. The figures bear out 
his horror: nearly one prisoner in four in 
America is locked up for a non-violent 
drug offence, and drug crimes now often 
receive harsher punishments than violent 
assaults, rapes or murders. 

Such disproportion rightly infuriates 
Mr Husak. Step by step, he destroys many 
of the arguments used by the law’s defend- 
ers. Sometimes, demolition is easy, as in 
the case of William Bennett, America’s 
first drug tsar, who said: “The simple fact is 
that drug use is wrong. And the moral ar- 
gument, in the end, is the most compelling 
argument.” Even if moral truths were sim- 
ple and we could all agree on them, it is a 
glaring non sequitur to insist that immo- 
rality should therefore be criminalised. 

Mr Husak's destruction job is elegantly 
argued and philosophically informed. 
Will common sense win? Will drugs one 
day be as available as tea? Mr Husak re- 
minds us of Senator Morris Sheppard's jut- 
jawed prediction, three years before prohi- 
bition’s repeal, that the re-legalisation of 
alcohol sales was as likely as a humming 
bird’s flying to the planet Mars “with the 
Washington Monument tied to its tail." m 





Exploring Antarctica 


White out 


The Race to the White Continent: Voyages 
to the Antarctic. By Alan Gurney. Norton; 320 
pages; $26.95 and £19.95 (hardback, 2000); 
$15.95 and £11.95 (paperback, 2002) 


HE case for exploring the Arctic was 

clear to Europeans, from the 16th cen- 
tury on. A north-east or north-west pas- 
sage would cut months off the voyage to 
the Pacific, source of precious spices, rhu- 
barb, silks and tea. No surprise then that at- 
tempt after attempt was made to find a 
way through the ice fields of the north, of- 
ten at horrendous cost in money and lives 
until, well into the 19th century, it was fi- 
nally concluded that no passage existed. 

The case for exploring the Antarctic 
was much thinner. Captain Cook had ap- 
peared to settle the matter in 1774, when he 
noted the existence of “firm fields and vast 










Looking fora way through 


mountains of ice" making passage. toc - 
southern latitudes beyond 71degreesneat — . 
impossible. The incentives were far less 


anyway. Still, men-"stirrers abroad and 
searchers of the most remote parts of the 
world" as Richard Hakluyt put it-dreamt 
on. By the 1830s, the idea of taking on one 
of the world's great remaining geographi- 
cal challenges was very much in fashion. 
This entertaining book, newly pub- 
lished in paperback, is as much about the 
politics of exploration as about the 
voyages themselves. Explorers deployed 
three lines of argument to raise money. 
One was the pursuit of pure science. The 
fact was that no one knew if the Antarctic 
was ice, a continental land-mass, or, as 
many thought, an open polar sea once the 
protective wall of bergs could be breached. 
John Symmes, an American, maintained - 
that at the unexplored poles were gigantic 


openings into the earth's interior, which = 


consisted of five or more hollow concen- 
tric spheres, all of them habitable. 
A better argument was commerce. The 


quest for the north-east passage had re- E 


sulted in some unforeseen happy conse- 
quences for the British, such as the fur 
trade and whale fishing. The best appeal, 
though, was to national prestige. Like a 
three-way space race, America, Britain and 
France were, by the late 1830s, all vying to 
better Cook and cross beyond the 75th 
south parallel for no real reason but glory. | 

Mr Gurney details these voyages, cul- 
minating in the great achievements of Brit- 
ain's James Clark Ross. Ross failed in his 
aim to reach the south magnetic pole, 
though he had earlier been the first man to: 
reach magnetic north. Still, it was 50 years. 
before anyone managed to travel farther. 
south than he had, and it wasnotuntil 1911 
that the geographic south pole was 
reached, by Roald Amundsen. Full of ar- 
cane detail, and written with delicate dry- 
humour, thisis a hugely enjoyable account 
of Ross and his brave competitors. @ 











New fiction 


Taking the plunge 


The Dive from Clausen's Pier. By Ann Packer. 
Knopf; 370 pages; $24. Piatkus Books; £10.99 


N OUTLINE, "The Dive from Clausen's 
Pier", Ann Packer's debut novel, sounds 
like the stuff of melodrama. It's summer in 
Madison, Wisconsin. Carrie and Mike are 
a fresh-faced, all-American couple, re- 
cently graduated from college, now en- 
gaged to be married and contemplating life 
together in the cosy lakeside town where 
they both grew up. 
But Carrie has begun to have doubts. Is 
Mike really the man for her? Things have 
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just about reached a crisis point when 
Mike makes a fateful leap off Clausen’s 
Pier into shallow water and breaks his 
neck. The accident leaves him in a coma 
from which, months later, he will emerge a 
quadriplegic. 

As Mike convalesces, his friends grow 
more and more concerned about Carrie’s 
apparent coldness. While all around her 
are weeping and rending their garments 
over Mike, she remains dry-eyed and tight- 
lipped. Instead of spending every spare 
minute at her fiancé's bedside, she sits at 
home and sews. She is as troubled by this 
as they are. 

After a chance meeting with an enig- 
matic, sexy New Yorker called Kilroy, Car- 
rie packs her bags and follows him to the 
big smoke. She embarks on a passionate 
affair with Kilroy-and with the city it- 
self—as she slowly works things out: who 
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she is, what she’s like, what matters to her, 
what she wants from life. 

Carrie is not a sympathetic character, 
but she is all the more interesting for it. Ms 
Packer writes extremely well about the 
messy nature of Carrie's love for Mike, 
about her mixed feelings of guilt and self- 
ishness, affection and impatience. And she 
plays the slower rhythms of Madison 
against the Broadway boogie-woogie of 
Manhattan to great effect. 

And yet, and yet. For all the fine writing, 
the confident dialogue and keen observa- 
tion, not to mention the book's ranking in 
American bestseller lists, there's no getting 
around the hackneyed structure of the 
story, which smacks of teen romance nov- 
els. Nevertheless, there's so much to ad- 
mire in “The Dive from Clausen's Pier" that 
one can only look forward to Ms Packer's 
next offering. 8 


Four readable books about the economic past that might take your mind off the bear market 


Organizing America: Wealth, Power, and 
the Origins of Corporate Capitalism. By 
Charles Perrow. Princeton University Press; 
259 pages; $34.95 and £24.95 


N THE workplace, at least, the rugged 

individualism of the United States is 
now history. In 1800, a mere 20% of 
Americans worked for somebody else, 
as waged and salaried employees. To- 
day, 90% do. Charles Perrow, a Yale so- 
ciologist, explores the origins of this 
change in the decades up to 1910, con- 
centrating much of his attention on the 
railways. In a follow-up book he intends 
to show how big bureaucratic organisa- 
tions became the norm, not just in busi- 
ness but also in government, schools 
and even charities. Readers of this vol- 
ume will look forward to the sequel. 


An All-Consuming Century: Why Commer- 
cialism Won in Modern America. By Gary 
Cross. Columbia University Press; 320 pages; 
$29 and £20 (hardback); $18.50 and 
£13.50 (paperback) 


ORE and more Americans—and 

more people around the world as 
well—are pursuing happiness by way of 
shopping. This triumph of consumerism 
was not inevitable, says Gary Cross, a 
professor of history at Penn State Uni- 
versity. Prohibitionists, hippies and 
greens all presented alternative visions 
of life. So did communists, whose fall, in 
his view, had more to do with the ap- 
peal of capitalist consumerism than that 
of political democracy. 





This readable modern history is en- 
livened by illustrations from ad cam- 
paigns. It breaks its subject into four 
periods: setting the course (1900-30); 
promise of more (1930-60); a new con- 
sumerism (1960-80); and markets trium- 
phant (1980-2000). The final chapter 
explores consumerism's chance of pre- 
vailing also in the 21st century. Mr Cross, 
for one, hopes it does not, fearing round- 
the-clock shopping's threat to the envi- 
ronment, to a sense of community, and 
to democracy itself. 


The Ordinary Business of Life: A History 
of Economics from the Ancient World to 
the Twenty-First Century. By Roger E. 
Backhouse. Princeton University Press; 368 
pages; $35 


OGER BACKHOUSE wanted to avoid 

writing a Whig history, an account 
of economic thinking that starts with 
crude beginnings and works, like a sci- 
ence, inexorably towards contemporary 
truth. Thinking like a historian he has 
tried, instead, to explain how economics 
got to where it is, especially in its inter- 
connections with other disciplines. He 
has largely succeeded. He takes it for 
granted that economic ideas influence 
real-world behaviour—and always have. 
Before 1900, thinkers who analysed 
economic phenomena included philoso- 
phers, theologians, legal scholars, math- 
ematicians or scientists. Adam Smith, a 


moral philosopher, is a good example. 
The book begins with Homer, Plato 
and Aristotle. It ends with Schumpeter, 
Keynes, Hicks, Samuelson, Galbraith, 
Friedman and other noted economists 
of modern times. Machiavelli, St Augus- 
tine and Newton also crop up. There are 
a few charts; the text is accessible to the 


diligent layman. 


The Great Tax Wars: Lincoln to Wilson, 
The Fierce Battles Over Money and Power 
that Transformed the Nation. By Steven R. 
Weisman. Simon & Schuster; 432 pages; $27 


66 (COCIALISTIC and vicious," cried 

the New York Chamber of Com- 
merce when a 2% tax was proposed on 
the incomes of the wealthiest people in 
the United States. 

The quotation comes from a lively ac- 
count by Steven Weisman, a veteran re- 
porter for the New York Times, of the 
campaign to establish a federal income 
tax. This stretched over 60 years. As a 
revenue source, manufacturers much 
preferred import duties. It took till 1909 
for Congress to win the power "to lay 
and collect" income taxes. Only in 1913 
was the necessary amendment ratified. 

Mr Weisman rescues the reputations 
of William Jennings Bryan and his popu- 
list supporters, whom the respectable 
classes denounced as extremists. Much 
of what the prairie firebrand re- 
commended-if not always for the right 
reason-is now mainstream: free trade, 
taxes on income and an end to the gold 
standard. 
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Tom Stoppard 
Coming ashore 


“Les Mis” for intellectuals or a theatrical tour-de-force? 


OU'VE got to hand it to Sir Tom Stop- 

pard: he doesn't make things easy for 
himself. At 65, he has reached an age when 
most well-established playwrights could 
be forgiven for lifting the pedal. His near 
contemporary Harold Pinter, for example, 
turned to shorter pieces years ago. Not Sir 
Tom. His latest work must be the most am- 
bitious homegrown opening on the Lon- 
don theatre in ages. For his first production 
since "The Invention of Love" (1997), he 
has written in fact not one play but three. 
His new trilogy under the umbrella title, 
"The Coast of Utopia", premiered over 12 
hours (including two meal breaks) at the 
National Theatre on August 3rd. 

A play that swirls with ideas and argu- 
ment of the kind we have come to expect 
from Sir Tom, “The Coast of Utopia" makes 
a pageant of the lives of a stormy group of 
mid-19th-century Russian radicals whose 
theories, hopes and quarrels stamped the 
history of the next 150 years. For their 
sweep and daring alone, the three plays 
"Voyage", "Shipwreck" and "Salvage" 
make a journey well worth taking. 

Audacity, however, comes with a price. 
As with previous Stoppard works, “The 
Coast of Utopia" will best reward theatre- 
goers prepared to do some homework. 
Similarly biographical in approach, "The 
Invention of Love" at least told of the life 
and thwarted, emotionally crippling love 


of a poet who is a household name in Brit- 
ain, A.E. Housman. “Travesties” (1972) 
shone a light on Lenin and James Joyce as 
they bumped around Zurich in 1917. The 
new plays, by contrast, involve a larger set 
of less well-known characters, four turbu- 
lent decades of European history (1833-65) 
and ten locales, including Russian estates, 
Moscow, St Petersburg, Paris, London and 
Geneva. Historically rich, it is hard to keep 
track of: Mikhail Bakunin, Vissarion Belin- 
sky and Alexander Herzen, let's face it, are 
simply not as familiar as the cast of, say, 
“EastEnders” or “The Sopranos". 

If there is a central character, it is the 
complicated and extraordinary Herzen, 
played with unflagging zeal by Stephen 
Dillane. At times even this anglophile, ex- 
patriate Russian socialist, a man whose at- 
tachments include a love of Colman's 


mustard, is not magnetic enough as a char- 


acter to hold together a stage epic. But even 
watchers of "The Coast of Utopia" who 
lose the plot will be moved by the passion 
that runs through it with such strength. 


It makes more sense with three 

The first play, "Voyage", which opens at 
the Bakunin country estate, has a melan- 
choly, Chekhovian lilt, as the anarchist Ba- 
kunin and his friends speculate about life, 
love and whether progress will best come 
to their country by way of western or 
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slavic ideals. (Sir Tom has steeped himself 
in Chekhov, having adapted "The Seagull" 
for Sir Peter Hall in 1997.) "Voyage" is the 
one work in the trio that looks likeliest to 
have its own onward separate life. 

"Shipwreck", the most tumultuous of 
the three plays, focuses on the failed Euro- 
pean revolutions of 1848. To be crude, you 
could call this one "Les Misérables" for 
intellectuals: the staging of the Paris up- 
heavals by Sir Trevor Nunn (who directed 
the entire trilogy) recalls nothing so much 
as his own production of that record- 
breaking musical. Yet here, too, personal 
and political interact: Herzen must strug- 
gle to rescue his ideals from the wreckage 
of events in the same year as an accident at 
sea drowns his wife and son. 

By the time of "Salvage", Herzen has 
settled in London, where his restless in- 
quiry into society continues. "We have 
more to learn than to teach," he concludes, 
experience having tempered Utopianism. 
The Herzen presented here is the Herzen of 
“My Past and Thoughts", one of the great- 
est of all political memoirs, still passionate 
in his ideals, but ruefully accepting the 
simple need to get on and live, a kind of 
19th-century Voltaire offering "the sum- 
mer lightning of personal happiness" as 
his version of Candide's garden. 

How far that lightning will strike audi- 
ences is going to depend on telling the 
westernising Ogarev from the slavophile 
Aksakov, the anarchist Bakunin from the 
literary critic Belinsky (played with febrile 
bravura by Will Keen in the plays’ out- 
standing performance). Cuts would be 
welcome, but Sir Tom, who is famous for 
notlistening to pleas from directors for dra- 
matic economy, has so far resisted. At 
times it all feels like a blueprint for a period 
mini-series-Jeremy Irons as Herzen?-at 
others like a message play for today. "Ship- 
wreck" in particular sounds alarms for our 
own disturbed age, and the work as a 
whole bursts with characters who, right or 
wrong, display a sense of urgency about 
how we should live. “The Coast of Utopia" 
ends elliptically with a single Russian 
word of affirmation: "Da". 

The National Theatre insists that each 
play is a self-contained whole. You would 
expect it to, if itis to sell tickets to visitors in 
town for a night or two, and if the work is 
to travel to, for example, New York, which 
is ill-served for 12-hour marathons. But it is 
no surprise that the trilogy days are selling 
most strongly. If you see "Shipwreck" or 
"Salvage" (the weakest of the three) on its 
own, you are likely to be lost among char- 
acters the clued-up trilogy-goers are wel- 
coming back as old friends. Worse, you 
will miss the dramatic arc of this remark- 
able production, as the action courses over 
decades, in and out of personal calamity 
and ideological disillusion before coming 
toshore at what might best be described as 
a Stoppardian middle way. m 





Rudiger Dornbusch 
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Rudiger Dornbusch, a far-from-dismal economist, died on July 25th, aged 60 


OW many economists are worth trav- 

elling thousands of miles to see? Rudi 
Dornbusch was the pre-eminent example 
of this rarest of species. He was a distin- 
guished economic theorist, and a revered 
teacher. He was also fascinated by practi- 
cal questions of economic policy—surpris- 
ingly unusual in a top-drawer theorist— 
and never afraid to offer advice to any gov- 
ernment facing economic difficulties that 
engaged his interest. Rarest of all, though, 
he was a pleasure to witness in action. If 
the amusing and provoking Mr Dorn- 
busch was on the list of speakers or attend- 
ees (it made no difference which), a confer- 
ence on the other side of the world would 
be worth going to regardless of all other 
considerations. 

Mr Dornbusch always relished an intel- 
lectual contest. His teaching style, like his 
approach to conferences, was notoriously 
confrontational. Economists such as Paul 
Krugman, Jeffrey Sachs and Larry Sum- 
mers—none of them retiring types—were 
among those he put through the mill as 
students; Kenneth Rogoff, another of that 
group, and now the chief economist at the 
International Monetary Fund, reckons that 
Mr Dornbusch's international finance 
course at the Massachusetts Institute of 
Technology is the answer to the question, 
"When did you last see these men humili- 


ated in public?" But students and col- 
leagues seemed to love being beaten up by 
Mr Dornbusch. It was no disgrace, after all: 
it happened to everybody. It was done 
with great charm, so you could not take of- 
fence. Above all, you got so much out of it. 
A few bruises were a small price to pay for 
the intellectual excitement Mr Dornbusch 
invariably aroused. 


Always stirring 

Mr Dornbusch was born in Krefeld, Ger- 
many, in 1942. He was a student at the Uni- 
versity of Geneva, graduating in 1966. An 
adviser urged him to advance his aca- 
demic prospects by studying in America, 
so he did his php at the University of Chi- 
cago. Later, he taught there and at the Uni- 
versity of Rochester. He moved to MIT in 
1975, where he remained a professor of 
economics for the rest of his life. 

Almost immediately upon arrival in 
Cambridge, he wrote the paper, a master- 
piece of economic theory, that moved him 
to the highest rank of the profession. 
"Expectations and Exchange Rate Dynam- 
ics", more often known simply as “the 
overshooting paper", was an effort to ac- 
count for the puzzling, excessively volatile, 
behaviour of floating currencies. 

Suppose, the article said, the supply of 
money goes up unexpectedly. In the long 
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term, prices will rise and nothing will be 
any different in inflation-adjusted terms. 
In the short term, though, prices are slow 
to adjust, interest rates fall, and so does the 
currency. Question: why would anybody 
continue to hold government bonds in this 
economy, if the interest rate has fallen and 
the currency is depreciating? The bonds, 
with their new lower interest rate, would 
still be worth holding if investors expected 
the currency to appreciate by enough to 
offset the interest-rate disadvantage—but 
the currency is falling. So what happens? 
Mr Dornbusch answered that the initial 
fall in the currency will have to be, as it 
were, too big. The exchange rate must over- 
shoot. The currency has to drop far below 
its new long-term value to make room for 
the subsequent appreciation that will per- 
suade investors to hold the bonds. 

The answer is obvious once you see it, 
but certainly wasn’t before Mr Dornbusch 
spelt it out. Also, if the basic idea now 
seems simple, it is because economists 
have become accustomed to applying this 
equilibrium-through-overshooting logic 
to all kinds of other phenomena. The term 
"overshooting" has itself spread far be- 
yond academic economics, and has en- 
tered, for instance, the standard vocabu- 
lary of financial-market commentary. 
Even though theory today has moved on 
from Mr Dornbusch's first model, with its 
various simplifying assumptions, current 
theories are in many ways descended 
from it. As a result, itis scarcely an exagger- 
ation to say that Mr Dornbusch reinvented 
international macroeconomics. 

An extraordinarily productive man, he 
continued to work hard at theory, as well 
as writing, with Stanley Fischer, “Macro- 
economics", one of the most highly re- 
garded textbooks of its kind (still a stan- 
dard text, and now in its eighth edition). By 
the late 1980s, though, the balance of his 
interests had shifted away from theory 
and towards policy work. His ideas poured 
forth in various forms and forums. 

His flair for disputation never moder- 
ated. Mr Fischer says that he took as his 
maxim a statement of Keynes: "Words 
ought to be a little wild, for they are the as- 
sault of thoughts on the unthinking." 
Thank heavens, Mr Dornbusch was in- 
deed a little wild. In his later years, that 
made him, among other things, a first-rate 
popular writer on economics. 

As a policy adviser, he worked in many 
countries (especially in Latin America) 
and on all manner of issues. He gave un- 
failingly trenchant advice to an array of de- 
veloping-country ministers and officials, 
including many who had asked him to. As 
often as not, the ministers and central- 
bank governors who approached him 
were former students. They still wanted 
Mr Dornbusch, albeit at some small cost to 
their pride, to show them the way. m 
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taught by leading experts from the world’s top business schools 
such as Columbia, INSEAD and Wharton 







Advanced Valuation (Aug. 28 - 30) 

(Oct. 7 - 9) 

Financial Restructuring and IPOs (Sept. 9 - 13) 

Financial Innovation in Corporate Finance (Sept. 16 - 20) 

Mergers and Acquisitions (in Singapore) (Sept. 25 - 27) 
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» Modular Programme » ‘Comprehensive materials > Suitable for legal practitioners and other professionals 





» Combines work with study  » Assessment by course work M Two year Distance Learning 
(Established 1988) (Established 1991) | (Established 2001) 
Accredited for CPD and NPP Accredited for CPD and NPP Accredited for CPD and NPP 
Law & Employment European Union Law Social Welfare 
Relations (Commercial/Employment) Law 

. LL.M./M.A. PgD LL.M./M.A. PgD LL.M./M.A. PgD PgC 
(September 2002 Entry) (October 2002 Entry) (September 2002 Entry) 


The Foundations of EU Law 
Internal Market Law 
Economic & Monetary Union 
Competition law (option) 
Commercial law (option) 
Employment law (option) 
Consumer Protection 


Social Security Law 

Judicial Review and Social Welfare 
Access to Utility Services 

Human Rights and Health Care Law 
European Social Security Law 
International Child Law 

European Health Care Law 
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Contemporary Employment Relations 
Equality at Work 
Termination of Employment 
Individual Dispute Resolution 
Social Dialogue 

Collective Bargaining 
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_ well-qualified and highly motivated professionals to fill two vacancies in the 
Finance and Private Sector Development Team, New Delhi 


FINANCIAL SPECIALIST 


I The financial specialist would be expected to contribute tof 

.. the design and implementation of the World Bank's analytical 

J and operational work in the Indian financial sector. The 

^. position requires expertise in Banking and Capital Markets. 

i | Experience and interest in Rural Finance and Microfinance I 
issues would be an added advantage. 


oe I the prerequisites for the position include an advanced B 
=> g university degree in economics/finance or an MBA, with a 

i strong focus on finance, and at least five years of relevant B 
work experience in the private sector or in a policy-based 


I institution. Other key requirements for the position include ff | 


excellent analytical skills, effective written and spoken. 
communication skills, a proven ability to function effectively i 
in a multicultural environment and as part of an internationally 
co-located team, and the ability to adapt technical skills to] 
address policy issues and challenges. 


RESEARCH " 


The research analyst would assist with work on one or more of 

] the following areas: investment climate and firm level 
productivity analysis, public enterprise restructuring and 
privatization, corporate governance and microfinance | 
development. 





B Some of the prerequisites for the position include: a Master's I 


degree or equivalent in economics or business: strong analytical 
i skills, quantitative or qualitative; effective written and spoken Il 
communication skills; excellent interpersonal skills and the ability 
| | to function effectively as a member of a multi-disciplinary team; i 
adaptability; computer proficiency and spreadsheet and data 
analysis skills. Work experience in a research institution, 
5. . business consulting institution, or financial institution is 
d desirable. 










i i Both positions will be for a term of 2 years and will carry a ] 
| competitive package. 

I The World Bank is committed to attracting and maintaining a 1 
"diverse and dedicated workforce. On offer are unique 
i opportunities to operate in a world-class environment, on al 
- highly stimulating work program. Women are encouraged to 
l apply. interested candidates should send their curriculum vitae 

. and two references, with the position clearly marked on the 
| envelope, by [August 23] to the : 





7 i Head, Human Resources | 
THE WORLD BANK 
i GPO Box 416 | li 


Ta New Delhi-110 001 (INDIA) 
- I Only short listed candidates will be notified. 1 


Audit Consultants 


Financial sector reform program in Ukraine supported by World Bank is 

seeking services of qualified consultants with solid experience in developing. | 

procedures for certification of bank auditing firms and preparation of training. f 

programs for bank auditors. | EI 

Detailed request for proposal is available upon request. Deadline for | 

applications is three weeks from the date of this advertisement. | 
Phone +380 44 230 1823, e-mail: vladpyr@bank.gov.ua 





DO YOU FEEL LIKE YOUR CORPORATE | 
LADDER HAS RUN OUT OF RUNGS? © 

Do you feel the need for new challenges and opportunities? f | 
you're. a global senior executive, over 40 years old and . 
accustomed to a $100K+ annual salary, we can be the answer to ` 
your. next jump on the ladder of success. Resume Broadcast... 
International assists you in your professional! search with the. 
personal contact necessary for success 24 hours a day, 365 
days a year. Don't wait another minute new opportunities are a 
call away. 


Broadcast €. 
- [eom 


Resume Broadcast International 
P.O. Box 6930, San Diego, California 92166, USA. - 
Tel: 619 224 9257, Fax: 619 224 9268 
Email: 102224.3306 @ compuserve.com 





Economist 

The Brattle Group seeks economists for its growing antitrust, 
general litigation, and energy practice areas for its offices in 
Cambridge, MA and Washington, DC. The Brattle Group 
provides economic and financial analysis, expert testimony, 
and other business consulting services to clients involved in 
strategic planning and, frequently, in legal or regulatory 
proceedings. More information about the firm can be found 

at www.bratile.com. 
Candidates must be analytically and quantitatively oriented 
with a demonstrated record of outstanding academic and/or 
practical accomplishment with a strong interest in applied 
] microeconomics and policy. Candidates should have a 
BS/MS in Ind. or Elec, Engineering as well as a PhD degree 
. i» economics. Qualified applicants should send their 
curriculum vitae, writing sample, salary requirements and 3 
references by US Mail to: Recruiting Manager, The Brattle 
Group, 1155 20" Street NW, Suite 800, Washington, DC 20056. 
Brattle offers a competitive compensation package and is an 
equal opportunity employer. 
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Global peer collaboration online from November for 20 weeks. 


Certificate in Online Education and Training | 
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WASHINGTON INT'L UNIVERSITY | 
Degree programs in mast fields since 1995, 4 > 
Credit for work experience - Internet library J. 
Your personal American instructor will help I: 
_ | with your studies - Students in 112 countries |. 
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| Totally Flexible 
MBA/DBA/PHD! 

‘MS degrees by Distance Learning. You design your 

curriculum. You will not study material you already 


know or do not need, No exams, you learn through 
research & writing, No Bachelors or GMAT required. 













Faculty are successful business leaders/authors. 
Fasuly wanted. Rushmore University, 1-800-443- 
4902, info&rüshmore.edu www;rushmore.edu. 







Centre for African Family Studies (CAFS) 
Centre D’Etudes de la Famille Africaine (CEFA) 





EXCITING CHALLENGE IN REPRODUCTIVE HEALTH LEADERSHIP 


The Centre for African Family Studies (CAFS), is a 
dynamic international NGO with its headquarters in 
Nairobi and maintains a regional office in Lomé (Togo). 
Working throughout sub-Saharan Africa, CAFS is 
dedicated to sustaining excellence in training, 
management, research and service delivery in the field of 
reproductive health and population and development. 
Under the leadership of the current Director, CAFS has 
developed strengths, which | include: teamwork; 
collective responsibility and clarity of purpose; an 
enabling internal environment; leadership at all levels of 
the organisation; diversity; a positive image of the future; 
and self-driven and empowered staff. 

The Centre generates direct revenue through training, 
technical assistance, research and projects commissioned 
by governments, non-governmental organisations, for- 
profit and private voluntary organisations. 

As the current Director has decided not to renew his 
contract, which ends at the start of 2003, CAFS Board of 
Directors now wishes to identify in good time, an 
effective successor to the outgoing Director, to ensure a 
smooth transition. 


The successful candidate should be a mature, diplomatic 
and visionary leader with well-developed communication 
skills and a high level of integrity. 
Based in Nairobi, the Director will report directly to and 
be a part of the CAFS Board, The overall responsibilities 
will be to provide efficient and effective leadership in the 
development, co-ordination and control of CAFS 
activities to meet its obligations as negotiated between 
donor agencies, regional organisations, governments and 
other stakeholders. | 
Specifically, the responsibilities of the Director will be to: 
* Provide leadership and ensure that all strategies, 
procedures and targets for the attainment of CAFS 
objectives and goals are understood by all concerned 
* Identify the needs of CAFS and mobilise resources both 
within and outside the Africa Region including 
negotiating with governments, universities, donors and 
other stakeholders 


^. * Optimise the utilisation of CAFS resources and ensure 


that all CAFS legal obligations and financial 
requirements are met 
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* Establish and maintain a positive image of CAFS at all. - 
times and build good collaborative relationships with |. 


donors, clients and other sister organisations 
* Provide support to the Board and co-ordinate 
implementation of the Board's decisions and resolutions 
* Maintain and enhance team spirit within CAFS. 


The ideal candidate will be an open, people-sensitive 
leader, with a participatory management style. In addition, 
the successful candidate should have: 


* A postgraduate degree in population studies, public 
health or management 

* At least ten years, senior level experience in the 
reproductive health sector, five of which must be at 
Director or Head of Unit 


* Demonstrable leadership, organisational development 
and interpersonal skills 


* A track record in and knowledge of capacity and 
institutional building 

* Knowledge of both French and English language; 
fluency in one and working knowledge of the other. 

CAFS, an equal opportunity employer, will offer a 

competitive remuneration package, which will include a 

wide range of benefits befitting an international position. 

The appointment will be for a renewable fixed term. 


If you believe you fit the required profile, please write in... 


- 


confidence to the address below by 6 September 2002 ee (v 


quoting ESS 354 on both letter and envelope. In addition, — 
please provide a curriculum vitae that contains details of | 
your age, qualifications, experience, present position, a : 
current remuneration, day and evening telephone — 
numbers, e-mail address and names and addresses of - 


three referees to: 


Executive Search and Selection, 
PricewaterhouseCoopers Consultants Limited, 
The Rahimtulla Tower, 

P.O. Box 43963 Nairobi, 

Kenya 

Tel: 254 (2) 2855000 

Fax: 254 (2) 2855001 

E-mail: ess.ke@ke.pweglobal.com 









CIMMYT. 
Wwsar Ihave CENTER 


DIRECTOR, ECONOMICS PROGRAM 
International Maize and Wheat Improvement Center (CIMMYT) 


CIMMYT's Economics. Program conducts mie roeconomic and policy research on wheat 
and maize in the developing world. The Program comprises 14 inter nationally recruited 
economists and: other social scientists based at CIMMYT HQ in Mexico and the center's 
! regional: offices. in Africa, Asta; and Central America. Minimum requirements for the 
$ aid include: peek EI EE 

















ics oi duc; sciences with at least ten years of post PhD experience. 
ng: fesearch and publication record. 
dn developing country agriculture, with an aptitude for 











raising ability. 
ir ch and. oe management. 













4 apenas — manage human and physical resources; 
nonitor the work of teams and alliances within the Program, with 
grams, and with other institutions in developed and developing 
i also serve as a member of CIMMYT's senior management team 
-wide policy setting and decision- -making. The position is based 
ico nd will report to the Director General. 















The candidate should. possess excellent communication skills in written and spoken English, 
/U he ability to form part of an interdisciplinary team, and sensitivity to diverse cultures and 

- nationalities, Spanish language skills are desirable. CIMMYT (www.cimmyt.org) is an equal- 
opportunity employer. — 








|] | Send a letter of application with your recent curriculum vitae, including address and fax 
.. mimber, and arrange to have letters of recommendation sent from three referees to the address 
below, by 30 September 2002 or until the position is filled (Reference 2002/05). For 
technical information regarding this position, please contact Dr. Masa Iwanaga, Director 
General, CIMMYT, Int. (m.iwanaga @cgiarorg). 









Human Resources Manager, Code 2002/05 
CIMMYT, Int. ` 
Apdo. Postal 6-641 06600 Mexico, D.F. MEXICO 
Phone: (452) 55-5804-2004 Fax: (+52) 55-5804-7558 
Email:jobs-cimmyt@cgiarorg or jobs@cimmyt.exch.cgiarorg 









J PRINCIPAL SCIENTIST (Agricultural Trade) 





ICRISAT is seeking a Principal Scientist (Agricultural Trade) 
to be located at Lilongwe, Malawi, to conduct an analysis of trade 
prospects for groundnut and pigeonpea, including the 
assessment of competitive pricing, marketing arrangements, 
grades and standards; train staff in Malawi on methods of export 
market analysis; and establish a trade information database 
. | useful to NASFAM. He/she is also expected to complete an initial 
“| review of the efficiency of domestic marketing arrangements for 
. groundnut and pigeonpea in Malawi. 














| Applicants should have a PhD in economics, agricultural 
|. economics or a related discipline. They should have significant 
experience with the applied analysis of trade prospects, including 
familiarity with the mechanics of trade promotion and contracting 
th international brokers. and/or food processors. Experience in 
developing of implementing market information systems would 
-be helpful. Work experience in eastern or southern Africa would 
be advantageous. Should be fluent i in English, and have strong 
- writing and computer skills. x 

























. This position is for a one-year contract on a start-up project that 
. is expected to be renewed for several years. An internationally 
. competitive salary and benefits package will be provided. Please 
. submit your application with a latest Curriculum Vitae and names 
and addresses of three referees to David D Rohrbach, Principal 
Scientist (Economics), ICRISAT, Matopos Research Station, P O 
Box 776, Bulawayo, Zimbabwe (FAX+263-838253, E-mail: 

D.Rohrbach@cgiar.org), by 31August 2002. Please visit our 
| website www.ICRISAT ORG for a detailed- position 
| announcement. 


















Randel 


MUMIA 









Opportunities in E 
| International consu tancy 


High-Point Rendel is seeking dum Project Managers and 
expert consultants for several. existing and upcoming assignments 
in the transportation sector, in particular the development and — 
implementation of highway management systems. Opportunities 
will be based in overseas locations, initially in Asia. 


Project Managers should have extensive experience of aid funded 
projects in the following fields: 


* Development and implementation of highway management 
information systems, including Pavement Management, 
Bridge Management and Routine Maintenance Management 
Systems 


* Capacity Building/Institutional Strengthening 
* Process re-engineering in the public sector 


* Systems Analysis and Applications Development in the 
Highway Sector 


If you are interested in these specific opportunities, or in having 
your capability recorded in our database, please send a detailed 
CV or capability statement to the address below together with your 
terms and conditions of service. 

HIGH-POINT RENDEL, 

1601 WEST TOWER, PHILIPPINE STOCK EXCHANGE 

ORTIGAS, PASIG CITY, 1605 PHILIPPINES 

BAX: (63-2) 6366686 

EMAIL: hprphil@i-manila.com.ph 


WE ARE AN EQUAL OPPORTUNITIES EMPLOYER 
CODI managements engined certaiy 


The U.S. Agency for International Development 


seeks applications from qualified individuals 
interested in working as a Personal Services Contractor 
at the USAID Mission in Pristina, Kosovo as 


Senior Rule of Law Advisor 


responsible for coordinating and integrating 
all USAID law reform and development activities; 
and ensuring that the design and implementation ` 
of all USAID rule of law activities are fully coordinated with 
cognizant U.S. government agencies, international 
organizations, and bilateral donors active in legal assistance 
activities in Kosovo. 


Applications should be submitted no later than 
August 31, 2002. 


For more information about the position and instructions on 
how to apply, please see: 


http://www.usaid.gov/procurement_bus_opp/procurement/psc_solicit/ | : 














7 Development Finance International Ltd. 
PROGRAMME MANAGER - LONDON 


1 : Programme Manager needed for a UK£4 million 3-year programme to build 
capacity in Africa and Latin America, to monitor and analyse Private Capital 
Flows. 





Responsibilities. ; 
Designing and implementing a work programme covering up to 14 countries: 
Liaising with officials of African, Latin American and donor governments, 
international and regional partner organisations, and private sector leaders: 
Designing training and sensitisation materials in paper, electronic and web 
|o format; 
^* Recruiting, training and supervising consultants from low-income countries. 


| The ideal candidate will have at least 5 years' experience in two of these areas: 


.* Monitoring and analysis of private sector debt in low-income countries; 
* Monitoring/censuses of private capital flows to low-income countries; 


vB. Analysis of private capital flows to and from low-income countries; 


* Analysis of investor perceptions of policies and of corporate social 
responsibility. 


| ` Essential strong attributes are project design, training, reporting and consultant 


B. supervision; experience of high-level discussions with developing country and 
-donor governments, regional and international institutions; and full command 
4 of English. 


| : Intemationally competitive salary. Appointment minimum 18 Sica with 
d. possible renewal. Around 18 weeks a year travel, to lead Missions and Training 
a Workshops. 


| Please apply by 20 August with letter and curriculum vitae to: 


Development Finance International Ltd 
4th Floor, Lector Court, 151-153 Farringdon Road, London, ECIR 3AF 
Fax No + 44 20 7278 8622 
Email: mail ?dri.org.uk. 





General Manager of the 
Sino-Swiss Venture Capital Fund Management Company 


¿Fhe Sino-Swiss Partnership Fund is the first and only sino-foréign private equity fund to date 
"Incorporated in the People's Republic of China. It will be managed by the Sino-Swiss Venture Capital 
Fund Management Company (“Fund Company"). 

The main business of the Fund Management Company is the management of direct equity investments 
-anid related advisory services, Presently, it is already authorized to manage t the Sino-Swiss Partnership 
Fund. Over time it will seek an expansion of its license to manage further such funds. The General 
Manager of the Fund Management company is expected to command the following skills and to enjoy 
the below specified exposure. 





L Organizational and gamen set- -up and management of a best-in-class fund management 
company. 

—.2, Systematic cultivation of ties to major government bodies, regulators, business partners and clients 

with the aim to grow the company's business franchise. 

| X. Proficient handling of project investment, including evaluation, development, and structure design 

of specific projects. 

$4 — Indepth analysis, drafting, and review of due diligence reports, business plans, and investment 


|... application reports. Regular drafting of business and financial reports to shareholders. 


[5 5. Comprehensive monitoring of key risk parameters and active Management of post-investment of 
individual projects. 
6. BEP and executing of equity exit strategies and transactions. 





i EHE EC 
1. Extensive keowiedge and exposure in the. financial industry. 
2. Strong educational credentials with a bachelor or master's degree from a leading institution in 
| finance, economics, investment, business.. management, or a related disciplines. Preferential 
consideration will be given to candidates who possess an academic degree from a leading 
international university... 


B 3; Professional exposure in excess of 8 years in the financial industry and in excess of 3 years as a 


general manager or an equivalent responsibility in the private equity, fund management, investment 
consulting, and/or securities advisory industry both in the international markets as well as in China. 
4. Above average negotiation, social, and communication skills. 
5. Integrating team leader commanding outstanding motivation, steering, and creative skills. 
6. Advanced proficiency in both English and. Chinese: 


1 Interested candidates are required to send the following application documents respectively by a mail 
and E-mail within two weeks to the below address: 


5 | ca. 2 copies of resume respectively both in English and Chinese with recent color photos. 


.b. Copies of ID card, academic certificate, academic degree and relevant educational credentials. 
Prominent academic achievements and relevant credentials if available. 


Salary expectation, 
THE Adüress: Personnel Department, Chína Development Bank 
29, Fuchengmenwai Street, Xicheng District, Beijing, PR. China 
Post code: 100037 
E-mail: yuzhidong @cdb.com.cn 
Telephone: 0086-10-68307554 — 0086.10-68307558 


zr poi person Li Niguang 


st August 10th 2002. 
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ORBIS 


saving sight worldwide 


HONG KONG OFFICE 
PROGRAM SPECIALIST 


The ORBIS Asia office in Hong Kong is excited to announce the establishment. 
of a new position that will support country program offices, primari 
Greater China, on program issues. Reporting to Vice-President - Asia: an 
based in Hong Kong, the incumbent will assist in setting China program 
priorities and direction and support the China country program office ir 
developing long-term strategic plans, annual plans, and. project plans. S/he” 
is expected to design and monitor the implementation of. projects. in 
collaboration with the China Country Director. The incumbent will also worl 

with the Asia development department and the country program director: | 
in identifying opportunities for funding, initiating. concepts, writing and | 
reviewing proposals, and helping the development department in paren 
programs to the donor community in the region. 





Requirements: Postgraduate degree in a health related field coupled with 
a minimum of 5 years of progressively responsible program management 
experience in Asia, ideally in primary eye care or health care. Experience in 
international ophthalmology preferred. Proven track record in program design 
and development. Demonstrable experience in program implementation, 
monitoring and evaluation, proposal writing, grant management, donor 


compliance. Excellent interpersonal skills. Complete fluency in English. MR 


Knowledge of Mandarin preferred. Basic knowledge of financial and 
accounting principles. Computer literate. Able to travel 30% of time. 


If you or anyone you know is interested in this position, please contact | 


Vincent Lo, Director of Human Resources, ORBIS International - Asia. | 


office, Rooms 9-14, 1/F Victoria Centre, 15 Watson Road, North Point, | v 
Hong Kong or fax resume to 852-2505-5179 or email vloGhk.orbis.org. |. 


Salary commensurate with experience. For more information about ORBIS 
please visit our website at www.orbis.org. : 


Closing date for applications : August 31, 2002 


NEUEM 
f Economist 


TO ADVERTISE WITHIN THE CLASSIFIED 
SEC TION CONTAC T: 


London 


ruthfox@@ economist com | 


‘New York 
Beth Huber 
Tel: (212) 541-0500 
Fax: (212) 445-0629 
bethhuber @ economist.com 








GOVERNMENT OF PUNJAB 
DIRECTORATE OF DISINVESTMENT 


ENGAGEMENT OF AN ADVISOR 
FOR DISINVESTMENT IN PUNJAB TRACTORS LIMITED (PTL) 


EXPRESSION OF INTEREST 


Punjab State Industrial Development Corporation 
| Limited has referred to the Directorate of 
|. Disinvestment to disinvest its entire equity 
~ shareholding to the extent of 23.49% held by it in 
Punjab Tractors Limited (PTL), a leading Tractor 
manufacturing company located in the state through 
. strategic sale. Details of PTL are available at the 
| website www.punjabindustry.org. Expressions of 
|. Interest are invited by close of business hours of 
29th August 2002 for selection as Advisor to assist 
the Directorate of Disinvestment in the 
disinvestment process. 
For further details, 
interested parties may visit websites: 
www.pbdisinvest.nic.in or contact: 
Director Disinvestment, 
Government of Punjab, 
SCO No. 53-55, Sector 17D, Chandigarh-160017. INDIA. 


Tel: 91-172-730733 Fax: 91-172-714453 
E-mail: pbdisinvest @ hotmail.com 








BID FOR MANAGING THE OPERATIONS 
OF THE NATIONAL AID FUND 
THROUGHOUT THE GEOGRAPHICAL 
REGION OF THE HASHEMITE 
KINGDOM OF JORDAN 
SPECIAL TENDERS COMMITTEE 


As part of the Government of Jordan's (GOJ) efforts to set a strategy for poverty 
alleviation in the country, the Ministry of Social Development (MoSD) of the 
Hashemite Kingdom of Jordan through the Special Tenders Committee (STC) is 
seeking the services of an experienced and suitably qualified firm specialized in 
management and training to manage the National Aid Fund (NAF) through 
undertaking the necessary reforms in order to improve client service and to maximize 
efficiency and effectiveness of the Fund operations. 





Ministry of Social 
Development 


The responsibilities of the managing company as outlined in the Request of Proposal 
(RFP) include, but are not limited to, the following: 

a. Pre-operating Responsibilities; 

b. Management & Administration Responsibilities; 

c. Management Information Responsibilities: 

d. Policies & Procedures Responsibilities; 

@. Financial System Responsibilities; 

f. Research & Development Responsibilities. 


. Tender Documents can be obtained from the offices of the STC 
for a non-tefundable fee of JD100 (address below). 


2. The operational language of the management contract shall be in English, 
but the company should be proficient in both English and Arabic, as the 
agency operates in Arabic. 

3. Offers shail be deposited in the Tender Box at the office of the Secretary 
General of the Ministry of Social Development in Amman, Jordan (address 
below), not later than 3:00pm (local time) on September 22, 2002. Late 
proposals will not be considered. The technical proposals will be opened 
on September 22, at 3:30pm (local time). 

4. More complete information about this tender can be found at www.ipap.jo. 

5. The address of the Special Tenders Directorate (STC) is: 

Head of Special Tenders Committee, Secretary General, 

Ministry of Social Development, P.O. Box 6720, 

Amman-11118, Jordan — . 

E-mail: stc @jpap.jo, Tel.: (962-6) 593-1391/592-1468, Fax: (962-6) 593-2645 


Head of Committee Secretary General MoSD Tayel Al-Hajji Thyabat 





AGENCY OF MONTENEGROFOR i | 


ECONOMIC RESTRUCTURING AND FOREIGN INVESTMENT | 


TENDER ANNOUNCEMENT 
FOR THE SALE OF HOTEL REAL ESTATE ASSETS 


"The Agency of Montenegro for Economic Restructuring and Foreign Investment" is 
inviting domestic and international strategic investors to submit: bids for the below: 
listed hotel real estate assets, which are the ownership of the hotel company “HTP. 
Milocer" from Budva, Montenegro. 


Basic description of Hotel Assets available for purchase: 


1. Hotel “Kraljicina plaza" in Milocer, is situated 100m from the beach in proximity 
to Hotels Milocer and Sveti Stefan. 
-  -40 guest rooms and 7 apartments, all with park view. 
- congress facilities, restaurants, private beach, indoor swimming pool 
- J year opened: 1978 


2. Hotel Panorama, in Becici, situated near the beach and retail shopping areas 
129 guest rooms and 7 apartments 
- congress facilities, restaurants, private beach, retail 
- year opened: 1977 


For specific information on the tender process and required tender documentation. 
as well as to obtain specific property profiles and market projections please contact: d 


Agency for Economic Restructuring and Foreign Investment 
Jovana Tomasevica bb 

81000 Podgorica 

Montenegro 

381 81 242 640 

Branko Vujovic, Director 

The expiration date for submission of bids is 30 Aug. 2002. 


Address: “Agency of Montenegro for Economic Restructuring and Foreign 
Investments", jovana Tomasevica b.b., 81000 Podgorica, Montenegro, YU. 
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THE INSTITUTE OF ECONOMIC AFFAIRS (IEA) (GHANA) 
CAREER OPPORTUNITY 


The TEA (Ghana), is an independent, public policy organisation dedicated to the 
. establishment and strengthening of a market economy and a democratic free and 
open society. 


Research Fellows 


1. Macroeconomist - 2 positions 
2. Microeconomist - 2 positions 


Duties - carry out empirical macroeconomic/ microeconomic research and policy 
analysis in one's area of expertise. 


Qualifications and Experience: 

* Advanced university degree in economics, together with a sound academic 
record in applied economics. A Ph.D. as well as a research and publication | 
record in applied economics, would be an asset. 

*  Átleast5 years of relevant experience of which 3 years must have been working | 
on policy issues. 

* Sound theoretical knowledge and work experience in preparing policy-oriented 
briefing related to specific areas. 

e Familiarity with statistical and econometric techniques. 

* Ability to identify and address policy issues and present analytical findings in 
non-technical terms. 

* Excellent writing and presentation skills, ability to communicate ideas | 
effectively. 

* Strong client orientation, including willingness to work with civil society, 
Government and donor counterparts. 


The selected candidate will be responsible for: 

* Monitoring and assessing the economic situation in Ghana and contribute to the 
Institute's ongoing policy dialogue; 

* Independent monitoring and analysis of the economic situation in Ghana, and 
the government's effort to combat poverty, based on essential indicators. | 

¢ Writing policy papers, on selected issues producing reports on the economy for - 
the reading public. : 

* Will lead presentations at policy forums and discussions. 


Applications including a detailed curriculum vitae and photocopies of testimonials, - 
the names and addresses of three referees should be sent to The Executive Director, 
Institute of Economic Affairs, PO. Box OS 1936, Accra-Ghana. Fax 233-21-222313 . 
| T: 233-21-244716, 233-21-7010714; E-mail: iea@ghana.com. Not later than 30/8/02. | 
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The SCF Group, est. in 1989 provides full ranges of offshore services at what we believe are the 
most compelitive rates currently available by a licensed professional firm. 













For immediate, friendly advice, please contact: 
Helen Harper LL. B (Hons), Dip. Law, AGI — Janson Lotery B.Sc (Hons) 








Eo "ed ncs s LONDON: 
: iT 90-100 Sydney SL, Chelsea, 










x. : nee ea aa : London SW3 6NJ. E-mail: helen@scfgroup.cam E-mail: janson@sefgroup.com 
— e hie j HT + : Tel. +44 e = f; 392 2214 Charles Baker M.A. (Hons) 
E Fax +44 (8) 20 7795 0016 E-mail: charles@sctgroup.com 































Headers are recommended 
fo make appropriate enquidas and take appropriate 
advice before sending money. incurring any expense 
or entering info a binding commitment in relation fo 
an adverüsement, Tha Economist Newspaper | 
Limited shai not be Babie t6 any parson for loss or 
damage incurred or suffered às a result of his / her 
accepting or offering to wein an invitation contained. 1 
in any perenne ne ished in The Economist — | 


New Canadian Immigration Law 
All professional and techsical occupations, skilled 
Hades, managers, unmaied couples can MOW quality 
for Permanent Reshient Visas, Bilingual Enghish/Prench 
an advantage, Pree online sssessBents wuhin 24 hours 
Job Searches. 

Uxperieneid Canadian immigration Lawyer, 
Leonard Simcos, 1255 Laird Blvd, Mount Royal, 
Qaebec, Canada H3P ITI 
Fax: (814) 739-4708. Email Lanne CP simenevisa.conm 


EN eminence | orrsuonECOMPANIES. 


PROTECTING ASSETS | SAFEGUARDING WEALTH 
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AN IN CREDIEEE 
INVENTION 


Proven io cut electricity costs by up to 406r. 
Manufacturer seeks UK and overseas 
distributors for this top quality high tech 
product with amazing customer demand. 
Tel «44 (0) 1872 223000 
Fax: +44 (0) 872 264325 
For information pack 















USE MEE HG -bank accounts. com 
Offshore Corporations 
Banks, Trusts, Foundations 


Banking Specialists 
Bank AICS, Credit Cards 


Offshore Company Formation 
Private Bank Acquisitions 
Bank Introductions 
Credit Enhancement 
2nd Citizenship Programs 
Diplomatic Introductions 
Tel: +44 (0120 7958 9014 
Fax: +44 (0)20 7958 9383 


T MÓ— ——n 


PURCHASE ON-LINE 


offshore4business. com. 









PUBLISH YOUR BOOK 


MONEY in Con ALL SUBJECTS INVITED 


Write or send your manuscript to 


ATHENA PRESS 


QUEEN'S HOUSE, 2 HOLLY ROAD, 
| TWICKENHAM TW1 AEG. UK. 


H 


| E- mail: ltl btn com | 


een ted 


m WERE he enm P TTE 


es tri YY nh RN R Ni Ht 


EARN MONEY 
(Create and exploit production 
negative externalitites) 
Externality one: Mining rights in Chile (air 
and sound pollution), in a future deep ecology 


project (PUMALIN). The biggest private park m 28M 
in the world (700.000 acres). Li 
Externality two: Mining rights in Chile (air i 
and night-light pollution), adjacent to the most . T 7317 
| powerful telescope in the world (PARANAL), C OM p AN IE S oori Cr8.COIT 
Two more telescopes included La Silla and wa 


Tololo (with GEMINI project), LUXEMBOURG 


Selling my mining rights. WEALTH PROTECTION 


Seeking for partners 
Proposals to: jserani ?mi-mail.cl j AN D TAX M AN AG 5 M E NT 
With over 25 years experience in 
facilitating offshore and international 
business, we deliver workable and cost 
effective solutions. 





OF FSHORE E 
TAX-FREE 


Companies world-wide 





Email: Info@globalcapital.ce g 
















| Formation and administration of 
f companies, opening of bank accounts 
tel/Tax/mail forwarding service 
f UNITED KINGDOM LONDON 
LAVECO Ltd. 
Tel: +44-207-556-0900 


f Fax: d4-207-556-0910 


E-mail: london @laveco.com 


HU AE 
Tel: 436-1-217-96-81 
Fax: &36-1-217-44- 14 
E-mail: hungary @laveco. com 


ROMANIA 
r] Tel: 40-92.326-329 
Fax: 440-1-313-7177 
E-mail roman ia@ lav eco.com 


8 quecedensqteststtdbes etude di riu tet i 
CYPRUS 
Tel: +357-4-636-919 
[] Fax: +357-4-636-920 
E-mail cyprus@ laveco.com 





d Solutions iud Expat 
° Trading ¢ or investing internationally 


| . Protecting your wealth 





e Setting up a business overseas 


London W1 
Fel: 





Contact David Stevenson for an 
exploratory discussion or a capy of 
our FREE 110 page brochure 





] Who' S n care of — 


+44 (1 624) 81 9899 
" mes egg? —— 


+44 (1624) 811011 
business@ ocra.com 


WwWW.Ocra.com 


ocra/crHwioe, 


ISO 9002 94 Certified » Credit cards accepted 


NEW ways to bi wealth 
and enhance profit at... 
nr . . www.securesolutions.hiz — 
The Economist August 10th 2002 

















aa Economic and financial indicators 


Overview 


Although America's hesitant recovery is pro- 
ducing few new jobs, personalincomes con- 
tinue to rise. Payrolls grew by only 6,000in 
July, around a tenth of the number expected 
by forecasters. Wages grew by 0.3% in July, 
and have risen by 3.2% over the previous 12 
months. More evidence of a two-speed la- 
bour market emerged: manufacturing shed 
7,000 jobs, and construction lost 30,000, 
butthe services sector added 46,000 new 
employees. 


American manufacturers seem to beonthe 
verge of another slump. The Institute for 
Supply Management's manufacturing index 
fell to 50.5 in July from 56.2 in June. Read- 
ings above 50 indicate an expansion, while 
readings below 50 indicate contraction. The 
ISM's services index fell to 53.1in July from 
57.2in June. 


The ranks of Germany's jobless rose above 
the 4m mark, taking the unemployment rate 
to 9.9% in July from 9.8% in June. Euro area 
unemployment rose from 8.3% in May to 
8.4% in June. Spanish unemployment in- 
creased from 11.4% to 11.596 over the same 
period. Producer prices in the euro area fell 
again in June, declining by 1.1% in the previ- 
ous 12 months. 


Britain's industrial output fell by 4.3% in 
June, its biggest monthly drop sincethe 
"winter of discontent" in January 1979. The 
golden jubilee holiday and the World Cup 
were partly responsible. 


Data on more countries are available to 


subscribers on www.economist.com 


Output, demand and jobs 


* change on year ago 
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The Economist poll Industrial Retail sales Unemployment 
GDP _GDP forecasts - production (volume) % rate 

1qtr* 1year 2002 2003 latest latest latest — yearago 

Australia — — « 36 +42 Q1 +40 +38 ^ *43 Q1 +63 02 62 W 69 
Austria 403 - 06 i +09 — * 2.6 —  * 1.6 May — - li Ap —— 41 Jun 3.5 
Belgium — — * 18 -03 Q1 +13 +29 -2.5 May — - 33 May — 118 Jul 11.1. 
Britain — — «38 +15 Q2 +17 +29 ^ -6.6 hn +46 Am 52 Mayt 4.9 
Canada +60 *210 +33 +35 + 0.5 May + 4.3 May 7.5 Jun 7.0 
Denmark —- +14 *110 916 C24 | |; * 2.5 Ma — * 15 Ap — 5.4 Jun — 5.2 
France — Qo ti4 +03 Q0 +i +27 ||. * 0.3 May — - 2.5 Jun — — 9.0 Juníf 8.6 
Germany — +07 -12 Q1 +07 +23 - 2.5 Jun -52 Jun 9.9 Jui 9.3 
Italy — — *06 +01 01 +10 . +25 , 1.5 May X - 0.2 May — 9.0 Ap 9.5. 
Japan — / 8 -1.6 Qi — -03 $11  -29 Jn 3—-3.5 Jn — 54Ju 49. 
Netherlands — «* 0.4 +03 Q1. * 1.0 +25 — - 3.0 Jun — - 2.1 May — 2.5 Jun** 2.0. 
Spain — —  -*21 +20 01 *21 430 -44 Xm na 1152Jw 10.6 
Sweden — —— til All m £17 429. + 19 May +49 May — 40 Jun 44 
Switzerland +07 +02 Q2 +10 +23 -88 Q ^ -2.4 May 26 mU 17- 
United States +11 «2.1 02 +27 +34 +02 Jun — +54 Jun 59 Jl 46 
Euro area +13 +03 Q0 +11 + 2.6 ~ 1.2 May + 0.7 May 8.4 Jun 8.0 © 





*% change at an annual rate. tNot seasonally adjusted. tMar-May; claimant count rate 3.2% in June. SEU harmonised rate 8.3%. * *Apr- 











Jun. | Revised series. 
Prices and wages 
% change on year ago 
The Economist poll 

Consumer prices consumer prices forecast Producer prices Wages/earnings 
"S latest — year ago 2002 2003 latest — yearago latest year ago 
Australia — — «28 Q +60 +28 +26 -11 @ +56 +43 Qi +56 
Austria — — — *17 Jun +28 +17 +17 -10 Ju +19 +24 An *27 
Belgium — — — *13 Ju +27 +17 +16 +24 Jn +09 +26 Q2 +26 
Britain — — *10 Jn +19 +19 +24  - nil Jun +04 +38 May +45 
Canada +13 Jun +33 +17 +22 ^  -12 Jn +15 +28 May +07 
Denmark +22 Jun +23 +23 +20 -12 Jn +32 +40 Q +38 
France —  — +14 Jun +21 +18  *14 —-15 Jn +23 +39 Q0 +43 
Germany —  — -* 10 Ju +26 +14 +12 - 15 Jun +31 421 Ap +15 
Haly — — 22 mM +29 — *23 +19. -08 Jn +24 +24 Jm +27 
Japan -0.7 Xn -08  -10  -05  -10 Jn +08  -32 Jn + 2.1 
Netherlands —  « 3.4 Jun +45 +36 +23 ^ -22 Ju +43 +30 Am *51 
Spain — —  — «3.4 Jn +42 +33 +27 *05 Jn +24 +40 Q1 +34 
Sweden — —  *20 Xn +29 +24 +21 -06 Xn +22 +41 May +36- 
Switzerland - -01 Ju +14 +10 +12  -17 Jm +04 2520 +13 
United States — « 1.1 Jun +32 +16 +22 -21 Jum +26 +32 Ji +41 
Euro area +19 Ju +28 + 2.1 + 1.6 - 1.1 Jun + 3.2 +3.3 01 + 2.8 
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Money and interest rates The Economist commodity price index 
1995=100 
Money supply* | Interest rates % p.a. (Aug 7th 2002) . % change on 
*& change on year ago 3-mth money market — — 2. year 10-yeargov'tbonds ^ corporate Jul30th Aug 6th ai one 
"T narrow broad —— latest — yearago gov'tbonds latest — yearago — bonds ^ pag 
Australia — 713 *12.3 Jun 4.87 ratum rr cdi 5.05 5 BS gii e, 5 71 900 $95 Ali items 71.5 72.0 A + 5.3 
Britain — «9.6 — «65 Jm 3.88 $494 ^ $93 ^ ^ 463 491 596 k SES IR EY 
Canada —— «145 +58 Jun — 278 402 304 516 551 149 RD 
Denmark — £32 — «73 Xn — 360 480 ^ $394 474 511 $686 "i ^ — ag ^3 à 
Japan — 3306  *33 Xi — 002 ^ 002 ^ ^ 003 ^ 128 137 138 p.84. M tt 
Sweden $25 475 AN 4.19 4.29 4.42 4.96 5.17 495 — 83 5. o 100... 06. 0593 OB. 
Switzerland +85 +43 Ju 0.9 319 083 288 3:9. 406. S c 99 rd Oe ce 
United States « 56 — «72 3n 168 — 351 — 208 429 506 69 9tefüngindex 
Euro areal ^ «69 — *71 An — 334 — 443 341 — 448 — 484 — 568 Uem T8 739  -10 3.0 
“Narrow: M1 except Britain and Sweden MO, broad: M2 or M3 except Britain M4. T Germany for bonds. Benchmarks: US 30-year 5.31%, Japan id meer 
No.240 1.28%. Central bank rates: US fed funds 1.75%, ECB refinancing 3.2596, BOJ overnight call 0.002%, BOE repo 4.00%. Sources: Allitems — 953 — 983  —*14 -43 
Commerzbank, Danske Bank, J.P. Morgan Chase, Royal Bank of Canada, Stockhoimsbürsen, UBS Warburg, DRI-WEFA, Westpac, Thomson Yen index 
Datastream. Rates cannot be construed as banks’ offers. All items 91.4 92.7 408 +29 
cup Ue e ne. ERO AU. MB de 
Stockmarkets $peroz — ^ 305.55 ^— 305.70 &— - 2.6 *147 
Market indices West Texas Intermediate 
% change on $ per barrel 27.36 — 2715 &— + 4.0 - 35 
mu 2002 one "record Dec 31st 2001 * Provisional. 1 Non-food agricultural. 
Aug 7th high low week high in local in $ 
———— ÁÓ"—— o "—— "————— —— MUR uoo LU 
Australia (All Ordinaries) 2,999.4 3,4400 — 2,9378 — - 11 T8 0c -107  - $5 
Austria (ATX) —— — - 1,422.6 — 13572  i1Me4 ——- -16 -34 2-16 *73 
Belgium (Be 20) — ^— ^ ^ 2119.2 2,8998 2,001. 6 ^  - 6.1 -424 -238 -170 
Britain (FTSE 100) ^  — 4094.64 3,323.8 377L1 — 7-36 4-409 Á— 7-215 — -173 
Canada (Toronto Composite) — 6,486.7 — 7,958. — 61611 — - 18 -43.0 -156 - 15.0 
Denmark (KBX) — — 1802 — 2334 1690 — - 19  —— -403 — -198 = 12.5 
France (SBF 250) — — 2204.0 3,0819 — 2,067.] —— - 40 —  -49.8  —— -26.31 -194 
(CAC) —n Lo LLAr270.5 — 4688.0 — 3,023.7 m 5&2 7968 «729.3 229 
Germany (Xetra DAX) — —  — 3,465.5 — 5,462.6 — 3,3327 —  - 6.3 —  -57.0  — -328  -26.8 
Italy (BQ) — — — — — 1144 15130 10758 ^ - 23 ^  -474 -200 = 12.7 
Japan (Nikkei 225) — — ^ 9,8344 11,9799 — 9,4209 ^  - 04 —— -747 ^ - 67 +15. 
(Topix) — 0. s 362.3 1,139. 922.5 OOOO Oe Ls 
Netherlands (AEX) 337.2 5312 ^ 3185 - 73 ^ ^ -519 -335  -275 - 
Spain (Madrid SE) — — — — 636.2 848.1 625.9 ^ - 29 —  -445 _ -228 -15.9 — 
Sweden (AffarsvaridenGen) — 149.7 —— 236.8 — 143.55 ^ - 5.0 —  -62.6 ^ -353 = 29.3 
Switzerland (Swiss Market) — 5,054.2 — 6,694.1 — 4,6075.8 —— - 27 —— -39.9 &—— -212  -130. 
United States (DJIA) — —  — 8,4562 10,635.3 —7,702.3 = 3.2 ^ ^ -279 ^ —-15.6 -15.6 d 
dq (S&P500) 1 5/68 1,172.5 1795] 238. $250 —, 2160 25.8 
d um d (Nasdaq Comp) 1,280.9 — 2,059. — 1,2060 —— - 3.6 &—— -746 ^ -343  -343 
Europe (FTSE Eurotop 300)* — 916.0 — 1,279. ^ 8623 —. iuis URN CAD Ln 727.4 720.8 
Euro area (FTSE Ebloc 100)* — 7652 1,125.1 — 7325 = 45 50.6 ^ -312 =25.0 - 
World (MSC) — — ^ — 1 7982 10244 7567 ^ - 39 ^ -449 ma -205 - 
World bond market (Salomon)? 488.6 497.8 430.3 +02 -18 na +11.1 


"In euro terms, !Morgan Stanley Capital International index includes individual markets listed above plus eight others, in dollar terms, — 
Salomon Smith Barney World Government Bond Index, total return, in $ terms. 





Trade, exchange rates and budgets 


Trade balance’, $bn Current account -Exchange rate Currency units 
latest 12 $bn The Economist poll trade-weighted! per | per per per 
months latest 12 mths % of GDP, forecast Aug 6th  yearago $ £ euro — Y100 
2002 2003 





























"Merchandise. Australia, Britain, France, Canada, Japan and United States imports fob, exports fob. All others cif/fob. 119904100, Bank of England. OECD forecast. 
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Overview 


Argentina’s consumer prices rose by 3.2% 
between June and July, a smaller rise than in 
recent months, but enough to bring the an- 
nualinflation rate to 32.9%. Venezuela’s in- 
flation rate is not far behind: it reached 22% 
inthe year to July. 


Turkey's current account moved into a 
$884m deficit over the first five troubled 
months of 2002, compared with a surplus of 
$544m over the same period last year. 


Industrial production in the Philippines 

grew by 10.7% in the year to May, while con- 
sumer-price inflation ran at just 2.6% in the 
year to July, the lowest since January 2000. 
























































Economy 
% change on year ago = Latest 12 months, $bn Foreign 
GDP Industrial Consumer Trade Current reserves * 
production prices balance account $bn, latest 
China —— — 80 2 ^ +424 Jm OB Ju — — 427.9 Jun — 421.2 20018 — 237.2 Apr. 
HongKong — — - 09 qm X 4-116 m Á—De33 Jn — -85 Jn  *141 o —— 1i23 » 
India — — + 6.4 a + 3.8 May — * 42 Ju —— | -54 Xn  * 14 qQ — 565 JU 
Indonesia — +25 m — -9.4 a à— 9014  — 427.5 Jun +84 Bo o C, 28.4 Jun 
Malaysia — — +11 M +49 Im /— +24 Jun +13.4 Jun — *7.0 Q1 —— 324 Jun 
Philippines — — « 3.8 0: 5107 May — *2.6 Xi — — * 9.95 May — * 5.6 Ape — 14.2 Jun 
Singapore — — *32 (e *18.9 Jn — + 0.1 dm — — +57 Xn — +18.4 m — — 80.4 Ju 
South Korea + 5.7 M * 5.4 Juno +21 3» 0000; * 9.0 Ju — * 5.7 Jun —— 112.4 Jun. 
Taiwan o +09 U o t84 Xn /— £05 x +18.6 Ju — 422.0 m — 148.2 Jun 
Thailand +3.9 ai + 6.2 Jun + O.1 Jl + 3.8 Jun + 6.6 Jun 36.0 Jun 
Argentina — — -163 Q — -124 Jun +329 34 —— *126 Xn —— nil m — — 9.6 Qn 
Ban ooo LE, Le uL My o ETT lie +64 Jul  -18.31 Jun — 419 Jun 
Chile a 0. 60 Mn. f66 oU e £23 n -10 m — 151 m 
Colombia ——— : £95 m 707 May +62 X. — £05 My  -i5 Qi /— 107 dn 
Mexico — | 20 01 +09 My — *49 Im —  -92 Xn 2168 m — 455 Jun. 
Tem - xl 1690 9m. lc £865 Ax . D NL. DU My DO qi e, 8.7 Jun. 
Venezuela -42 M -20.0 Mar +22.0 Jul +80 M +18 m 6.7 May 
Egypt 10. * 49 zo) — 7.8 2011 — *28 My — — = 8.4 M  -01 m — 127 Apr 
Israet — — a m +O my — *66 Jn — 7 6.4 un = 23 m Á— 22.8 M 
South Africa — — £21 U o 20.1 Jn — * B.9 Jn — — * 35 km -01 n — .9,9 Jun 
Turkey , +23 at +11.0 May +41.3 Jui ~ 9.7 May  - 2.0 May 22.3 Jun 
Czech Republic — «25 oc — ES NN (D Ee NEL LU 9H. ce do ee UE 
Hungary — —— +29 OF o +41 Jun +48 Jun = 2.3 Jun — - 1.9 Jun — 10.2 Jun 
Poland — —  *05 ü — : * 2.2 Jun o + i16 Jun — -10.6 w Jun 7 66 Jun 271 ut 
Russia +37 a +44 Jun +14.9 Jui 443.4 May +28.3 02 39.6 Jal 


* Excluding gold, except Singapore: IMF definition, Tear ending June. SEconomist Intelligence Unit estimate. 





























Financial markets 
Currency units Interest rates — Stockmarkets * change on 

per $ per£ short-term Aug 7th  Dec3ist2001 _ 
Aug7th yearago Aug/7th % p.a. one in local in $ 
Bae a ee eect a cae eo he a UN aln a EE 
China 8.28 — | 8.28 — 127 0 na , 17409 5— | VL as £017 t d 
HongKong — — 7.80 — 7.80 . 12.0 &— 1.73 — 9,9777 ^ 298. 165 Á-1i5 
India — — 487 à^303471 ^ 746 à à 2 5.80 à à 3,0005 — 3407 = 78 = 86 
Indonesia — — 9,060 ^ 9,330 — 13,8060 & — 15.37 —— — 447.1 —— -36 *140 + 30.9 
Malaysia — — 3.80 — 13.80 — 5.83 3:20 . RAT | 00 — * 37 A 37 
Philippines — — 5317 932 79.3 981  , 10912 -— -29 7 66 = 67 
Singapore — — 177 — 178 —. D MN C PM 14947 93. mM 5o M 
South Korea 1205 1,280 & 1848 ^ 490 ute 079.4 7954 7 £1 + 68 
Taiwan 2.33.7... 34 517 00 4,720.7 O84 s ~ 45.000 Ad? 
Thailand 42.4 45.4 65.0 200867 -2.4 —  * 208 + 26.0 
Argentina — — : 3.62 — 1.00 X^ 5.55 6200 &X3à 35606 |. -08 . *207  -5067 
Brazit — 1 306 —. 247 80 0 17.8 9,869.06 1.1 3. - 273  - 45.2 
Chile — 1697 — . 682 1,000 3.00 (^ 50023 +10  Á»ÁZ-- 73 ~i 
Colombia — — 2,073 2,298 —— 4,099 — IA edi 1191.3 +030 . fiho  - 52 
Mexico — —— ' 973 | .930 | | 14.9 553. , 5,8559 3. z28 .» -.81 134 
Peru 3.55 3.0 5A 3.08 SAD DD 15 48 
Venezuela 1,348 731 2,067 32.00 7,080.6 -0.7 + 7.8 ~ 39.4 
Egypt — — 465 422 TO 718 — 52940 O *17 + 04  - 1i 
Israel 4.71 4.23 7.22 640 — EH | -18 - 20.4  - 253 




















EMF (MSCI)* — 1.00 — 100 — 153 ^ na 28755 ^ -24 na  - 94 
EMBI+! 1.00 1.00 1.53 na 198.6 43.8 na = 0.9 


*Emerging Mkts Free. T3.P. Morgan Chase's Emerging Mkts Bond Index Plus. + In $ terms, 


Sources: National statistics offices, central banks and stock exchanges; Thomson Datastream; Economist Intelligence Unit; Reuters; UBS War- 
burg; J.P Morgan Chase; Hong Kong Monetary Authority; Centre for Monitoring Indian Economy; FIEL; EFG-Hermes; Bank Leumi Le-Israel; 
Standard Bank Group; Garant Bank: Deutsche Bank; Russian Economic Trends. 


E TE E EE hte E e r AAAA ONAN PRI HPAL ——————————Ó 


Data on more countries are available to subscribers on www.economist.com 
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Global Corporate Achievement Awards 2002 





Which companies have thrived despite global turbulence? 


Which have adapted successfully to rapid change? 


What strengths make them 


To recognise companies that have prospered in difficult condi- 
tions, the Economist Intelligence Unit is launching the Global 
Corporate Achievement Awards, organised in association with 
Cap Gemini Ernst & Young, Oracle, SG and Heidrick & Struggles. 


Nominate your choice 


Is your company a model of achievement? Is there a 
company you particularly admire? Consult our criteria and 
submit your nomination at www.eiu.com/awards. 

The deadline is August 9th. 


Our panel of experts includes some of the world's top corporate 
leaders and best business thinkers. The winners they select will be 
profiled in case studies and honoured at awards ceremonies. 


Our aim is to identify the traits that help companies thrive in 
bad times as well as good. Read our experts' views on business 
achievement and see if your company meets their standards. 


www.eiu.com/awards 


Economist Intelligence Unit 
111 West 57th Street, New York, NY 10019 
New York + 1 212 554 0656 
London + 44 (0) 20 7830 1149 
Hong Kong + 852 2585 3821 


EAT. ONG ORACLE 
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HEIDRICK & STRUGGLES 


CORPORATE & 
INVESTMENT BANKING 








Run Java Faster 


a 


Best Performance - Any Computer 
ECperf Industry Standard Java Benchmark 


BBops - 
Benchmark Business 
Operations Per Minute 





0. | : | 
Oracle9; IBM |. BEA 
Application WebSphere WebLogic 
Server 


Oracle is also the Java price/performance record holder 
at $5 per BBop, BEA’s best is $7, IBM's best is $11 





As of July 9, 2002: oracle.com/ad 
Oracle, Sun: 61,862.77 BBops/min 9 STD, $28/BBops/min € STD 

IBM: 44,294.97 BBops/min 9 STD, $23/BBops/min 9 STD 

BEA on HP: 37791 BBops/min € STD, $36/BBops/min @ STD 

Oracle: 24,639,37 BBops/min 9 STD, $5/BBops/min € STD 

BEA: 7539.90 BBops/min 9 STD, S7/BBops/min € STD 

IBM: 32,581.47/BBops/min € STD, $11/BBops/min € STD 

Source: http://ecperf.theserverside.com/ecperf/ 


Copyright 32002 Oracle Corporation. All rights reserved. Oracle is a registered trademark of Gracie Carporatian. 
ECperf and Java are trademarks of Sun Microsystems, Inc. Other names may be trademarks of their igapective owners 


PAGES 13 AND 20-22 


£ 


lhat, lo the best of my | Jedge 


I 


n 


Y 


: Neu X 


? (which (s pretty poor and may be revised 
in future), my company’s accounts 


Noe 


i 


gre (more or less) accurate. 
L have checked this with 
my auditors and directo 
who (L pay (e) agree 

wilh me 


Dos; 
Eum 
e 
ANS 
rus 


3, 


S, 


A 





Better management of paperwork is great for business, 
especially if your business is making paper 




















Pan Asia Paper Co. Pte Ltd in Singapore, a leading newsprint and publication paper 
manufacturer in Asia, wanted help in the structuring of their international trade processes. 

After studying PanAsia Paper's requirements, HSBC Trade Services suggested some 
innovative improvements to their complex trade logistics. Today, PanAsia Paper's key offices and 
associates around the world save time by presenting their export documents directly to their 
buyers' banks, a process that is centrally co-ordinated by HSBC Trade Services in Singapore. 

With this more flexible system in place international boundaries effectively disappear and cash 
and documentation management has become more efficient. 

If you would like to bring an innovative and smarter approach to the complexities of your 
international business, why not talk to us and see how you can benefit from our local knowledge, 
worldwide? HSBC has some 7,000 offices in 81 countries and territories, and a part of our 
business is to know what's good for yours. 

Find out more about us at your local HSBC office or by visiting www.tradeservices.hsbc.com. 





With our local insight and global expertise, HSBC Trade Services 


is instrumental in helping businesses grow. 


The world's local bank 





Issued by The Hongkong and Shanghai Banking Corporation Limited. 
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On the cover 

Given its recent sins, is 
enough being done to re- 
form American capitalism? 
News that hundreds of 
bosses are signing oaths 
that their accounts are ac- 
curate might make you 
think so. But the reforms 
have not gone far enough: 
leader, page 11. An erup- 
tion of swearing, page 49 


Economist.com 


Global agenda: business and 
political analysis updated 
throughout the week 
www.economist.com 


Country briefings: intelligence 
on 60 countries 


www.economist.com/countries 


Cities guide: our 
business-travel section 
www.economist.com/cities 


Archive: issues since 1997 
www.economist.com/search 


The print edition is available online 
by 8pm London time on Thursday; 
full access to it is free for all print 
subscribers 


WITZ 
Economist 


Volume 364 Number 8286 


First published in September 1843 
to take part in "a severe contest between 


intelligence, which presses forward, and 
an unworthy, timid ignorance obstructing 
Our progress. " 


Editorial offices in London and also: 
Bangkok, Beijing, Berlin, Brussels, Cairo, 
Delhi, Edinburgh, Frankfurt, Hong Kong, 
Johannesburg, Los Angeles, Mexico, Moscow, 
New York, Paris, San Francisco, Sao Paulo, 
Tokyo, Washington. 
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Special report Health care 
Donors should give more to 
help poor countries provide 
better health care, but the 
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make a difference, as an 
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backlash against markets and 
democracy? It's not that 
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only victims of the dictatorial 
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grabbed: page 37 
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d The world this week 


Politics 


Saddam Hussein is still in of- 
fice, but it was disclosed this 
week that America’s State De- 
partment is already inviting 
bids from organisations that 
could provide humanitarian 
relief in Iraq after he is 
ousted. 





President George Bush took a 
break from his holiday to meet 
“ordinary Americans” at a 
carefully planned forum to 
discuss the economy in Waco, 
Texas. He promised to prevent 
Congress spending an extra 
$5.1 billion in an amendment 
to an anti-terrorism bill. 


Oregon’s biggest blaze for a 
century was fought back by 
more than 6,000 firefighters. 
So far this year, wildfires in 
America have burned 5.5m 
acres. 


A biological-weapons re- 
searcher in Maryland denied 
having anything to do with 
the letters containing anthrax 
that killed five people last 
year. Steven Hatfill lost his job 
after his flat was searched by 
the FBI, which has yet to arrest 
anyone for sending the an- 
thrax-laden letters. 


Officials overseeing the re- 
development of the site of the 
World Trade Centre opened 
up the search for new designs, 
belatedly admitting that their 
bland first proposals “lacked 
spunk”. 


Pakistan's bad image 
Pakistan's president, Pervez 
Musharraf, underlined his 
support for the “principled” 
struggle of separatists in In- 
dian-ruled Kashmir while con- 
demning Islamic extremists 
for tarnishing Pakistan's im- 


age. India accused him of dou- 
ble standards. 


A Sri Lankan minister met the 
Tamil Tigers' chief negotiator 
in Norway's capital, Oslo, to 
agree an agenda for much-de- 
layed peace talks. A Norwe- 
gian-backed ceasefire 
agreement was adopted in 
February. The talks are due to 
start next month. 


An Indonesian court sen- 
tenced East Timor's former 
governor to just three years in 
jail for failing to prevent vio- 
lence during the then-Indone- 
sian province's independence 
vote in 1999. East Timor's po- 
lice chief was acquitted. 


North and South Korea 
agreed to hold a series of 
meetings on improving econ- 
omic and community ties, al- 
though no dates were set for 
military talks. North Korea an- 
nounced separately that it will 
meet Japanese officials next 
week to discuss the re-estab- 
lishment of diplomatic links. 


A Hong Kong court found 16 
Falun Gong members guilty of 
causing a public obstruction 
during a demonstration. 


Europe under water 





Torrential rain caused wide- 
spread flooding in central Eu- 
rope. Prague's historic centre 
survived, just, as the river 
Vltava rose to its highest level 
since 1890. In southern Russia, 
some 60 people died as flash 
floods from the hills struck 
Black Sea resorts. 


Mat Herben, leader of the 
Netherlands' eccentric Pim 
Fortuyn party, resigned. 


Spain's main political parties 
agreed to start the process of 


banning Batasuna, the politi- 
cal party of ETA, the Basque- 
separatist terrorist group. This 
followed a bomb in a seaside 
resort that had killed a man 
and a six-year-old girl. 


In Hungary, parliamentary in- 
vestigations set off by revela- 
tions that the social-democrat- 
ic prime minister, Peter 
Medgyessy, had worked with 
the intelligence services in 
communist times, turned up 
evidence showing that minis- 
ters of previous governments, 
right and left, did so too. 


Nigerian inadequacies 





“monumental inadequacies”, 
Nigerian MPs gave the presi- 
dent two weeks to resign or 
face impeachment. The dis- 
pute centres on the budget. 
The president proposed a 
highly inflationary one, full of 
waste. Parliament passed an- 
other budget that was even 
worse. Mr Obasanjo ignored 
it, unconstitutionally. 


Following a peace deal be- 
tween Congo and Rwanda, 
Zimbabwe's president Robert 
Mugabe said he would with- 
draw his country's troops 
from Congo, where they were 
sent four years ago to defend 
the Congolese government. 
He gave no timetable. 


Palestinian factions agreed a 
draft document outlining the 
aims and means of their upris- 
ing, including a state in all the 
West Bank and Gaza. Hamas 
initially approved the docu- 
ment, but then presented 
amendments. 


A popular West Bank leader 
and possible successor to 
Yasser Arafat, Marwan 
Barghouti, was charged in an 
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Israeli civilian court with mur- 
der and membership of a ter- 
rorist organisation. Mr 
Barghouti has denied the ac- 
cusations, saying he was a po- 
litical leader who sought 
peace. 


Amram Mitzna, the mayor of 
Haifa and yet another former 
general, announced his candi- 
dacy as leader of Israel’s La- 
bour Party. He came top of a 
poll of Labour voters, perhaps 
signalling Israelis’ urgent de- 
sire for change. 


Iran's president, Muhammad 
Khatami, visited Afghanistan, 
the first visit by an Iranian 
head of state for 40 years. Mr 
Khatami, offering money and 
university scholarships, said 
his government was extradit- 
ing people on the slightest sus- 
picion of their involvement 
with al-Qaeda. 


In the run up to the Johannes- 
burg summit on sustainable 
development, a group of re- 
searchers sponsored by Amer- 
ica’s National Science 
Foundation reported on the 
existence of a huge “brown 
cloud” of pollution over the 
Indian Ocean. The cloud, a 
mixture of domestic and in- 
dustrial emissions and smoke 
from forest fires, may alter the 
local climate and damage 
ocean productivity by killing 
plankton. 


Emergency measures 

After a mortar attack on Bo- 
gota by FARC guerrillas that 
killed 20 people, Colombia’s 
new president, Alvaro Uribe, 
declared a limited state of 
emergency. He used this to de- 
cree a wealth tax to finance ex- 
tra army and police recruits, to 
set up a new auxiliary secu- 
rity force, and to order new 
measures to intercept phone 
calls and to confiscate drug- 
traffickers’ assets. 


Mexico's president, Vicente 
Fox, cancelled a trip to meet 
George Bush at his Texas 
ranch in protest at the execu- 
tion of a Mexican convicted of 
murdering a Dallas police- 
man. Texas's governor had re- 
jected a plea from Mr Fox not 
to apply the death penalty. 


>> 
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Business 


Vivendi Universal unveiled 
losses of €12.3 billion ($11.0 
billion) in the first half of 
2002, after writing off im- 
paired goodwill to the tune of 
€11 billion and making provi- 
sions of €3.4 billion. Standard 
& Poor's downgraded Vi- 
vendi's credit rating to junk 
status; its shares fell sharply. 


Rupert Murdoch's News Corp 
lost $1.7 billion in the quarter 
to the end of June after writ- 
ing down the value of its stake 
in Gemstar-Tv Guide Interna- 
tional, pushing losses for the 
year to $6.3 billion. However, 
Mt Murdoch said that he de- 
tected some signs of an end to 
the global advertising slump. 


Air turbulence 

Restructuring loomed for 
America's loss-making air- 
lines. us Airways fell victim 
to a combination of high costs, 
economic malaise and the 
September 11th attacks. Amer- 
ica's sixth-largest airline filed 
for Chapter 11 bankruptcy pro- 
tection. Capacity cuts and job 
losses are set to follow. 


United Airlines saw its shares 
plummet in the wake of the 
fate of Us Airways. America's 
second-largest airline admit- 
ted that it may file for Chapter 
11 later in the year if it is un- 
able to slash costs. 


American Airlines an- 
nounced its reaction to a per- 
sistent dearth of fliers. It will 
cut capacity and lay off 7,000 
staff, some 6*6 of the total, by 
March 2003 as part of efforts 
to save over $1 billion a year. 


Company doctor 

De Beers joined a handful of 
companies, including Anglo 
American, in helping its Afri- 
can employees with AIDS. 
The South African diamond 
cartel agreed to pay 9096 of 
treatment costs for the 12% of 
its 11,000 South African em- 
ployees and spouses who 
may be infected with HIV. 


In a wider efforts to mitigate 
the economic impact of AIDS, 
 Johannesburg's stock ex- 





change considered proposals 
which would require firms to 
disclose H1v-infection rates 
among employees and their 
measures to combat the dis- 
ease as a listing requirement. 


Representatives of Anglo 
American and De Beers held 
talks with senior South Afri- 
can cabinet ministers on how 
to get more black ownership 
in the industry. A leaked docu- 
ment had suggested that the 
government wants 51% of 
mining operations in black 
hands within ten years. 


Bank balances 

UBS, Switzerland's biggest 
bank, beat expectations by an- 
nouncing that its profits had 
fallen by just 4% in the second 
quarter, compared with a year 
ago, to SFr1.3 billion ($815m). 
Credit Suisse, a smaller and 
poorer bank, suffered losses of 
SFr579m, sparking talk that 
UBS might try to snap it up. 
UBS dismissed the idea. 


Allianz, Europe's leading in- 
surer, revealed the extent of 
losses at Dresdner Bank: a 
first-half loss of over €1 bil- 
lion ($980m). Dresdner's woe- 
ful performance and its drain 
on Allianz's profits reignited 
criticism of Allianz's €24 bil- 
lion purchase of the bank last 
year. 
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Reliable accounts? 

Hundreds of America's chief 
executives and chief financial 
officers were required to 
swear oaths that their latest 
annual and quarterly reports 
contained no "untrue state- 
ment” nor omitted any “mate- 
rial fact”. A comfortingly 
modest number missed the 
deadline or restated earnings. 
AOL Time Warner certified its 
results, but admitted to reve- 
nue overstatements. The new 
Sarbanes-Oxley act will re- 
quire many more bosses to 
certify regularly. 


Members of the Financial Ser- 
vices Forum, including some 
of Wall Street's biggest names, 
such as Goldman Sachs and 
AIG, joined a growing band 
that will treat stock options 
as expenses. The decision to 
act as a group may put pres- 
sure on regulators to develop a 
standard for treating options 
in company accounts. 


Multinational values 
UNCTAD struck fear into the 
heart of anti-globalisers with 
a report that 29 of the world's 
100 top economic entities— 
measured in value-added 
terms—were multinational 
companies. ExxonMobil 
ranked highest at 45th, nar- 
rowly ahead of Pakistan; BT, 
in 100th place, was level with 
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Syria. But the balanceof — 
power has hardly shifted: the 
top 50 multinationals contrib- 
ute 2.8% to world GDP, a 
shade less than ten years ago. 


No cut, yet 

The Federal Reserve failed to 
respond to growing clamour ` 
for a cut in interest rates but — 
acknowledged the economy's 
weakness with a change of | 
"tilt", an indication that it may 
cut rates in the future. 





ica’s economic recovery may 
be faltering, productivity, of- |... 
ten the cause of optimism, 

grew by just 1.1% in the second 
quarter at an annual rate. It 

grew by 8.6% in the previous : 
quarter. Last year'sestimated —— 
productivity growth waste- = 
vised down from 1.9% to 14%.. 





Other economic data and news a : . 
can be found on pages 76-78. 
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Oaths are only a small step in the business of cleaning up American companies 


HIS week, hundreds of chief 

executives and chief finan- 
cial officers at the biggest Ameri- 
can companies have underta- 
ken a curious task. They have 
sworn in front of a notary that, 
"to the best of my knowledge", 
| their latest annual and quarterly 
reports neither contain a an "untrue statement" nor omit any 
"material fact" (see page 49). Some goody-goodies such as Ex- 
xonMobil, Oracle and Federal Express rushed to get their 
oaths in early. Others waited until the last minute. 

More is to come. The oath is a one-off, but the Sarbanes-Ox- 
ley act, rushed into law at the end of July, will require many 
more chief executives and cros, including (to their irritation) 
foreign companies quoted in New York, to certify at regular in- 
tervals that both their reports and their financial statements 
contain no untruths and omit no material facts. 

As a way of reassuring a sceptical public that chief execu- 
tives are truthful, all this has a certain primitive charm. Voters, 
in the run-up to the midterm elections, certainly feel a sense of 
primitive fury. Every week seems to unearth another bunch 
of beasts in the boardroom who have made fortunes while de- 
stroying much of the value of the nation's mutual funds and 
401(k) pension schemes. A troupe of grotesque characters 
have convinced many investors that company bosses are a 
greedy and dishonest bunch: Linda Wachner, say, now suing 
Warnaco, the company she bankrupted, to be treated as a pre- 
ferred creditor for a multimillion pay-off, or Dennis Kozlow- 
ski, who extracted the cost of a $6,000 gold-and-burgundy flo- 
ral-patterned shower curtain and much, much more from the 
unfortunate shareholders in Tyco. 

An oath, with its touch of mediaeval mysticism, certainly 
concentrates the mind. And it narrows the legal loophole that 
has allowed chief executives such as Jeffrey Skilling of Enron 
and Bernie Ebbers of WorldCom to protest that they had no 
idea—no idea—that their finance chaps were fiddling the fig- 
ures. Given that a fifth of cros have apparently said that their 
chief executives had put pressure on them to misrepresent 
their results in the past five years, this stretches credulity. 





Something must be done 

However, if the Skillings, Ebberses and their sort didn't know 
what was going on down in the finance department, they cer- 
tainly should have done. After all, accounting fraud is already 
a crime. Indeed, the very suggestion that the 950 or so bosses 
making these new declarations might previously have al- 
lowed their firms to publish reports that—to the best of their 
knowledge—contained untrue figures or omitted material 
facts ought to alarm investors, not calm them. If this is the true 
state of things, something more radical is needed. Yet the dan- 
er is that this week's oaths and Sarbanes's certificates may 


t create the i impression that enough is now being done. 


. Themainimpactof certification is likely to be the establish- 
.. mentof a paper trail, to show that top brass has signed off on 
| deports. anda accounts. Other a of the Sarbanes-Oxley 






legislation will matter more, such as the act's ban on subsi- 
dised personal loans to top executives and its insistence on 
prompt disclosure of share dealings to repay company loans. 
Most important are likely to be proposals that toughen the au 
dit process, such as the insistence that accountants rotate the” 
audit partner overseeing a firm's accounts and that auditors - 
can no longer sell certain non-audit services to audit clients. ^ ^. 
The new five-member board to oversee the accountingin- 
dustry is also potentially powerful-as long as it acquires __ 
members of the calibre of Paul Volcker, a former chairman of. __ 
the Federal Reserve Board, and Chuck Bowsher, a former 
Comptroller General, rather than a pack of industry poodles. __ 
Auditors have too often chosen to ignore skeletons in cor- | 
porate cupboards. A forthcoming survey by CFO, a sister mag: 
azine of The Economist, finds that auditors had challenged __ 
practices at 38% of respondents in the past year-but that in 
57% of cases, the company persuaded the auditor to acceptthe 
questionable practice. That is too many for comfort. E 
Yet audit reform, although crucial, is not enough. Too little _ 
in the new legislation will change behaviour. The desire to __ 
take action fast has resulted in missed opportunities. As Nell __ 
Minow, a corporate activist, likes to point out, federal law has 
much less to say on the duties of company boards than on day- __ 
care centres. Here was a missed chance to encourage statesto 
compete to protect shareholders’ rights with light but effective — 
rules, by allowing shareholders, rather than executives, to pick E 
the state in which a company is incorporated. D 
Here too was a missed chance to make it easier for share- — 
holders to put up candidates as board directors, and thus dis- 
courage powerful chairmen from choosing their suppliersand —__ 
golfing chums for the job. That would prevent the sort of thing 
that happened at Tyco, whose compliant board granted MrKo- 
zlowski a contract saying that conviction for a felony that did __ 
not directly injure the company would not be grounds for dis- 
missal. And here was a lost chance to infuse real transparency —__ 
and meaning into the role of institutional investors, by insiste = 
ing that they disclose their proxy votes. That would discour 
age behaviour such as that of Deutsche Asset Management 
which had a business relationship with Hewlett-Packard and 
switched its vote on the HP-Compaq merger in HP’s favour 
the last minute. 
Quick legislation is usually bad legislation. The Sarbanes 
act may be better than most. But its impact will be mild, com 
pared with two other forces. One is that of example. White-col 
lar crime rarely results in prison, still less in long sentences 
Simply seeing a few Cros go, handcuffed, to court has already 
had an electric effect in corner offices. The other is that of inv 
tors. It was investors, with their relentless hunt for double-digit 
earnings growth, who encouraged executive fiddling in the 
nal years of the stockmarket bubble. Now, when some comp 
nies have decided to treat stock options as expenses, the value 
of their shares has risen. Others have acquired new executive: 
who boast of their integrity. If the market comes to admire 
honesty, transparency and good corporate governance, exec 
tives will rush to acquire those characteristics. Even in moral 
ity, the market rules—in the end. & : 
















Surveillance and privacy 
Go on, watch me 


People are voluntarily surrendering their privacy 


EORGE ORWELL got it 
wrong-thank goodness. In 

the developed world, it is not 
the state that has ushered in a 
"Big Brother" society but society 
. A itself. Every day, people are 

NL adopting new technologies that 
** trade a small amount of their 
privacy for greater convenience and security: credit cards, 
smart cards in electronic tollbooths, customer loyalty cards, 
cash-withdrawal machines, and “cookies” on computers. As 
for surveillance cameras, they have become so widely ac- 
cepted that they have bred a genre of mass entertainment in 
the form of so-called reality Tv, some even using Orwell's 
phrase. In all these respects, it is individuals that are deciding 
to sacrifice privacy in exchange for something they want more. 
But are there hidden costs, that society as a whole ought to 
Worry about? After all, if governments were to suggest the use 
of some of these technologies, there would be a public outcry. 

Where the public wants security, the willingness to give up 
privacy is powerful. That bodes well for the companies hop- 
ingto sell personallocation technology to people who want to 
monitor the movement of their pets and loved ones (see page 
61). Worries about child abductions, for example, mean that 
people are likely to welcome such devices. Here, the loss of pri- 
vacy is fairly clear, although they may raise tricky policy ques- 
tions in future—such as, at what age does your unruly teenager 
have the right to remove her tracking chip? 

But the loss of privacy may be less obvious where people 
trade privacy for convenience. For example, later this year, a 
smart card will be introduced to bring about cashless travel on 
London's underground, buses and train services. Few of the 





Latin America's politics 


20m who use the capital's underground will realise that the 
card, which will work from inside a wallet or bag, will record 
their daily movements for billing purposes. Mobile-phone 
companies hold data on an individual's calls and movements. 
Shops hold details of purchases. Such companies frequently 
bleat that personal data is secure and inviolable. Yet the police, 
tax authorities and security services can usually gain access to 
such data to pursue an investigation or prosecution. 


Iknow what you did last night 

At the very least, data needs better protection from outside 
hackers and from those insiders with access to it. The Federa- 
tion of American Scientists reasonably argues that potential 
abuses of data-collection systems can and should be antici- 
pated and prevented. All data banks should have big penalties 
for unauthorised uses, as well as an oversight system such as 
an ombudsman or public review board. 

However, some think the toughest questions concern the 
minority who choose not to relinquish privacy for conve- 
nience or security, or to those who do not have that choice— 
such as illegal immigrants. Everyday life is already made 
harder for those who do not qualify for a credit card. If basic 
services become inaccessible to people who choose not to (or 
cannot) carry a credit card, smart card or mobile telephone, 
say, there could be protests and other political pressure. 

Such concerns, however, will weigh little on the many who 
feel that they have nothing to hide. If the price of freedomisin- 
convenience and insecurity, the truth is that most people 
would welcome these sorts of Big Brother. Paradoxically, only 
government, setting self-denying rules on the extent to which 
its agencies can use personal data gathered commercially, can 
protect civil liberties from an Orwellian fate. m 


A backlash against the free market? 


It’s not that simple. Latin Americans just want governments that perform 
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env 2t dently asserted that Latin 
es", America had turned its back on 
its tradition of political authori- 
tarianism and economic popu- 
lism, and was firmly set on a 
new course of democracy and 
free-market reform. Now, as 
economies throughout the region stumble, it is being just as 
confidently asserted that Latin America is turning again, back 
to its bad old ways. And why shouldn't it, given the failure of 
either democracy or the free market to deliver the political pro- 
gress and economic reform Latin Americans crave? 

In fact, this is a caricature. It is true that the average Latin 
American has many reasons to feel angry. The Argentine 


v 


economy is in ruins and Brazil's finances in disarray. This fol- 
lows several years of mediocre growth and rising poverty in 
many countries. Much of the region is emerging only uncer- 
tainly from recession. Many of the vaunted new democracies 
are riddled with corruption, and weakly led. But it is just too 
simple to blame all of this, as many do, on the supposed fail- 
ure this past decade of the region's experiment in “neoliberal” 
economics. For one thing, there has been no such experiment; 
none, any way, as uniform as the caricaturists say. 

Take two examples. Chile is one of the region's more suc- 
cessful economies. But it has kept a giant copper firm in public 
ownership and was slow to relax curbs on the right of foreign- 
ers to buy shares in Chile's firms. In Brazil, President Fernando 
Henrique Cardoso has pursued a social democratic policy, not 
a "neoliberal" one. Government spending in Brazil accounts » 
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> for around 40% of GDP (compared with 33% in the United 
States), and spending on education and health has risen. 

Nor is it self-evident that the region is responding to recent 
failures by lurching to the left. Rather, there is a tendency, natu- 
ral in democracies, to elect the opposition when governments 
fail. Even then, none of the demagogues vying to lead stricken 
Argentina looks like a shoo-in. Mexicans have plumped for Vi- 
cente Fox, best described as a Christian democrat, and Colom- 
bia for Alvaro Uribe, a conservative Liberal. 

It is true that a moderately left-wing candidate (Lula da 
Silva), and one who is sometimes described as populist (Ciro 
Gomes), head the opinion polls for Brazil’s October presiden- 
tial election. The next president may tinker with industrial 
policy, through selective tariff protection and subsidised 
credit. If the new IMF loan fails to calm investors, he may also 
face a choice between defaulting on the public debt and reduc- 
ing its value through a burst of inflation. But in the main no 
new president is likely to stray far from present policies. 

Indeed, nowhere in the region does there exist a mass 
movement calling for a return to the state-led economic na- 
tionalism that characterised the populists of Latin America’s 
past, such as Argentina's Peronists. Nor is one likely to emerge. 
In Venezuela, Hugo Chavez, who claims to be resisting “savage 
neoliberalism” (yes, it bites) by means of “Bolivarian revolu- 


tion", has made a poor fist of running his country, but even he 
has continued to privatise state firms and steered clear of capi- 
tal controls. Besides, the region's old-style populists came from 
the right, not the left, and appealed to a far less educated elec- 
torate than that of today. 

A new poll by Latinobarometro, whose results we publish 
on page 32, finds the average Latin American slightly right of 
centre, interested mainly in electing governments that work. 
Privatisation has certainly become unpopular across the re- 
gion, but that may be because so many privatisations have 
been marred by corruption or have merely transformed pub- 
lic monopolies into private ones. Where they have been well 
regulated, as in Chile and (mostly) Brazil, they have delivered 
better and cheaper services. 

None of this is to deny that after a wretched half-decade 
much of Latin America is in need of a set of policies capable of 
generating growth. But there is little sign that its people think 
they can achieve this by harking back to the failed policies of 
the past. This, at least, is a source of comfort. Nor, yet, is there 
much evidence of a retreat from democracy. Building democ- 
racy amid poverty is not easy; in some places, it might still 
break down. But Latin Americans are learning to separate the 
performance of their governments from the desirability of de- 
mocracy itself. That, too, gives modest grounds for hope. m 





Health care in poor countries 
Cheap cures 


Donors should give more, but the poor should spend what they have more rationally 


OU can't put a price on hu- 

man life. From this truism 
springs one of the most harmful 
delusions of the modern 
world—that when public 
money is spent on life-saving 
medical care, no account should 
be taken of the cost. Given that 
demand for health care is almost infinite, while budgets are 
sadly finite, it makes sense to start by spending money on in- 
terventions that save a lot of lives, cheaply. If good public 
health is the goal, treatments that save fewer lives at greater 
cost should receive lower priority. 

This may seem stunningly obvious, butitis rarely practised 
with much rigour. In poor countries, the consequences can be 
calamitous. When health spending is as little as $10 per per- 
son, per year, as in much of sub-Saharan Africa, and the gov- 
ernment blows half the budget on a fancy new hospital in the 
capital, this may mean that rural clinics, which serve a much 
larger and needier population, run out of cheap, life-saving 
drugs. Irrational budgeting kills. 

Health-care systems have long been vulnerable to capture 
by elites. In Europe, the middle classes get more out of nation- 
alised health services because they are pushier than the poor. 
In the same way, the much smaller elites in poor countries 
make sure that health budgets are spent disproportionately in 
cities, and on expensive, high-tech fixes for rich people's ail- 
ments, such as cancer and heart disease. 

A recent experiment in Tanzania illustrates how quickly 
public health can improve when budgets are spent more ratio- 





nally (see pages 20-22). In a large rural area, researchers took 
the trouble to find out which diseases caused the most death 
and disability. They discovered that the amount of public 
money they had been spending to fight each condition bore 
no relation to the burden it imposed on the population. So, 
with a tiny extra infusion of cash (only 80 cents per person, per 
year), they redirected money towards the diseases that caused 
the most suffering but were cheapest to treat. Infant mortality 
then fell by an amazing 28% in a single year. 


Following the Tanzanian model 
Not all developing countries will be able to achieve such dra- 
matic results. The starting point in Tanzania was that one child 
in ten was dying before his first birthday, so there was plenty 
of room for improvement. In, for example, much of Latin 
America, improvements will come more slowly because 
health budgets are less distorted to begin with. Over the past 
two decades, reforms have directed resources away from the 
middle classes and towards primary care for the poor, with 
encouraging consequences. At the other end of the scale, some 
countries, including several of Tanzania's neighbours, need to 
end their civil wars before they can rebuild, let alone reform, 
their health-care systems. | 

Despite these caveats, most governments could save many 
more lives by spending their health budgets more sensibly. By 
and large, they should focus more on low-tech treatments, not 
just on high-tech ones. | 

This idea will have many opponents. Politicians will argue 
that it is tantamount to telling poor countries to remain tech- 
nologically backward. Aid donors, who should support it, > 
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> have generally failed to do so in the past. Too often, they have 
paid more attention to glamorous diseases with high-tech 
treatments than to mundane ailments that can be dealt with 
more simply. For example, a large chunk of aid is earmarked 
for fighting Arps, in part because defeating this scourge is a no- 
ble cause, but also because fashionable people still die of it in 
the West, and fashionable people are loudly involved in the 
campaign to jostle western pharmaceutical firms into lower- 
ing the price of complex antiretroviral drugs for Arps sufferers 
in poor countries. That is well and good. But do not neglect 
cheap, unglamorous life-savers, such as rehydration salts to 
stop children dying of diarrhoea, and bed-nets to keep malar- 
ial mosquitoes at bay. 

Cheap and cheerful applies to medical personnel, too. 
Many developing countries spend too much training special- 
ists, and not enough on nurses and paramedics. In countries 
such as Ghana, one of the biggest health-care headaches is 


that many doctors and nurses emigrate in search of fatter pay 
packets in rich countries, some of whose governments ac- 
tively poach them. Paramedics, who can handle most cases, 
are cheaper to train than doctors, and less poachable, too. 

No matter how efficiently it is spent, $10 a head will never 
be enough to buy adequate health care. Poor countries will 
eventually need to spend at least $30-40, by one reputable esti- 
mate, which is beyond most African countries’ means. Since 
last year, rich-country donors have pledged $2.1 billion to a 
body called the Global Fund to fight Arps, tuberculosis and 
malaria, which would help, but only around $300m has so far 
materialised. Donors should be more generous. Poor coun- 
tries, meanwhile, should reassure them that they will give pri- 
ority to scaling up the most effective interventions. A good 
start would be to carry out the kind of surveys that told rural 
Tanzanians which diseases hurt them the most. Evidence can 
often be the best medicine. m 





British insurance 


Too much of a good thing 


Should British insurers be forced to invest less in equities? 


ARREN BUFFETT, the 
head of an insurance- 
' heavy conglomerate, likes to 
quote Mae West, who famously 
maintained that you cannot 
žo have too much of a good thing. 
|; That's just how British insurers 

== X saw it during the 1990s. As the 
stockmarkets rose, e, British i insurers put more and more of their 
assets into shares. On average, half their assets are now in eq- 
uities; some insurers are 80% in equities. As stock prices rose, 
so did the value of the insurers' assets; and the bigger their as- 
sets, the more they grew by taking on new, riskier business. 
Their shareholders thought this strategy was just fine, and 
during the bull market Britain's life insurers outperformed not 
justthe British stockmarket but also insurers in countries such 
as America where regulations prevent them from investing 
heavily in equities. 

Now British insurers are feeling the consequences (see page 
46). Royal 8 Sun Alliance's shares have lost three-quarters of 
their value since the beginning of the year; shares in Aviva 
(formerly cenu) have fallen by 40% in the last eight months. 
Policy-holders are also paying the price. Rates for some of the 
insurance that employers are legally required to buy have 
risen six-fold. Life insurers have reduced payouts and imposed 
hefty penalties on those who try to cash in their policies early. 
Some life businesses, such as Equitable Life and, more re- 
cently, Royal & Sun Alliance, have closed for new business. 

None of this should much concern anybody other than the 
insurers' shareholders, customers and an increasing number 
of lawyers, were it not for a broader worry. One consequence 
of the insurers' enthusiasm for equities is that they now own 
about a quarter of the British stockmarket. That makes them 
the largest single group of investors in British shares. If they 
are forced to sell equities en masse, they could push down the 
whole market, which would further depress the value of their 
assets, and so on downwards. The lower the market, the 






greater the risk. Analysts at Schroder Salomon Smith Barney, 
an investment bank, estimated in a recent report that if the 
FTSE 100 remains below 4,000 for a sustained period, about 
one-quarter of British life-insurance funds would be in trou- 
ble. If it were to remain below 3,600 for some time, about 
three-fifths would. 

Some governments, worried about this systemic risk, regu- 
late the way insurers invest. In Germany, for instance, insurers 
are allowed to invest only 35% of their assets in shares. In Can- 
ada, the threshold is a tenth. In America, as a result of regula- 
tion, life insurers invest on average a mere 4% of their funds in 
equities. 


Boring is best 

Should Britain adopt such regulations? Probably not. Regula- 
tions often have unintended—and adverse—consequences. 
One result of America's rules is that American insurers are 
heavily invested in corporate bonds, which has exposed 
many of them to the troubles of companies such as World- 
Com, Kmart and Dynegy. 

What's more, there should be enough flexibility in Britain's 
existing regulatory regime to allow the Financial Services Au- 
thority to stave off the risk of fire-selling of equities. The FSA 
can relax the statutory solvency requirement for insurers—the 
"resilience test" which is intended to ensure that insurers have 
enough assets to cover their liabilities—if it is worried about 
the markets. The resilience test has already been relaxed three 
times in the past year, and there is room to relax it further. 

It is managers and investors, not the government, who 
should learn from the insurers' troubles. Companies whose 
businesses require them to pay out regular, large amounts of 
cash should keep a good chunk of their assets in something 
less volatile than equities. A short-term rise in the value of 
your assets, way above the long-term return, does not mean 
you should increase your liabilities by taking on lots of dodgy 
new custom. Insurance is a boring business, and should stay 
that way. m 

















FEDERAL REPUBLIC OF NIGERIA 





NATIONAL COUNCIL ON PRIVATISATION —— 
INVITATION FOR EXPRESSION OF INTEREST AS CORE INVESTORS IN 





NATIONAL FERTILIZER COMPANY OF NIGERIA LIMITED. NAFCON) 


SUBMISSION OF EOIs EXTENDED TO SEPTEMBER 2ND 2002 


Further to the on-going privatization programme, the National Fertilizer Company of Nigeria 
(NAFCON) which is 100% owned by the Federal Government of Nigeria is ready for sale to core 
investor who will turn it around. 


The Federal Government of Nigeria through the National Council on Privatisation (NCP) hereby 
invites prospective core investors to express interest in the acquisition of 51% equity in the 
company. 


NATIONAL FERTILIZER COMPANY OF NIGERIA LIMITED (NAFCON) 
NAFCON Plant was established in 1981at Onne, Port Harcourt, Rivers State in the southern 
part of Nigeria. It started production on July 15, 1987. NAFCON is the first and the largest 
modern nitrogenous fertilizer complex, not only in Nigeria, hut also in West Africa. The plant 
comprises of four main production facilities with their installed capacities as follows: 


Ammonia 1000 M/T per day 
Urea 1500 M/T per day 
NKP 1000 M/T per day 
Bulk Blending — 1000 M/T per day 


The plant is currently undergoing major rehabilitation. 


3, 


In order to be pre-qualified, prospective investors must possess verifiable evidence of Technical, 

Managerial and Financial capability including, but not limited to the following: 

a Record of successful investment and management in Fertilizer industry. 

a Ample financial resources to turn around and improve the plants thus enhancing their value 
to Nigerians. 

Interested investors should indicate their interest by providing the following documentation and 

information: 

xw Full name of the company and the contact person, postal address, telephone number, fax 
number and e-mail address; 

a Ownership structure; 

a Name(s) of major shareholders; and 

s Percentage shareholding: 


5. 


Audited F inancial Statement for the last 3 years and most recent Management Accounts; 
Technical and Operational Capabilities; 

Number of years in the Fertilizer industry including local and international experience. 

List of plants owned or managed by the firm. 

Composition and profile of Management Team showing qualification, years of experience in the 
fertilizer and related industry. 

a Evidence of ample financial resources, 
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Upon receipt of Expressions of interest from interested investors, the National Council on 

Privatisation (NCP) shall evaluate and pre-qualify applicants. Thereafter, pre-qualified applicants 
would be issued an Information Memorandum on the company upon the payment of $15,000 in. 
bank draft payable to the Bureau of Public Enterprises. Details of the bidding procedure shall be 
contained in the Information Memorandum. 


All enquiries should be directed to: 


MRS. IRENE N. CHIGBUE 

Director (industry & Manufacturing) 
Bureau of Public Enterprises (BPE) 
1, Osun Crescent 


Off Ibrahim Babangida Way Maitama 

PM.B. 442, Garki 

Abuja, Nigeria. 

Tel: 234-09-8700068 
234-09-4134664 

Fax: 254-09-4134564 

E-mail: ichigbuec?bpeng org 

WebSite: — http://www bpeng.org 


All expressions of interest must be submitted in a sealed envelope to the above address and marked “ROI 
NATIONAL FERTILIZER COMPANY OF NIGERIA not later than 2nd September 2002 by 5:00pm at Room: — 
124 of the Secretariat of the Bureau of Public Enterprises, 1, Osun Crescent, Off Ibrahim Babangida Wag 


Maitama, Abuja. 


FEDERAL REPUBLIC OF NIGERIA 


NATIONAL COUNCIL ON PRIVATISATION 
INVITATION FOR EXPRESSION OF INTEREST AS CORE INVESTORS IN 
FEDERAL SUPERPHOSPHATE FERTILIZER COMPANY LIMITED (FSFC) 
SUBMISSION OF EOIs EXTENDED TO SEPTEMBER 2ND 2002 


Further to the on-going privatization programme, the Federal Superphosphaie Fertilizer Company 
Limited 100% owned by the Federal Government of Nigeria is ready for sale to core investors who 
will turn it around. 


The Federal Government of Nigeria through the National Council on Privatisation (NCP) hereby 
invites prospective core investors to express interest in the acquisition of 519; equity in this 
company. 

FEDERAL SUPERPHOSPHATE FERTILIZER COMPANY LIMITED (FSFC) 


FSFC situated in Kaduna State the northern part of Nigeria was established in 1973 to produce 
160,000 metric tonnes of single superphosphate per annum. The company has built a 
30,000 ton per annum Aluminium Sulphate plant in 1990. The plant is currently 
operational. 


5. In order to be pre-qualified, prospective investors must possess verifiable evidence of 
Technical, Managerial and Financial capability including, but not limited to the following: 


» Record of successful investment and management in Fentilizer industry. 
w Ample financial resources to turn around and improve the plants thus enhancing their 
value to Nigerians. 


4. Interested investors should indicate their interest by providing the following documentation 
and information: 
a Full name of the company and the contact person, postal address, telephone number, fax 
number and e-mail address; 
s Ownership structure; 
-æ Name(s) of major shareholders; and 
e Percentage sharchoiding, 
s Audited Financial Statement for the last 5 years and most recent Management Accounts; 
a Technical and Operational Capabilities; 
s Number of years in the Fertilizer industry including local and international 
experience. 


MRS. IRENE N. CHIGBUE 

Director (industry & Manufacturing) 
Bureau of Public Enterprises (BPE) 
i, Osun Crescent 


e — Listof plants owned or managed by the firm. : 
» Composition and profile of Management Team showing qualification, years of experience 

in the fertilizer and related industry. | 
s Evidence of ample financial resources. 


Upon receipt of Expressions of interest from interested investors, the National Concio on x 
Privatisation (NCP) shall evaluate and pre-qualify applicants. Thereafter, pre-qualified 
applicants would be issued an Information Memorandum on the company upon th 
payment of $15,000 in bank draft payable to the Bureau of Public Enterprises. Details of the 
bidding procedure shall be contained in the Information Memorandum. 


5. Alenquiries should be directed to: 


Off Ibrahim Babangida Way Maitama 
PM.B. 442, Garki 


Abuja, Nigeria. 


Tel: 234-09-8700068 
234-09-4134664 

Fax: 234-09-4134664 

E-mail: ichighbue (i bpeng org 

Web Site: http: www. bpeng.org 


All expressions of interest must be submitted in a sealed envelope to the above address and marked 


“FEDERAL SUPERPHOSPHATE FERTILIZER COMPANY LIMITED" not later than 2nd September 2002 by : 


5:00pm at Room 124 of the Secretariat of the Bureau of Public Enterprises, 1, Osun Crescent, Off 


Ibrahim Babangida Way Maitama, Abuja. 



































SIR - You are to be com- 
mended for your coverage of 
corruption in Kazakhstan 
(“The rot in Kazakhstan”, July 
27th). I would like, however, 
to clarify the nature of "Pub- 
lish What You Pay", the pro- 
posal I support and to which 
you refer. 
~ Iamnotcalling for energy 
and mineral companies to 
agree on a voluntary "code of 
conduct" but rather for regula- 
tions that would require these 
companies to disclose net pay- 
ments to entities in develop- 
ing countries as a condition of 
being listed on major stock ex- 
changes. Such disclosure 
would not solve the problem 
of corruption in resource-rich 
== developing countries. How- 
+ ever, it would empower the 
- citizens of those countries to 
hold their governments ac- 
countable for the use of state 
-revenues obtained through re- 
"source extraction and promote 
- improved governance of state 
. income. “Publish What You 
|. Pay" is supported by a grow- 
ing coalition of more than 60 
international NGOs. 
GEORGE SOROS 
| New York 

























SIR - Your article about New 
:: York city’s recycling pro- 
gramme focuses almost exclu- 
sively on its costs in the 
itext of New York's fiscal 
(“Waste of time”, July 
th). While the challenges in 
lew York are daunting, the 
,700 communities in Amer- 
a with kerb-side recycling 
rogrammes are making con- 
iderable progress in provid- 
ng this relatively new public 
ervice in the most cost-effec- 
tive manner possible. The na- 
‘tional recycling rate for 2000 
“was 30%, a couple of percent- 
age points up from the year 
_ before-still a positive sign. 

The Environmental Protection 

Agency's "Innovations Blue- 
print on Recycling, Retail and 
Resource Recovery" i isde- 
signed to raise the recycling — 
rate to at least 35% by 2005. 
. Citizens strongly support - 
this programme because they 
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: ‘Don’t rubbish recycling 


" understand recycling’s many - 
positive attributes, including 
conserving natural resources, 


reducing pollution and pre- 
serving disposal capacity. Re- 
cycling is also an engine of 
economic development. A re- 
cent analysis of the recycling 
and reuse industry in America 
found that it employs over 
1.1m people and brings in over 
$236 billion in annual reve- 
nues. While these benefits do 
not necessarily translate into 
direct economic advantages 
for the local communities 
where materials are collected 
there are significant national 
and global benefits, both envi- 
ronmental and economic, 
from recycling. 

CHRISTINE TODD WHITMAN 
Administrator 

Environmental Protection 
Agency 

Washington, DC 


View across the strait 


SIR - Your interpretation of 
the situation between Taiwan 
and China is oversimplified 
and misleading (“Full of 
sound and fury", August 
10th). In the past two years, 
President Chen Shui-bian 
showed moderation towards 
China and the Chinese leader- 
ship reciprocated with a soft- 
ening of its positions. China 
allowed members of the legis- 
lature representing Mr Chen's 
Democratic Progressive Party 
to visit the mainland recently 
and relaxed conditions for ne- 
gotiations about direct com- 
munications. Even China's 
response towards Mr Chen's 
call for a referendum on Tai- 
wan's sovereign status has 
been remarkably muted. 
Many polls in Taiwan have 
shown that the majority of 
the population favour main- 
taining the status quo rather 
than immediate reunification 
with China or a declaration of 
independence. Mr Chen real- 
ised that his record on the 
economy did not warrant his 


re-election and took the easy 
—. Way to attract votes. However, 
= itis reckless and irresponsible 
_. fora sitting president to pro- 
5 -vokea powerful neighbour in 
 -anappealforthe votes of an 


extreme minority. An interna- 


-tional newspaper like The 





Economist should not encour- 
age such dangerous acts. 

FRED LI. 

Taipei 


Friends of the Boss 


SIR - I count myself as a lib- 
eral-minded fellow and 
would usually raise nary a 
whimper at your challenging 
ideologies, both secular and 
religious, but Lexington (Au- 
gust 3rd) goes too far. Bruce 
Springsteen "corny"? His mu- 
sic “a little schmaltzy"? Shame 
on you. Castigate, if you will, 
the religions of the world but 
question not the faith of its 
people. 

NICK WILLS-JOHNSON 

Perth, Australia 


SIR - Lexington informs us 
that the “best song" from Mr 
Springsteen's new album is 
*You're Missing". It is hard to 
know which is worse: a politi- 
cal journalist telling me what 
rock music is best or a rock 
musician telling me what poli- 
tics is best. 

ANDREW TAIT 

Leiden, The Netherlands 


Hit by the Rock 


SIR - The Treaty of Utrecht, 
giving Gibraltar to Britain, was 
unequal (“In defiance of de- 
mocracy”, August 3rd). It was 
not a commercial transaction; 
Spain had just suffered a 
bloody war. Britain retained 
the Rock because of its strate- 
gic situation. Today, with sat- 
ellites and NATO membership 
for both Spain and Britain, this 
should not be so important. 

Agreed, Gibraltar’s people 
(like those in the Spanish cities 
of Ceuta and Melilla in North 
Africa) should be free to 
choose their future. The pro- 
blem is that Gibraltar’s future 
is based mainly on activities 
damaging to Spain. No doubt 
many of Gibraltar’s busi- 
nesses practice legal activities 
but some of the 75,000 com- 
panies registered there special- 
ise in tax evasion and drug 
trafficking. Many others sur- 
vive thanks to the special no- 
tax regime of the territory. 





















After Septem- 
ber 11th there : are no untouch- _ 
able rights for dubious 
business models. - 

ALEJANDRO VIGIL 

Madrid 


The price of happiness 


SIR - The question is not 
whether money can buy hap- 
piness but how much money 
it takes (“Subtract rows, add 
sex”, July 27th). Paul Samuel- 
son, in his famous economics - 
textbook, presents an equa- 
tion: happiness equals con- -> 
sumption divided by desire. . — 
At first glance crassly material- 
istic, this equation can also de- 
scribe Buddha-like levels of 
serenity. Reduce your desire to 
zero and happiness becomes 
infinite. 

Similarly, I derive great 
happiness from the assertion 
that it would take £170,000 
($260,000) a year to offset the 
loss of well-being my wife 
might suffer should I leave her 
a widow. In net-present-value 
terms this amounts to about 
£3m. Since my various life-in- 
surance policies and other as- 
sets are worth only a small 
fraction of this sum, I go to 
bed easily, knowing that she 
has no incentive to murder me 
in my sleep. 

CHARLES KRAKOFF 
Amman, Jordan 


SIR - If marriage yields 
£60,000 of happiness a year 
and widowhood deducts 
£170,000, then it is indeed far 
worse to have loved and lost 
than never to have loved at all. 
ROSS FRISBIE 

Philadelphia W 


Correction: A letter in the edition of 
June 22nd from Muhammad Yunus of 
Grameen Bank contained a phrase 
saying that the bank was "audited every 
two years by an audit firm of 
international repute". In fact, this 
should have said that it was audited 
every year by two internationally 
reputed audit firms. 








siness School 





With 6,500 staff, 11,000 students and a turnover of c.£400m, imperial 
College is the UK's premier specialist institution devoted to Science, 
Technology and Medicine. Founded in 1987, the Business School 
has achieved international recognition for its research activity and 
. teaching programmes particularly in Entrepreneurship, Finance and 
-Health Management, The School has over 50 faculty and one of the 
-. largest doctoral programmes in the UK. Early 2004 will see it move to 
 anew £27m purpose built home in Exhibition Road, London. We are 
now beginning the search process for a new Principal. 


The major objectives of the new Principal will be: 
e to establish the Imperial College Business School as a world class 
institution; 


e to build close external relationships and spearhead funding initiatives; 


è to exploit the synergies offered by the School's location within 
the College; 


e to attract the most eminent Faculty and to grow the School; 
e to attract top students worldwide and to provide them with 
challenging educational experiences and great careers. 


ideally you will be a creative visionary with academic credibility and 
entrepreneurial flair. With proven networks, you may have a 
background in either the academic or business sectors. 

Further particulars of this appointment may be obtained from: 

Mr Chris Gosling, Director of Human Resources 

email address: c.gosling@ic.ac.uk 


Closing date: Monday, 30 September 2002. 


The College is committed to equality of opportunity. 





We auld like to recruit 


Professors, Associate Professors, and Assistant Professors in 


* Finance 

* Strategy 

* Marketing 

* Áccounting 
* Operations 


* Entrepreneurship 

* Information Systems 

* Organisational Behaviour 

* Economics and Public Policy 


Candidates must have a PhD / DBA from a reputed institution, excellent research 
skills, the ability to teach well, and a strong interest in institution building. 


| 


Indian School of Business 

The ISB is a research-oriented international business school, funded by private 
corporations and individuals. We have formal affiliations with the Kellogg $ School of 
Management, The Wharton School, and London Business School. We started our 
second one-year Post Graduate Programme (equivalent to an MBA) in May 2602, 
with 170 students, Existing plans are to ramp up to 500 students over the next few 
years, We also offer open enrolment and customised Executive Education Programmes. 


Professor Vijay Mahajan is the Dean of the ISB. He also holds the John P Harbin 
Centennial Chair in Business at che McCombs School of Business, The University 
of Texas at Austin. 


The ISB aspires to be a thought leader in management education and 
rescarch, with particular emphasis on issues relating to emerging 
markets, To achieve this ig we are setting up centres in 

the areas of Entrepreneurship, Technology, 
Finance, Strategic Marketing, Emerging 
"Markets, and Leadership & Change 
Management, The centres will 
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provide faculty with the contacts, data, financial resources, and logistical support 
for research and pedagogy. 


The School provides opportunities for collaborative research with leading 
academics from our partner schools and other reputed business schools. In addition: 00 
to an intellectually stimulating environment, we have world-class infrastructire coo} 
including high-speed data networks, ER n HE facilities, and a Learning | 5 
Resource Centre that has access to global databases. 









Attractive facilities and benefits iu 

Faculty members at the ISB enjoy excellent residential and recreational facilities ISSN 
on the sprawling 250-acre campus. The vibrant city of Hyderabad, the emerging. 
Silicon Valley of India, has a reputed international school for children and offers 
many opportunities for rwo-career families. ie 


The ISB is an equal opportunity employer, and aims to create a faculty thar ig 7] 
diverse in nationality and gender. We offer a highly competitive compensation 
package. Facilities for travel to attend conferences are at the same level as most =; 
top- rated international schools. Faculty ar the ISB are governed by our tenure- 
based promotion system. 


Please send in your applications to faculty... e edu or mail them to ` 

Savita Mahajan, Director, Office of the Dean, Indian School of Business; | 

[SB Ca. Gachibowli, Hyderabad, India ~ 500 019. 
Fax: 91. -40-3007012 





heat & Action 


Vision & Leadership 









"United Nations Development Programme 


UNDP is the UN's global development network, advocating for change. and connecting 2 
.countries to knowledge, experience and resources to help people build a better fife. We are 
con the ground in 166 countries, working with them on their own solutions to. global and 
“national development challenges. As they develop local capacity, they draw on the people 
-of UNDP and our wide range of partners. 


-The United Nations Development Programme under the general direction of the Resident 
Representative in Russia, is seeking a qualified, experienced 

















Deputy Resident Representative 






to follow up on the supervision of the liaison offices, focus on the programme management, 
_ supervise the efficient and effective implementation of the UNDP programme in Russia, The 
"Deputy Resident Representative will manage the operations encompassing all aspects of 
“financial, human resource, security issues, provide guidance on Resource Mobilization 
- modalities, acts as the focal point for the hub functions of the Moscow office and for the 
“regional offices, and liaisons with the relevant government authorities as well as with the 
„regional authorities. 

E Qualification: 

^* "Postgraduate degree in development related fields preferably Economics, Public or 
Business Administration with a strong understanding in Information Systems. At least 5 

7 years at the national level. At least 5 - 10 years of increasing responsible crofestianal 
experience in the field of development at international level. 


















































.* Working experience in countries in transition is desirable in particular given the central 
role that the Moscow office can play in the network of CIS country offices. 

* Experience of development work, initiative and sound judgment, dedication to the UN 
principles and demonstrated ability to work harmoniously with persons of different 
nationalities and cultural background; ability to work under conditions of extreme 
pressure and difficult living conditions. 





: ie Practical experience in UNDP country office with a mix of core and non-core funding 
[| and programming modality. 

{e Practical experience in human resources management and demonstrated training 
capacity in the development cooperation in general and UNDP programme and country 
office management in particular. 


7] "tanguage requirements: 
+ Full working, knowledge of English, working knowledge of Russian is a distinct asset. 
Applications should be sent to Leonor Lee (leonor.lee&undp.org) no later than 5 September 2002 


United Nations Development Programme 






UNDP is the UN's global development network, advocating for change and 
connecting countries to knowledge, experience and resources to help people 
build a better life. We are on the ground in 166 countries, working with them 

. on their own solutions to global and national development challenges. As they 

| develop local capacity, they draw on the people of UNDP and our wide range 
“cof partners. 


AUDIT SPECIALIST 
The leading United Nations Agency in the field of population is currently 


seeking intelligent, motivated people to play an important role in our 
continued success. 






‘You will be carrying out analysis and other tasks related to the audit of 
nationally executed projects as well as management audits of country offices. 


:-. To qualify, you must have: 


a post-graduate degree in auditing, business administration, commerce 
the ability to work independently 

the ability to travel extensively 

strong supervisory and MS Office skills 

8+years audit related experience 

CPA or CA designation 

proficiency in English 

proficiency ín French or Spanish 






UNFPA offers an attractive compensation package commensurate with 
experience. If your background and competencies match our requirements, 
" please provide a detailed curriculum vitae including your qualifications, 
experience, language skills and contact information (telephone, fax, and/or e- 
mail, together with a sample of written work, to: Carole Dumaine, Chief 
UNFPA Audit Section, (OAPR), One United Nations Plaza, Room DC-1-444, 
New York, NY 10017; Fax:212-906-6413; e-mail:carole.dumaineGundp.org. 


Qualified female applicants are especially encouraged to apply. 





Deadline for applications is 21 August 2002 


A Prem remem al C 


. The United Nations Secretariat is seeking: highly: qualified individuals for employment: as s junior pro- | 
fessional. officers. (P-2 level}. For this purpose, a competitive examination will be held in cary 
February 2003.in the following occupational fields: —— whos 
Economics . Finance - information. Technology . 
Legal Affairs - Library - Statistics . 


The competitive examination will be opened for the nationals of the following countries: 














Afghanistan Greece Niger | 

Andorra Guinea Oman 

Angola Guinea-Bissau ee 

Antigua and Barbuda tran Qatar 

Australia Iraq Republic. of Korea 
Bahrain israel Samoa : 
Benin. italy eee Tome and Principe | 
Botswana Japan od abana’ D 
Brunei Darussalam iechtenstein olomon Islands 
Comoros Maldives Sona 

Congo Marshall Islands Turkey 

Cyprus Mauritania Tuvalu 

Dem Rep of the Congo Mauritius U.S.A. 

Djibouti Mexico Uzbekistan 
Equatorial Guinea Monaco Vanuatu 

France Mongolia Yemen 

‘Gabon Mozambique 

Germany Namibia 


in order to qualify for the examination, one must meet all of the following requirements: 


i. Be a national of one of the countries listed above. 

. Be no ls than 32 years old as of 31 December 2003 (should be born on | January 1971 

or after i 
. Have at least a first-level university degree relevant to the occupational field mentioned above | 
that one would like to take the examination in. 

. Be fluent in either English or French, the two working languages of the Secretariat. 

Aids of additional official languages of the U.N. (Arabic, Chinese, Russian, Spanish) is an 
advantage 


All those who believe in the purposes and ideals of the United Nations and who wish to partici- 
pate in the competitive examination are encouraged to apply. 


To receive full consideration, applications should be received by 20 September 2002 by the 
Examinations and Tests Section at the United Nations in New York (acceptable by e-mail, fax or mail). 
Detailed information and application forms may be obtained from the Internet 
(www.un.org/Depts/OHRM/examin/exam.htm) 
or from below: 

United Nations 
clo pecus Unit, 3-B-20 
2003 NCRE, Room S-2575E 
Examinations and Tests Section/OHRM 
New York, NY 10017, U.S.A. 


Fax: (*1) (212) 963-3683 
E-mail: OHRM-NCE2003@un.org 


Application forms may also be obtained from some UN regional offices. 
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WWF's mission is to stop the degradation of the planet's natural 
environment and to build a future in which humans live in harmony 
with nature, by: conserving the world's biological diversity; ensuring 
that the use of renewable natural resources is sustainable; promoting 
the reduction of pollution and wasteful consumption. 

































T WÀ 
WWF 
WWE is one of the world's largest independent conservation organizations. WWE- 


India, the country's premier non-government conservation organization is seeking a: 


[SECRE TARY GENERAL & CHIEF EXECU TIVE OFFIC E R 
to be based in Dethi, India 






The main responsibilities of this position are to: 

act as chief spokesperson for WWF-India at the highest levels: 

* ensure the strategic development of WWF-India's conservation programme; 

to raise funds internationally through the WWF family and through 

multi-lateral agencies; 

direct and improve WWF-India's operations and management systems; 

lead the strategic approach for conservation partnerships and fundraising; 

plan and monitor the WWF-India budget to ensure fiscal discipline; 

oversee and improve Human Resources, financial and audit systems; 

manage other major administrative and management issues 

including Communications, Law and Trade. 

The main requirements for this position include: 

* a proven track record of senior management with special emphasis on financial, 
human resources and systems management; 

* good understanding of how the private sector, business and industry operates; 

* effective negotiator with experience in high level contractual and legal matters; 

strong ability to lead and interact at ali levels of an international, multicultural 

and multilingual organization; 

strong interpersonal skills, good spokesperson with well developed presentation 

skills; 

excellent written and oral communication in English, other languages an advantage: 

a dynamic and adaptable personality with an aptitude towards resolving problems 

and building consensus; 

a strong commitment to the purpose of the organization; 

experience and understanding of both private business and non-governmental 

organizations will be an advantage. 


* 


* 
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* 


* 


* 


If you are interested in applying for this position, please send a covering letter with a 

čv. io Mr Jamshyd Godrej, President, WWF-India, C/o Godrej & Boyce Mfg. 
Co. Ltd., Pirojshanagar, Vikhroli, Bombay- 400 079 (INDIA), 

fax number +91-22-5961555, e-mail at jngodrej @ godrej.com 


The closing date for applications is Monday 16 September 2002. 
The Economist August 17th 2002 . 
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Japan Strategic Forecast 
Hear expert predictions concerning: Tokyo, Sep 4th 2002 


* The shape of the global recovery and risks of another recession 
* Policy shifts and their impact on Asia's outlook 
* Economic performance and corporate priorities across Asia 





Ask for more details today! Fax this form to (852) 2802 7007 
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For 80 cents more 


MOROGORO 


Even a tiny health budget, if spent well, can make a difference 


SMALL Tanzanian child started to 
shake uncontrollably. Fortunately, 
she was in a clinic, where the doctor 
guessed immediately that she was in the 
grip of malarial convulsions. Unfortu- 
nately, her mother believed that the con- 
vulsions were caused by evil spirits, and 
that if the doctor gave her daughter an in- 
jection to calm her, those spirits would es- 
cape through the needle-hole and possess 
more victims. So she swept her daughter 
up in her arms and ran out of the clinic. 
The clinic staff were horrified. They 
knew that, if the child was taken back to 
her village, she would be subjected to the 
traditional “cure” for convulsions: she 
would be placed under a blanket, and 
made to inhale the smoke from burning el- 
ephant dung until she passed out. This 
would probably not address the underly- 
ing cause of her sickness, namely the mil- 
lions of malarial parasites cavorting in her 
bloodstream. So they chased after the 
mother, and persuaded her to return to the 
clinic by promising that her daughter 
would not be given an injection. Instead, 


they gave her a tranquilliser, Valium, via a 
suppository. When the shaking stopped, 
they were then able to give her quinine to 
tackle the parasites, and she was cured. 

Delivering medicine to the world’s 
poorest people is a challenge. Hot, poor 
places such as Tanzania have many mi- 
crobes but microscopic health budgets. 
Dangerous myths deter many sick rural 
folk from seeking medical help. Even if 
they do seek help, it is often unavailable, 
for they do not have the money to pay for 
it, and their government rarely has the 
money to give it to them free. Because they 
cannot afford adequate health care, poor 
people are sick a lot of the time. And be- 
cause they are sick a lot of the time, they 
find it hard to put in the long hours of pro- 
ductive labour that might make them less 
poor-it is hard to weave, sow or haggle 
when you are shivering with fever. 

Last year, a group called the Commis- 
sion on Macroeconomics and Health 
(CMH), which is backed by the World 
Health Organisation, called for rich na- 
tions to donate an extra $27 billion a year 





towards grappling with poor countries’ 
health problems. It is an excellent idea, but 
there seems to be little chance that such a 
vast sum will actually be raised. All hope is 
not lost, however. A recent experiment in 
Tanzania has shown that a small health 
budget can go a long way, provided that 
the money is spent with care. The results 
are so striking that they are worth examin- 
ing in detail. 


Poor and sick, but hopeful 
By any standards, Tanzania is poor. Last 
year its 35m citizens divided between 
them a national income of $9 billion— 
roughly half what Americans spent on 
wallpaper. Most breadwinners win bread 
with their bare hands. On the beach in Dar 
es Salaam, the main commercial city, 
women gather shells and grind them with 
crude pestles to sell as a mixer for chicken- 
feed. Rural livelihoods are yet more pre- 
carious, which is why the Tanzania Essen- 
tial Health Interventions Project (TEHIP), a 
joint venture of the Tanzanian health min- 
istry and a Canadian charity called the In- 
ternational Development Research Centre 
(1DRC), was conducted in the countryside. 
Two rural districts were chosen, Moro- 
goro and Rufiji, both to the west of Dar es 
Salaam, and with a combined population 
of about 700,000. Typically for rural Tan- 
zania, these areas combine tranquillity 
and staggering natural beauty with an al- 
most complete absence of cash. Coconut 
palms glisten in the morning mist, dazzling 9 


ww 
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sunlight plays on green-cloaked moun- 
tains and every ten-dollar shack has a mil- 
lion-dollar view. People in Morogoro live 
much as they have since agriculture first 
reached Tanzania. They grow starchy veg- 
etables. They eat them. If they produce a 
couple of surplus sacks, they sell them for 
a few shillings, which they spend on such 
luxuries as second-hand flip-flops. 

Five years ago, annual health spending 
in Tanzania was about $8 a head. This fig- 
ure includes an estimate for the annual- 
ised value of trained staff and buildings 
devoted to health care. In Morogoro and 
Rufiji, rpRC added $2 a head to the pot, on 
condition that it was spent rationally. By 
this, the donors meant that the amount of 
money spent on battling a particular dis- 
ease should reflect the burden that disease 
imposed on the local population. 

This may sound obvious, but itis an ap- 
proach that few health ministries take. In 
Morogoro and Rufiji, no one had a clue 
which diseases caused the most trouble, so 
TEHIP’s first task was to find out. The tradi- 
tional way of gathering health data in Tan- 
zania was to collate records from clinics, 
but since most Tanzanians die in their 
homes, this was not terribly accurate. So 
TEHIP sent researchers on bicycles to carry 
out a door-to-door survey, asking repre- 
sentative households whether anyone 
had died or been laid low recently, and if 
so, with what symptoms. 

These raw numbers were then 
crunched to produce a "burden of disease" 
profile for the two districts. In other words, 
researchers sought to measure how many 
years of life were being lost to each dis- 
ease, with a weighting to reflect the collat- 
eral damage to families when breadwin- 
ners die. They found that the amount the 
local health authorities spent on each dis- 
ease bore no relation whatsoever to the 
harm which the disease inflicted on local 


i A better match 
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Source: Tanzania Essential Health Interventions Project 


people. Some diseases were horribly ne- 
glected. Malaria, for example, accounted 
for 30% of the years of life lost in Morogoro, 
but only 5% of the 1996 health budget. A 
cluster of childhood problems, including 
pneumonia, diarrhoea, malnutrition, 
measles and malaria, constituted 28% of 
the disease burden, but received only 13% 
of the budget. 

Other conditions, meanwhile, at- 
tracted more than their fair share of cash. 
Tuberculosis, which accounted for less 
than 4% of years of life lost, received 22% of 
the budget. Vaccinations also appeared to 
be over-emphasised. Vaccine-preventable 
diseases accounted for only 4*6 of the total 
burden, but immunisation swallowed 30% 
of the budget. 

No one wanted to scale back the vac- 
cination programme, of course. The low 
incidence of vaccine-preventable disease 
was probably a result of successful vac- 
cination. So there was no call to spend less 
on jabbing babies, but the survey did at 
least suggest that there was no need to 
spend more on jabbing them, either. Addi- 
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tional funds would do more good, the re- 
searchers concluded, if spent on neglected 
diseases for which there were cost-effec- 
tive treatments or preventive measures. As 
it turned out, the extra $2 a head was 
enough to allow the district health au- 
thorities to make their spending reflect the 
disease burden, without trimming any 
successful programmes (see chart). More 
than enough, in fact: neither in Morogoro 
nor in Rufiji was the system able to absorb 
more than an extra 80 cents or so. 


A case of algorithms 

This tiny cash infusion smoothed the tran- 
sition to a more effective approach to 
health care. Health workers, mostly nurses 
or paramedics rather than doctors, were 
given a simple algorithm to show how to 
treat common symptoms. For example, if a 
child arrives coughing, and with a running 
nose and a hot brow, the nurse is in- 
structed to work through a checklist of 
other symptoms to determine whether itis 
merely a cold or something worse. If the 
child is breathing more than 50 times a mi- 
nute, for example, he is assumed to have 
pneumonia, given an antibiotic and 
checked again after two days. 

In most cases, the cheapest treatments 
are offered first. Children with diarrhoea 
are given oral rehydration salts, which cost 
a few cents. If the salts don't work, the 
child is referred to a clinic and put on a 
drip. For malnutrition, the first treatment 
offered is advice on breast-feeding. When 
this is not enough, cheap vitamin-A pills 
are prescribed. Arps is tackled through 
education, condoms and antibiotics to 
heal open sores caused by other venereal 
diseases, which present the virus with an 
open door into a new bloodstream. 

Drugs are ordered according to what is 
needed; previously, the government sent 
out the same package of pills to all dispen- 
saries, which meant that popular drugs 
ran out, while others gathered dust. Non- 
malarial mountain villages received as 
many malaria drugs as mosquito-infested 


lowland ones, and villages where no one » 





> had ever suffered from asthma received 
asthma pills. “We did things blindly,” re- 
members Peter Nkulila, a doctor. 

Perhaps most importantly, health cen- 
tres in Morogoro encourage people to use 
bednets impregnated with insecticide, 
which bash mosquitoes in several ways. If 
the bug hits the mesh, it dies. If it merely 
flies close to the bednet, it feels dizzy, and 
either falls to earth, where it is eaten by 
ants, or buzzes off to rest and recuperate, 
which means that it will bite no one that 
night. A bednet’s mosquito-repelling effect 
stretches for 500m in all directions, so net- 
less villagers gain some protection from 
their better-equipped neighbours. 

Conservative types at first shunned 
bednets in favour of the mtuti, a hot itchy 
traditional sleeping bag woven of palm 
leaves. But with a bit of urging from 
nurses, they discovered that cotton bed- 
nets are softer on the skin and better at 
beating back bugs. Despite the cost—about 
$3 for a locally-made net, with the insecti- 
cide somewhat subsidised-the nets are 
popular. Village shops sell them. Peasants 
hang them in shamba huts on stilts in their 
rice-fields, where they sleep during har- 
vest season, so as to be at hand to scare off 
crop-munching hippos. In Morogoro, even 
the Masai, a fiercely conservative tribe of 
nomadic cattle-herders, when sleeping 
under trees, have started draping them- 
selves in insecticide-soaked bednets. 

The results of all this were stunning. In 
Rufiji, infant mortality fell by 28% between 
1999 and 2000, from 100 deaths per 1,000 
live births to 72. The proportion of children 
dying before their fifth birthdays dropped 
by 14%, from 140 per 1,000 to 120. The fig- 
ures for Morogoro are thought to be 
equally good, although TEHIP is still trying 
to confirm their accuracy. In nearby dis- 
tricts, and in Tanzania as a whole, there is 
no evidence of a similar improvement 
over the same period. And anecdotal evi- 
dence suggests that better health has made 
Morogoro and Rufiji less poor. 


Fewer bugs, more bikes 

Rain falls in booming cascades on Melela, 
a village near Morogoro. Pedestrians hold 
big palm leaves over their heads to keep 
the water off. When the downpour stops, 
puddles stagnate and become hatcheries 
for mosquitoes. As Jeffrey Sachs of Colum- 
bia University has noted, where malaria 
prospers, people usually do not. In Tanza- 
nia, 94% of people are at risk of catching 
the disease. Roughly half the population 
does catch it each year, and 100,000 die of 
it. While in the parasite’s grip, people are 
often too weak to work. Some of their rela- 
tives must down hoes to nurse them, and 
spare cash in the family biscuit tin must be 
spent on anti-malarial drugs. “When you 
have a sick child in the family, you are all 
sick,” notes Hamza Mfaume, chairman of 
the Morogoro district council. Mr Sachs es- 


timates that countries like Tanzania would 
be twice as wealthy without malaria. 
Whatever the actual figure, the people of 
Morogoro are sure they are better off now 
that the disease is being rolled back. 

Mustapha Dangeni, a young peasant, 
recalls that his two children used to be 
smitten with fever almost every month be- 
fore he got a bednet. Now, he says, they 
have been healthy for a whole year. Mr 
Dangeni and his wife have been able to 
spend more time tending their fields, so 
they have produced more spare maize and 
millet at a time when their expenditure on 
anti-malarial drugs is at an all-time low. 
With the extra cash, they have bought a ra- 
dio, a bicycle and some furniture. “Things 
are continually improving," says Mr Dan- 
geni, smiling as he leans against a sack of 
charcoal. 


A lesson for others 

Could this success be repeated elsewhere? 
The Tanzanian government is keen that 
the lessons learned in Morogoro and Rufiji 
be applied in other parts of the country. So 
keen, in fact, that itis pushing TEHIP’s cau- 
tious, methodical organisers to move 
faster than they would prefer. 

Tanzania is probably one of the easiest 
poor countries in which to put ideas like 
this into practice: the country is peaceful, 
stable, and has a government that takes 
health care seriously. Almost as impor- 
tant, it has been steadily moving away 
from the highly centralised health-care 
system that was put in place during the 
country’s socialist phase, which ended in 
the 1980s. Local people have assumed 
greater responsibility: in the old days, if a 
clinic roof blew off, they would wait for 
the central government to fix it, which it 
rarely did. Now, the nearby villages are 
more likely to pool their spare cash, buy 
some sheets of corrugated iron, and fix it 


Discovering what hurts, and what works 


themselves. In Morogoro and Rufiji, they 
have gone one step further, and are build- 
ing their own dispensaries. This is expen- 
sive in the short term, but having a health 
facility nearby means that they don't have 
to take so many costly bus trips into town. 

In other countries, the lessons of Moro- 
goro and Rufiji may be harder to apply. 
Neighbouring Congo and Burundi, for in- 
stance, are too preoccupied with civil war 
to fuss over making their health budgets 
more rational. Some governments have bi- 
zarre priorities: Zambia, for example, bud- 
geted half as much money for tackling 
AIDS last year as for building villas for vis- 
iting heads of state. Waste is common: one 
study found that for every $100 of African 
tax revenue spent on drugs, patients re- 
ceived $12 of benefits. (The rest was lost 
through non-competitive procurement, 
poor storage and bad prescriptions.) 

Corruption is another common hurdle, 
but need not be an insuperable one. It 
helps that the sums involved are small— 
less tempting to powerful crooks than 
larger amounts would be. 

Tanzania has its share of piratical politi- 
cians, but there are no reports of TEHIP 
funds vanishing. It probably helps that the 
scheme is locally run, involves the active 
participation of the people who are sup- 
posed to benefit and is led by organisers, 
such as clinic managers, who are much 
more accessible, and therefore account- 
able, than politicians in the far-off capital 
city. If the head of a clinic in Morogoro 
filched from his budget to buy a flashy car, 
the locals would notice and doubtless 
make him regret it. 

More countries should copy the Moro- 
goro model. And donors should pay heed 
that, while more money is certainly 
needed to tackle poor countries' health 
problems, how it is spent is more impor- 
tant than how much is spent. m 
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A ray or two of light in the gloom 


SEOUL 


But change in North Korea is coming too late to save the reputation of South Korea’s 


president, Kim Dae-jung 


ORTUNE no longer seems to favour 

South Korea's president, Kim Dae-jung. 
Hailed as a saviour when he took office in 
1998, as the country teetered on the edge of 
bankruptcy, he has been brought low by 
corruption scandals that have landed two 
of his sons in jail and, after some disas- 
trous by-elections, helped hand the oppo- 
sition a majority in parliament just ahead 
of December's presidential election. Mr 
Kim is not eligible to stand in that election, 
but his party's nominee, Roh Moo-hyun, is 
now trailing badly in the polls. The party 
the president founded is expected to break 
up imminently; Mr Kim has already re- 
signed from it in the hope that he will not 
drag it down further. Poor health kept Mr 
Kim, 76, from delivering his Independence 
Day speech this week. But in truth he prob- 
ably feels he has little to celebrate. 

Ultimately though, Mr Kim's legacy, for 
good or ill, is his “sunshine policy" to- 
wards North Korea, for which he received 
the Nobel peace prize after the first ever 
North-South summit, in North Korea, two 
years ago. For many months now, that pol- 
icy has seemed to have run into the sand: 
partly because of the tough words ema- 
nating from Washington but mostly be- 
cause the North seemed incapable of fol- 
lowing up on its agreements with the 
South. Suddenly, after months of foot- 


dragging by the North, and a naval clash in 
June that left five South Koreans dead, “en- 
gagement", as Mr Kim's policy is now 
named, resumed this week with ministe- 
rial talks about talks. Will these lead to real 
progress, or just another round of frustra- 
tion? The answer will shape the verdict on 
the presidency of South Korea's brave but 
tarnished dissident-turned-leader. 

This week's talks went well, up to a 
point. The two sides agreed to hold six 
more meetings in the next three months, 
including one to discuss a stalled project to 
reconnect road and rail links between the 
two countries. There will be more family 
reunions, and hundreds of Northerners 
will visit the South for the Busan Asian 
Games next month, where the (normally 
banned) North Korean flag will fly. The 
trouble is that little of this is set in stone: 
the North frequently cancels meetings at 
short notice. More frustratingly, no firm 
date was set this week for military-to-mili- 
tary talks, essential if work on the rail and 
freight links is to restart. 

Still, if economic dialogue resumes as 
planned later this month, there could be 
more than the usual North Korean de- 
mand for goodies (the 300,000 tonnes of 
surplus rice South Korea was talking about 
sending northwards before the recent na- 
val clash, for starters) on the agenda. Some- 
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thing in the last redoubt of Stalinism is 
plainly stirring. Last month North Korea 
embarked on its first big economic 
changes in decades. Promises of cradle-to- 
grave provision by the state, which have 
left North Koreans struggling against pov- 
erty and starvation, have been aban- 
doned: rationing of basic goods is to go; 
wages and prices are being increased, 
sometimes several-hundred-fold; the offi- 
cial value of the won has just dropped 
from 46 cents to just two-thirds of a cent, 
close to its black-market rate of half a cent. 
Such reforms can have only limited im- 
pact at best, though. North Korea cannot 
tap the likes of the World Bank and the 
Asian Development Bank to rebuild its de- 
crepit infrastructure until it achieves better 
relations, not just with South Korea, but 
also with Japan and the United States. 
Talks with Japan resume next week. 
North Korea wants upwards of $10 billion 
in compensation for Japan's past colonial 
rule. Japan wants North Korea to account 
for more than a dozen Japanese citizens 
that it says have been abducted over the 
years by North Korean agents—an issue 
that has scuppered talks twice before. 
Butitisrelations with America that will 
determine whether the hermit kingdom is 
truly bent on joining the world. The North 
has been sulking ever since the Bush ad- 
ministration pulled back from a deal on 
missile sales being negotiated by the Clin- 
ton team and named North Korea as part 
of the "axis of evil" for its proliferation ac- 
tivities. High-level talks had been due to re- 
sume in June, but were torpedoed by that 
month's naval clash with South Korea. The 
North has since expressed "regret" for the 
incident and James Kelly, a senior State De- 
partment official, may visit next month. 
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These talks will be tough. America 
wants a comprehensive dialogue covering 
not only missiles, but also ways to reduce 
the threat from North Korea’s conven- 
tional forces, and checks that the North is 
keeping to a 1994 deal that shut down its 
plutonium production in return for two 
new reactors and interim deliveries of oil. 
North Korea’s past bad behaviour has put 
the deal behind schedule, and this week it 
again threatened it would walk away from 
it unless America compensated it for elec- 
tricity lost to past delays. 


too disheartened yet. The North tends to 
step up the bluster when preparing to deal. 
Encouragingly, it says that four former Jap- 
anese terrorists will soon leave the coun- 
try. Ousting them is one of the few steps 
North Korea still has to take to get itself off 
America’s list of states that sponsor terro- 
rism, which in turn would qualify it for 
possible World Bank help. Much could go 
wrong, and probably will, but the south- 
ern Mr Kim’s hopes for a better future are 
not entirely dead. & 





Indonesia 


Back to barracks 






“JAKARTA 


© Anend to reserved seats for the armed forces. Next, direct presidential elections 


HE laborious process of overhauling 
Indonesia’s semi-democratic constitu- 
tion finally appears to be getting some- 
where. In the early hours of August 11th, 


~~ the country’s supreme body, the People’s 


Consultative Assembly (MPR), approved 
the fourth package of constitutional 
amendments since former President Su- 
harto fell in 1998. Due to take effect in time 
for elections in 2004, the changes are by far 
the most sweeping yet. 

The most decisive break from the days 
of Mr Suharto, when the army thoroughly 
dominated Indonesian politics, is the final 
elimination of the practice of reserving 
seats for the armed forces in parliament— 
_ supposedly in recognition of the their dwi 

<: fungsi, or “dual role", as both political and 





military guardians. Their allocation has 


been progressively whittled down, but still 
stands atauseful 38 seats. These are now to 
go. In return, soldiers will be able to vote. 

The MPR also considered, but rejected, 
the imposition of sharia for Muslims. Al- 
though Indonesia’s Islamic parties prom- 
ised that they will seek to revive the issue, 
possibly as soon as when the MPR meets 
next year, they look a long way from ever 
getting the two-thirds majority they need 
to push through such a change. 

Indonesia’s political architecture will 
change significantly under the reforms. 
The principles had already been written 
into the constitution in amendments at 
last year’s MPR session, but the latest pack- 
age makes much clearer how they will 
work in practice. 

The MPR remains the supreme institu- 
tion, as Indonesia’s founding fathers de- 
creed in 1945. However, the constitutional 
structure has been revamped to create a 
proper two-chamber legislature. The DPR, 
or House of Representatives, used to be the 
single-chamber legislature that passed or- 
dinary legislation. After 2004 there will be 
a second standing body, the ppp or Re- 
gional Representative Council, which will 
function like a senate. The DPR and DPD 
sitting together will form the MPR, with 
the power to amend the constitution. The 
regional representatives formerly only sat 
during MPR sessions; the MPR has until 
now been an expanded version of the 
lower house. The creation of the perma- 
nent DPD gives the regions a stronger voice 
at national level. One of the main criti- 
cisms of the original 1945 constitution was 
that it gave too much power to the central 
government and president. 

The most significant change to the MPR 
itself is that it will no longer be able to elect 
the president. Instead, there will be a direct 


Veteran North Korea-watchers | are not — 





















time hatan ial ] “to 
campaign, work n their ratings and. even 
participate in televised debate. Thatis afar - 
cry from the old system, which relied on 
backroom deals among a small number of © 
party bosses. Unsurprisingly, the party of - 
President Megawati Sukarnoputri, who is 
not noted for her communication skills, 
opposed the direct election of the presi 
dent, butin the end gave way. — * 

So far so good. But if the political b ls 
implementing these changes go through: 
as drafted, the 2004 legislative election - 
will retain some of the oddities of the Su- 
harto system. These strongly favour the 
“big five" parties. New parties face almost 
insurmountable obstacles to qualify, al- 
though two large splinter groups from the 
existing big five might just make it. 

Also, the system remains one of pro- 
portional representation rather than being 
constituency-based. Voters will still vote 
for a party rather than a candidate, al- 
though they will at least be able to specify 
which candidate from that party they fa- 
vour. Critics believe these provisions still 
leave too much power in the hands of 
party bosses, and ample room for more 
political horsetrading and corruption. 8 












Pakistan 


An empty election 


LAHORE 
Three popular leaders face arrest if they 
dare to return 


€€ T MISS Pakistan," says Benazir Bhutto. 

“I want to return to my country.” That 
is easier said than done. Twice elected as 
prime minister of Pakistan and twice de- 
posed, accused of corruption, Miss Bhutto 
languishes in self-imposed exile in Lon- 
don. Should she return to her country to 
lead her Pakistan People's Party (rrr) in 
the general election promised for October 
10th, the country's current military dicta- 
tor, General Pervez Musharraf, says she 
will be arrested. Miss Bhutto's husband, 
Asif Zardari, has spent the past five yearsin 
jail, facing charges of corruption and mur- 
der that he denies. 

Another twice elected and twice de- 
posed prime minister, Nawaz Sharif, is in 
exile in Saudi Arabia. He and his family 
were allowed to leave after General Mush- 
arraf overthrew him. Like Miss Bhutto, he 
faces arrest should he return. A third popu- 
lar leader, Altaf Hussain, is also in exile. Mr 
Hussain heads the Muttahida Qaumi 
Movement (MQM), which represents the n 





Should I stay or should I go? 


^ mohajirs (refugees) who came to Pakistan 
from India after partition in 1947. Mr Hus- 
sain fled to London in 1992 after the army 
cracked down on MQM-backed terrorism 
in Karachi. 

As well as deterring these three popu- 
lar leaders from returning for the election, 
the government has sought to ban their 
parties. It decreed that no party could con- 
test the election if any of its office holders 
had been convicted of any offence. Mr 
Hussain was convicted in his absence of 
murder. Mr Sharif was convicted of terro- 
rism shortly before he went into exile. Miss 
Bhutto was convicted last year by a special 
"accountability court" for "disrupting 
court proceedings" by not attending. 

The party leaders have done their best 
to get round the decree. Mr Sharif has 
passed the presidency of his party to his 
younger brother. Miss Bhutto has an- 
nounced the formation of the prpp (the 
fourth P standing for parliamentarians), 
which plans to contest the election under 
her lieutenant, Makhdoom Amin Fahim. 
Mr Hussain long ago stepped down as 
chairman of the MoM, preferring instead 
the honorary title of quaid, or great leader. 

The government has banned public ral- 
lies in the run-up to the election. The air is 
thick with stories of plans to rig the polls. 
The government is said to be bribing a 
number of small parties to combine under 
the banner of a pro-Musharraf “grand na- 
tional alliance”. Visiting officials from the 
European Union have been swamped by 
complaints that the government is fixing 
things to its advantage. They have said that 
the EU could halt its development aid to 
Pakistan if the elections are found to be 
rigged. Now Pakistan’s foreign minister 
has taken offence and is refusing to meet 
the group, while the information minister 
has accused the Eu of “interfering in the in- 





ternal affairs” of Pakistan. 

Miss Bhutto and Mr Sharif are still 
threatening to return to Pakistan at the last 
minute to whip their supporters into ac- 
tion by embracing the martyrdom of 
imprisonment. If General Musharraf is 
nervous, there is good reason for it. A 
tainted election will rob him of the legiti- 
macy he craves and plunge the country 
into another round of instability. = 


Thailand 


Beware of the 
watchdog 


BANGKOK 
Its anti-corruption commission is 
Thailand’s most trusted political body 


ORE than a year and a half after Thai- 

land’s parliamentary election, the 
citizens of Ubon Ratchathani are keen to 
learn who won the race for the province's 
10th district. Since the original poll, in Jan- 
uary 2001, diligent voters have cast ballots 
in no fewer than three re-runs, and are 
scheduled to go to the polls again on Sep- 
tember 8th. In theory, thanks to the sweep- 
ing powers vested in Thailand's Election 
Commission, the disqualifications and re- 
peat polls could continue throughout the 
parliament's four-year term, until the com- 
missioners are satisfied that no vote-buy- 
ing, intimidation or any other form of 
fraud has influenced the result. 

The Election Commission is just one of 
several new agencies brought into being 
by Thailand's five-year-old constitution. 
The drafters designed them to be powerful 
enough to extirpate the corruption that 
pervades Thai public life, and indepen- 
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dent enough to work without interference 
from crooked politicians and officials. 
They are so powerful, in fact, that they 
have more or less superseded parliament 
as the focal point of Thai politics. Appoint- 
ments to, and disputes between, the Elec- 
tion Commission, the National Counter- 
Corruption Commission (NCCC) and the 
Administrative and Constitutional Courts 
command far more attention than mere 
parliamentary debates. Politicians, belat- 
edly grasping the new institutions’ impor- 
tance, are fighting to gain influence over 
them—with hearteningly little success. 

Take the most celebrated case involving 
the new agencies: that of the asset declara- 
tion made by Thaksin Shinawatra, Thai- 
land's prime minister, while serving as a 
minister in a previous government. The 
NCCC, which reviews all such declara- 
tions, found he had concealed some shares 
by registering them in the name of his 
driver, his maid and a security guard—a 
ruling that should have barred him from 
politics. But the Constitutional Court over- 
turned the decision, by eight votes to 
seven, letting Mr Thaksin stay in office. 

The drama might have ended there, 
had not the speaker of the Senate (another 
new institution) then asked the NCCC to 
investigate four of the judges who had 
voted to acquit Mr Thaksin. They had, after 
all, earlier convicted another politician un- 
der very similar circumstances. Although 
this convoluted sequence of events will 
not lead to a formal review of Mr Thaksin's 
case, it is already casting embarrassing 
doubt on the merit of his acquittal. What- 
ever its outcome, the saga has highlighted 
the huge potential for political point-scor- 
ing that the new agencies present. 

No wonder, then, that politicians are 
trying to take advantage. Since the govern- 
ment commands an overwhelming ma- 
jority in parliament, the opposition seems 
to think it is better off pursuing its griev- 
ances at the Nccc than in the chamber. 
Earlier this year, it petitioned the agency to 
investigate eight ministers for abuse of of- 
fice. The parliamentary censure motions it 
launched at the same time were quickly 
squashed by the government majority— 
but the NCCC investigations continue. 

Reformists fear that the government 
might use its majority to amend the con- 
stitution and emasculate the new institu- 
tions. But the odds of that seem to be re- 
ceding. Different factions within the 
government want different changes, and 
may not be able to agree. Besides, public 
opinion is against it. Under pressure from 
the great and the good, both the govern- 
ment and the opposition have agreed to in- 
troduce amendments only for the sake of 
clarification, and not to reduce the watch- 
dogs’ clout. The NCCC, a recent poll found, 
is Thailand's most trusted government 
body. Clipping its wings would only drive 
parliament further down the ratings. 8 








China's mines 


Pits of death 


Counting the cost of coal 


Tus week, 11 miners were reported to 
have died in an explosion in Lixin coal- 
mine in China's north-eastern Heilong- 
jiang province. At least 115 workers were 
killed at a mine in the same province in 
June, and 39 died in a mine in the nearby 
province of Jilin in July. China's vast min- 
ing industry suffers routinely from such 
appalling disasters, many of them attrib- 
uted to safety standards that would not 
pass muster in a more open country. 

Officially, more than 3,500 workers 
have been killed in mining accidents so far 
this year; the true death toll is thought to be 
much higher. Many disasters go unre- 
ported, sometimes with terrible conse- 
quences. In May, 21 miners were trapped 
underground after an explosion. The 
mine’s owner tried to suppress news of the 
accident. By the time it leaked out, all those 
imprisoned were dead. 

Many mines in China are privately 
owned. Some, like the one at Lixin, have 
been operating illegally. In response to 
growing public concern, even state-run 
newspapers have started to publish re- 
ports on the lack of safety in private mines. 
In a report last week on yet another mine 
fire, this one leaving 18 dead, the official 
news agency, Xinhua, noted that the mine 
lacked safety systems and that miners had 
been ordered to work secretly at night to 
avoid safety checks. 

A Beijing-based diplomat notes that al- 
most all the accidents reported in official 
newspapers take place at mines that are 
supposed to have been shut down. Often, 
these reopen as soon as inspectors leave: 
cash-strapped local authorities allow 


India 


In the beggars’ court 


DELHI 
Where the conviction rate is 196 


AUS bus pulls into a leafy cam- 
pus in north Delhi, stops before a 
squat brick building painted redder than 
brick red and discharges an unexpected 
cargo: a dozen men too woebegone and 
badly dressed to be scholars. They have 
been plucked off the street and may now 
be locked up for an indefinite period. 
Soon they will encounter one of Delhi's 
odder institutions: the beggars' court. 

The oddest thing about the court is 
that it does not seem to have much to do 
with beggars. The bus's daily cull forms 
part of the enforcement of the 1959 Bom- 
bay Prevention of Begging Act, which 
Delhi has adopted. Technically, beggars 
are criminals, but their treatment is 
meant to be as much therapeutic as pu- 
nitive. Delhi's Department of Social Wel- 
fare runs the bus, the remand centre and 
the institutions to which first-time of- 
fenders are sent for rehabilitation. That 
might be humane, if those caught in the 
roundups were actually beggars. "This 
act is criminalising poor people," says 
Sunil Mow, a human-rights lawyer who 
helps them. 

The men huddled outside the bunga- 
low that serves as the court do not look 
like beggars. Only a few have the physi- 
cal deformities of most who cadge coins 
at traffic lights in Delhi's richer quarters. 
One of the accused, Prakash, describes 
himself as a palm reader and astrologer. 
He says he was plucked off the street on 
his way to a client. Rakesh, who sells 
lime water in a market, was snatched 
away from his bicycle at a red light. "Is it 
a kidnapping?" he wondered. 


them to continue operating because they 
rely on the mines' tax revenues. The extent 
of poverty in rural areas means there are 
always people willing to risk their lives to 
earn a yuan. 

State-run mines are claimed to be less 
of a problem. The government says it has 
invested more than $240m in safety equip- 
ment over the past year, and safety proce- 
dures have been improved in hundreds of 
mines. Another $700m is said to be on the 
way. But safety is only one of the govern- 
ment's worries about the industry. It is 
also concerned about air pollution, par- 
ticularly in the run up to the 2008 Beijing 
Olympics, and is enforcing a switch from 
coal to natural gas in its big cities. Closing 
small mines is part of an effort to show 
that the country is cutting down on green- 
house-gas emissions and supports the 
aims of the Kyoto treaty. 


These are the lucky ones, for they 
have scraped up enough money to be re- 
leased on bail. Prakash paid 1,200 rupees 
(about $25), the better part of his 
monthly earnings of 1,500 rupees. Bail 
cost Rakesh 3,000 rupees. Where the 
money goes is a mystery. The court says 
it takes no money for bail. But the law- 
yers, who collect the money from their 
clients, insist that they keep just 300 ru- 
pees as their fee. The other accused lan- 
guish in detention until the magistrate, 
Suraj Bhan, hears their cases, which 
should happen within a fortnight but of- 
ten does not. 

Mr Bhan presides impatiently over 
his tiny fan-cooled courtroom. Some ju- 
dicial niceties are observed: there are a 
few legal tomes, but the magistrate says 
he cannot produce a copy of the statute 
he interprets. Before his entrance, the 
city's legal-aid lawyer fixes an old-fash- 
ioned courtroom collar to a soiled blue 
shirt. Mr Bhan rattles out verdicts: ac- 
quittal for a fruit vendor who slept 
rough, the same for a government func- 
tionary, who spends barely a second be- 
fore the bar. A blind man's case warrants 
further investigation. Mr Bhan guesses 
the conviction rate in his court is 1%. 

What about the other 99%? Ask the 
social welfare department, says Mr 
Bhan. K. Burman, a department official, 
insists that people are not picked up at 
random but admits that the 1959 act, 
which includes in its definition of beg- 
ging ^wandering about" the way a beg- 
gar would, gives “wide powers.” Perhaps 
the law needs a "fresh look," he says. 


Such gestures notwithstanding, coal re- 
mains king. China is its largest producer 
and consumer. Its mines employ millions 
of its people, and coal provides around 
75% of its energy. With the demand for en- 
ergy growing by about 3.5% a year and ex- 
pected to double over the next 20 years, 
and despite strenuous efforts to provide 
other sources of energy, the International 
Energy Agency believes that coal will re- 
main the country's dominant energy 
source for the foreseeable future. 

China says that since 1997 the number 
of mines has fallen from 82,000 to 15,000. 
It plans to continue shutting down inef- 
ficient ones while improving those that are 
large, clean and safe. All laudable aims. But 
in the face of such strong demand, private, 
and sometimes illegal, mines will con- 
tinue to supply the market for a long time— 
and no doubt claim more lives. 8 
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Another costly war that America can 


never win? 


SEATTLE 


Without a radical rethink, America's forest fires will only get worse 


HE August 12th daily report from the 

National Interagency Fire Centre in 
Boise, Idaho, has a familiar ring: 167 new 
wildfires; dozens of large fires burning, in- 
cluding the biggest in Oregon's history; 
conditions ideal for more blazes in every 
western state except New Mexico (where it 
has finally been raining). So far this year 
some 5.5m acres (2.2m hectares) have been 
consumed in forest fires. 

The fire centre in Boise, where meteo- 
rologists, fire specialists and dispatch 
crews try to manage existing fires and 
anticipate new ones, has been on its high- 
est level of alert for nearly two months. Ex- 
hausted dispatchers are now looking to 
the armed forces and to Canada for help. 
The Forest Service will spend $1 billion this 
year on putting out fires—and that does not 
include the money spent by other agencies 
or the damage to property. 

There are other costs. Fifteen fire-fight- 
ers have died this year, five of them in hor- 
rific aircraft crashes. The environmental 
damage is also rising. The huge Ponderosa 
pine forest, which stretches all the way 
from Mexico to Canada, is being ravaged. 
The habitat of creatures ranging from the 
Mexican spotted owl to the tassel-eared 
squirrel is disappearing with it. 

There are a few special reasons for this 
year's emergency. Most obvious is the se- 
vere drought throughout most of the 
Rocky Mountain area, which helped make 
two June blazes, in Arizona and Colorado, 


the worst in those states' histories. But be- 
hind that is a trend towards fewer, larger 
fires (see chart on next page). In the 1970s, 
the average fire covered 20 acres. So far this 
year it has been 96 acres. In 1970, a fire of 
500 acres was considered extremely seri- 
ous; nowadays such blazes are hardly 
mentioned. This year, the big fire in Ore- 
gon has eaten up 300,000 acres. 

How to explain the new trend? Ironi- 
cally, the answer is: not enough fires. The 
west's forests are meant to burn regularly 
and lightly. Historically, lightning pro- 
vided the spark; when that failed, native 
Americans used to start small fires deliber- 
ately. These low-intensity fires did little 
damage to the big Ponderosa pine trees 
that dominated western forests. 

All that changed in the 1880s, when set- 
tlers introduced sheep and cattle, which 
ate the grasses that fuelled the fires. With- 
out the fires, shrubs and seedlings flour- 
ished. The Douglas fir, which produces 
more seeds than the Ponderosa pine but is 
much less tolerant of drought or fire, did 
especially well. 

In 1910, a series of enormous fires rav- 
aged Montana and Idaho. Three years 
later, the head of the nascent Forest Ser- 
vice argued that protecting forests from fire 
was his organisation's "fundamental ob- 
ligation". From its humble beginnings (for 
a while, the fire-fighting force consisted 
largely of drunks and vagrants) the service 
gradually became more professional, de- 
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veloping new techniques and introducing 
smokejumpers (special teams that para- 
chute into hot spots). By the early 1960s big 
fires had almost been eliminated. 

A bad policy, it turns out. Ponderosa 
pine forests are now dangerously dense. 
Worse, the forest floor is head-high with 
brush, making it easy for fires to leap from 
ground level and take hold on trees that 
have survived dozens of previous blazes— 
thus helping to create “megafires” like 
those presently burning in Oregon and 
Montana. The brush also makes it harder 
for the Forest Service to conduct controlled 
burns. One such burn got out of control in 
2000, briefly threatening the Los Alamos 
weapons centre in New Mexico. 

The fires will get worse. Wally Coving- 
ton, a professor of forestry at Northern Ari- 
zona University, reckons that 75m acres of 
western forests are prone to severe wild- 
fire. He recommends thinning forests back 
to their original density, leaving just two 
trees for every stump that could be found 
dating from around 1900 (the assumption 
being that some of those left standing will 
die). Fire could then be safely re-intro- 
duced to keep down the brush. 

This is a radical, long-term solution. It is 
a measure of the current disaster (and its 
expense) that Mr Covington's scheme has 
actually been welcomed by officials from 
both the Clinton and Bush administra- 
tions. Yet there is little chance of it being 
put into practice. 

Some of the loudest opponents to the 
idea of returning forests to their native 
state are environmentalists. Greens are 
suspicious of any efforts to remove trees 
from national forests—not least because 
the Forest Service has often allowed per- 
fectly healthy trees to be logged in the 
guise of aiding forest health. “There just 
isn't much trust between groups such as 
ours and the Forest Service," says Bob Ekey >» 








» of the Wilderness Society. p 
A less vocal group which plainly hasno 
- interest in reducing the number of fires is 
. what might be called the “fire-industrial” 
complex. A big fire can chew up several 
. million dollars a day; the current tab in 
Oregon is already $50m. Relatively little of 
that goes to the Nomex-clad fire-fighters 
shown battling heroically on the evening 
. news. Most of them make $14 an hour, or 
work on a volunteer basis. The serious 
money goesto an entourage of private con- 
tractors, who supply everything from 

earth-moving equipment and helicopters 
- to portable showers. Nine companies con- 
trol a fleet of 40 fixed-wing aircraft; it costs 
around $6,000 an hour to rent them. The 
same group of people travel from one 
blaze to the next. 

Such services are all, of course, badly 
needed. But their existence makes it easy 
for the Forest Service to stick to its reactive 
“big-iron” approach to fire control; and 
their pull on resources leaves ever less 
money for more mundane forms of fire 
prevention, such as spending $2,000 an 







































_ The New York governor's race 


NEW YORK 


HEN Tip O’Neill said that “all poli- 
tics is local”, he was exaggerating. 
Most state elections are linked to national 
concerns in some way, such as prescrip- 
tion-drug benefits or corporate scandals. 
But this year’s governor’s race in New York 
is about as local as you can get. 
An outsider would assume that the in- 
cumbent, George Pataki, will win a third 
term by a mile. A likeable moderate Re- 
publican who performed well after Sep- 
tember 11th, he enjoys Bushesque ap- 
proval ratings. He has been endorsed by 
some unions, including the powerful hos- 
. pital workers (for whom he just helped se- 
< curea$1.8 billion pay-deal). Unlike in 1994, 
- Rudy Giuliani will surely endorse him (the 
über-mayor still loathes the governor, but 
his future political prospects depend on 
him not rocking the Republican boat). Mr 
Pataki has raised around $30m- four times 
more than anyone else. And opinion polls 
say he will trounce whoever wins the 
Democratic primary next month. 
. . But this is New York, and the race is 
_ likely to prove closer (and immensely 
more Machiavellian) than that, for three 
reasons. First, this is Democratic turf: they 
outnumber Republicans five to three 
among registered voters. In his two previ- 
. ous races, Mr Pataki won with 49% and 
















acre to pay people to chop down over- 
grown trees and brush. E 

In a strange way, America’s war against 
fires is similar to its war against drugs. 
Many lives have been lost and a great deal 
of money spent struggling against a fear- 
some enemy. But too little has been done 
to address the underlying causes, while a 
radical solution goes begging. @ 





Where politics really is local 


A logical, uncomplicated New York race? Fugeddaboudit 


54% of the vote—hardly overwhelming 
victories. Second, New York’s famously 
dysfunctional state finances—it hardly ever 
manages to pass a budget on time—are in 
worse shape than ever. Tax receipts have 
fallen by a fifth. Fairly or not, Mr Pataki will 
get some of the blame. 

The third reason is the state’s weird 
election laws. The governor's race is not a 
two-party affair. The Conservative Party, 
which last time collected 7% of the votes, 
will also have a candidate on the ballot pa- 
per. Usually the Conservative ticket is the 
same as the Republican one, so the tallies 
are added together. This time there is a 
glitch. Mr Pataki will almost certainly be 
the gubernatorial candidate for both par- 
ties, but Mary Donohue, his running-mate 
on the Republican ticket, has a rival for the 
second spot on the Conservative ticket: 
one Dan Mahony. 

This is where things get complicated. 
Mr Mahony, who stands accused of voting 
twice in previous elections, has filed a peti- 
tion to usurp Ms Donohue’s name on the 
Conservative slate. Normally he might not 
be heard, but he has nearly the same name 
as-one of the Conservative Party’s foun- 
ders, Daniel Mahoney. That means that he 
stands a chance of becoming Mr Pataki's 
running mate on the Conservative ticket. 













votes could not be ad Republican 
ones, because the two tickets would be dif- 
ferent. So Mr Pataki could either be forced 
into attacking the ticket he wants to lead, or 
end up with wasted Conservative votes. 

Mr Pataki’s small-party woes do not 
end there. Tom Golisano, one of America’s 
400 richest people, has also barged on to 
the ballot, as the candidate for the even- 
tinier Independence Party, and possibly as 
a write-in Conservative as well (lawsuits 
are flying about this). He won 8% of the 
vote in 1998, he has a vendetta against Mr 
Pataki and he is perfectly willing to spend 
$70m on his campaign, most of it on anti- 
Pataki ads. TS 

If Mr Pataki can somehow manage to fi- 
nesse these wild cards, he can take great 
comfort from the fact that the two main 
Democrats, Carl McCall and Andrew Cu- 
omo, are busy knocking each other sense- 
less. The latest twist: Mr McCall, the state 
comptroller and the favoured candidate of 
the New York Democratic machine, has 
been busy attacking the last Democratic 
governor, Mario Cuomo, who happens to 
be Andrew's father. 

The battle is really about race. Around 
22% of the voters are black; 8% are His- 
panic. Mr McCall, the first black politician 
to hold statewide office, hopes to win al- 
most all the black vote and two-thirds of 
the Latino vote: that means that he would 
need the support of more than a third of 
the whites to win. Mr Cuomo is hoping to 
win most of the white votes and pick up 
40% of the combined black and Latino 
vote. His secret weapon: a Harlem office 
worker called William Jefferson Clinton. 
The former president has a lot of support 
among blacks and Mr Cuomo used to be 
his secretary of housing. 





The plotto succeed King George 

Given Mr Cuomo's pedigree (he is even 
married to a Kennedy), why is the Demo- 
cratic machine revving up behind Mr 
McCall? Once again, things get Machiavel- 
lian. Most Democrats still expect Mr Pataki 
to win, so they are manoeuvring for 2006 
(when they hope that Mr Pataki will be less 
popular). To everyone except Mr Cuomo, 
Mr McCall is seen as a perfect stop-gap 
candidate who will lose gracefully then re- 
tire. Bigshot Democrats can then prepare 
for battle at a more propitious time. Some 
whisper that such an outcome might not 
harm even Mr Cuomo too much, since he 
will have more time to put in work with 
black and Latino voters. 

One obvious problem with such ma- 
noeuvring is that it hands this race to Mr 
Pataki. If he were a certain winner, that 
might be sensible. But people who assume 
that an incumbent is unbeatable can get 
caught out: ask the elder Mr Cuomo, who 
sat out the 1992 election only to watch Mr 
Clinton clobber George Bush senior. i 
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Kidnappings is California | 
Waves of fear 


LOS ANGELES 
A little girl is found safe and sound—as 
most of them are, thankfully 


OR Rafael Cortez and Maria Hernan- 

dez, the statistics were irrelevant. Their 
four-year-old daughter, Jessica, disap- 
peared from Echo Park in Los Angeles early 
in the evening on August 11th, while they 
sold tacos from their stand nearby. For 48 
hours, until Jessica turned up unharmed at 
a children's clinic five miles away, they 
watched as police scoured the park pond 
to see whether she had drowned, and later 
turned their attention to the whereabouts 
of a tattooed man whom witnesses had 
spotted talking to the girl. 

Local television stations followed the 
story closely. It seemed to fit a sinister pat- 
tern. Other cases in California and else- 
where in the country were cited; reporters 
spoke of a wave of child abduction; the 
wave soon became an epidemic. (Britons 
are seeing something similar in the cover- 
age of the hunt for two ten-year-old 
schoolgirls, Holly Wells and Jessica Chap- 
man, who have been missing, at the time 
of writing, for 11 days.) 

The incessant talk of an “epidemic” has 
had all kinds of effects. Last week police 
stations around Los Angeles offered to take 
finger-prints of children so that their par- 
ents would have a record if they went 


The summit in Waco 





Jessica returns 


missing. Gray Davis, the governor of Cali- 
fornia, launched a system known as “Am- 
ber alerts", after a little girl who was mur- 
dered in Texas in 1996, which broadcasts 
information about lost children over the 
radio and on road signs. George Bush an- 
nounced a conference to be held in Sep- 
tember aimed at blocking the “wave of 
horrible violence" threatening children. 

Doubtless the conference will produce 
ideas for better co-ordination between na- 
tional and local law enforcement in track- 
ing lost children. And California's Amber- 
alert system, after some early problems, 
has already contributed to the rescue of 
two Los Angeles teenagers. Similar sys- 
tems in other states are thought to have 
helped in the rescue of 17 abducted chil- 
dren over the past five years. But the gen- 
eral alarm set off by talk of an "epidemic" 
is a less obvious force for good. 


Poor economics, well spun 


WASHINGTON, DC 


The president lays a trap for the Democrats 


EORGE BUSH'S forum in Waco, 
Texas, was a snorey. Touted as a 
gathering of those “on the front lines of 
the American economy", the meeting at 
Baylor University (whose mascot is a 
bear) was a glorified photo-opportunity. 
Newspapers wrote about how much 
money the invitees had given to the Re- 
publicans and mocked Mr Bush's “Mes- 
sage: I care" theme. Democrats in 
Congress, who had not been invited, 
complained that there weren't any seri- 
ous policy discussions. Which was fair 
enough: the only new policy was Mr 
Bush's pledge not to release $5.1 billion 
of authorised spending on homeland se- 
curity, as a token of his seriousness 
about restraining the budget deficit. 
But one thing did emerge from Waco. 
The Republicans are now becoming the 
bullish party, and the Democrats the 


bearish one. At a time when many econ- 
omists are downgrading their forecasts 
for the economy, the president blared 
that “we're confident in the long-term 
health of the economy", and his treasury 
secretary, Paul O'Neill, bravely predicted 
there will not be a double-dip recession. 
Meanwhile, the Democrats are belly- 
aching about the slowdown and con- 
trasting Mr Bush's economic record with 
Bill Clinton's. 

If the economy is in miserable shape 
in November, the bearish party will 
surely do better. But the Democrats are 
taking a risk-and not just because the 
economy may improve. Sunny opti- 
mism, however misplaced, often plays 
better on the hustings than tormented 
pessimism, however justified. Mr Bush's 
stage-show in Waco may have had a 
point after all. 


Theonly wave that has broken is one of 
publicity. There are 56m children in Amer- 
ica. Very few of them are abducted by 
strangers, and the numbers do not appear 
to have grown at all in recent months. The 
FBI lists 62 such abductions since last Octo- 
ber, a rate slightly lower than that of the 
previous year, for which it reported a total 
of 93 cases. 

Panic about children's safety flares up 
regularly, usually with little relation to 
overall trends. The case that triggers the 
panic will often have some vivid reso- 
nance, like the kidnapping of Charles 
Lindbergh's son in 1932. Young Jessica's or- 
deal in Echo Park struck a different but har- 
monious chord with Californians; not co- 
incidentally, it did so within one of the 
world's largest media markets. And the 
certainty that the media will always need 
something new to report on is the guaran- 
tee that this so-called epidemic will wane 
just as quickly as it waxed. m 


Chicago 


Green machine 


CHICAGO 
The grimy “hog-butcher of the world” 
may become America’s greenest city 


OR most of its life, Chicago's motto, urbs 
in horto, seemed a stretch. Frederick 
Law Olmsted and Daniel Burnham may 
have laid out grand plans for the "city in a 
garden" a century ago. But it soon became 
a gritty manufacturing and railroad hub. 
Its factories belched smoke and its river 
stank. During the 21-year reign of Mayor 
Richard Daley, the Park District was 
mainly a centre for political patronage. 
Over the past decade, a remarkable 
transformation has taken place under Da- 
ley's son. The current mayor, Richard Da- 
ley, elected in 1989, has just picked up a 
string of awards for achievements such as 
"city livability". Hardly a beard-and-san- 
dals type, the burly Mr Daley seems to 
have espoused greenery simply because 
he thinks it makes the city nicer. To that 
end, he has planted some 300,000 trees 
over the past 13 years. The city spends 
$10m a year on new trees, flowers and 
shrubbery. Some 500 black-crowned 
night herons already live in a new reserve 
in the once heavily polluted Calumet area. 
Now Mr Daley is trying to cement (so to 
speak) his green legacy in an ambitious 
Central Area Plan (CAP), guiding the de- 
velopment of downtown Chicago for the 
next 20 years. The CAP, which is now un- 
der discussion at various public hearings, 
is not a cheap project: the transportation 
bit of the car alone will cost around $10 
billion. But the green parts are popular. 










Chicago has always had one great natu- 
ral asset: Lake Michigan. More than 20m 
people a year enjoy its lakefront parks, 
-beaches, museums and bike paths. The 
CAP is devoted to expanding this still fur- 
ther, adding more lakefront parkland and 
"boating space (Chicago already has the 
country's largest harbour system), and 
-even creating offshore islands to attract 
-birds and tourists. 
— But Mr Daley has been tidying up the 
inner-city too. His parks superintendent, 
-David Doig, looks after 550 parks with an 
"annual budget of $334m (the largest parks 
budget in the country). There are currently 
-two acres of park for every 1,000 resi- 
 dents—and the ratio rises to four acres if 
you include other sorts of green space. Mr 
Doig wants the ratio to be five acres. 
Some of the city's eyesores, however, 
are harder to improve—notably the Chi- 
cago River. Years of manufacturing waste 
lie buried in the riverbed, and the Deep 
Tunnel, a massive waste-water-removal 
project initiated in the 1970s, occasionally 
overflows during heavy rains, dumping 
polluted water into the river. Stricter 
dumping regulations have cleaned it up 
enough for the number of fish to rise, and 
the city is now buying land along the river- 
bank to extend a green corridor. But even 
Mr Daley's most ardent admirers would 
not want to swim in the murky waterway. 
B There are other problems too. Parts of 
the city are all concrete, steel and asphalt, 
-without a blade of grass in sight. Polluted 
_.. brownfield sites need to be cleaned up. 
_.. The Environmental Protection Agency still 
;.. puts Chicago in its second-worst category 
^; for ozone levels (though the city's overall 
-< air quality is among the bestin the country 
^ fot a city of its size). And Mother Nature 
can be unco-operative. A recent spell of 
hot weather has been blamed for an in- 
crease in e-coli counts at the city's beaches. 
It has also turned a much-touted rooftop 
garden on City Hall a nasty brown colour. 












Grass: you can never have enough 
Meanwhile, Mr Daley's very success is cre- 
ating a problem: nice cities attract outsid- 
"ers. The CAP reckons that the number of 
people living downtown and in adjacent 
neighbourhoods will rise from 83,500 to 
138,000 by 2020. 
. Alicia Berg, Mr Daley's planning com- 
‘missioner, denies that greenery and de- 
velopment is "an either/or situation". 
Those parks are one reason why Boeing 
has moved its headquarters to the city. Do- 
nald Trump’s mooted skyscraper along the 
river depends on the developer providing 
some parkland with it. But the more peo- 
ple that come to Chicago, the more tram- 
pled Mr Daley's parks may become. 
Another problem is money. Mr Daley 
has been able to splurge on his beloved 
trees during a boom time for the city. The 
Park District has an independent budget, 










































supported by property taxes, so it should 
be shielded from city cutbacks; but its user 
fees have already dipped in the economic 
downturn. Mr Daley wants the private sec- 
tor to contribute more. Unfortunately, Mil- 
lennium Park, the best known of the city's 
public-private projects, is vastly over bud- 
get and years behind schedule. 

The final worry is that Chicago's green- 
ery depends too heavily on Mr Daley. 
Kathy Madden, director of the Urban Parks 
Institute in New York, points out that 
many cities are placing greater emphasis 
on green space; it is Mr Daley's ability to 
crack the whip that has put Chicago so far 
ahead of the others. What if he were to 
leave City Hall? Mr Daley's own answer is 
characteristically blunt: "The trees will 
keep growing." m 


Georgia politics 


The Middle East 
meets the South 


ATLANTA 
A House race in Georgia with a 
Palestinian twist 


AZA is a long way from suburban At- 
lanta, but the Middle East may decide 
the fate of congresswoman Cynthia Mc- 
Kinney. On August 20th, she faces a tough 
primary challenge from Denise Majette, a 
former state judge who, like Ms McKinney, 
is black. The election has become a sort of 
proxy war for the Arab-Israeli conflict. It 
also reflects shifting alliances between 
American Jews, Arabs and blacks. 

Since September 11th, Ms McKinney 
has seemed to court trouble. Last October, 
she wrote to Prince Alwaleed bin Talal in 
an effort to relieve the Saudi prince of the 
$10m he had tried to donate to New York 
city (but which had been rejected by Rudy 


Bush of ha ing pt 


ght the money — 
en accused George 
ior know edge of the ter- 
rorist attacks and allowing them to pro- 
ceed so as to benefit his friends in the de- 
fence industry. Now she is under fire for 
accepting campaign money from Arab 
groups and individuals that are suspected 
of supporting Muslim terrorists. 

Some of Ms McKinney’s utterings are, 
from any perspective, eccentric; but some 
Arab-Americans prefer to put her support 
for the Palestinians within the context of a 
broader rapprochement between blacks 
and Arabs. Khalil Jahshan of the Ameri- 
can-Arab Anti-Discrimination Committee 
admits that in the past Arab groups have 
not always reciprocated offers of support 
from black politicians. But since Arabs 
now suffer tougher racial profiling, they 
feel more sympathy for black causes. 

By contrast, black advocacy groups 
have long enjoyed generous financial and 
volunteer help from Jews—though the rela- 
tionship has sometimes been fractious 
(both Jesse Jackson and Al Sharpton have 
been accused of anti-Semitism). Now 
some black leaders, including Ms McKin- 
ney, see Jews less as an oppressed minor- 
ity in America and more as the oppressors 
of the Palestinians in the Middle East. 

Ms McKinney’s battle mirrors a June 
primary in Alabama, where another pro- 
Palestinian black Democrat, Earl Hilliard, 
was ousted by Artur Davis. Although local 
issues probably proved decisive, Mr Davis 
received a lot of money from pro-Israel 
groups. Meanwhile, Mr Hilliard’s col- 
leagues in the Congressional Black Caucus 
threatened to withdraw support for aid to 
Israel unless the Democratic leadership 
formally supported Mr Hilliard (which it 
eventually did). Another forlorn (and hyp- 
ocritical) attempt to help Mr Hilliard came 
from Mr Sharpton, who flew down from 
New York to Birmingham to denounce 
outsiders butting into the election. 

The mathematics of bashing Israel in 
American politics remain clear. Although 
Arab-Americans have given generously to 
both the Hilliard and McKinney cam- 
paigns, their efforts have been dwarfed by 
the Israeli lobby. Jewish groups have spent 
over $41m over ten years on political con- 
tributions, compared with the Arabs’ 
$297,000, according to conservative esti- 
mates by the Centre for Responsive Poli- 
tics. Despite being the challenger, Ms Ma- 
jette has raised more than $1m, almost 
twice as much as Ms McKinney. 

So is Ms McKinney doomed? Polls 
seem to indicate the candidates are in a 
dead heat, and Ms McKinney's support 
among black voters, who comprise half 
the electorate, is holding up well. One omi- 
nous sign: to honour the victims of Sep- 
tember 11th, some local politicians want to 
rename a road Memorial Drive; it is now 
the Cynthia McKinney Parkway. 8 
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TH Financial Times is not normally given to puffing George 
ush. But on Monday it splashed a picture on its front page 
that, from the White House’s point of view, more than made up 
for all those sniffy editorials about the budget deficit. A rugged- 
looking president is dressed in jeans and a sweat-sodden T-shirt. 
In his gloved hands he carries branches that he has just lopped 
off trees. On his head, protecting him from the searing Texas sun, 
he wears a white cowboy hat. 

Bill Clinton spent his vacations in Martha’s Vineyard, sucking 
up the salt air and bantering with the likes of Ted Danson. Mr 
Bush prefers to labour on his Texas ranch, clearing brush, chop- 
ping down trees and defying the 110-degree heat. This is a man 
with deep roots and solid values, the White House whispers, a 
man who is at home in the heartland. 

Mr Bush is not the first president to repair to the heartland for 
reinvigoration. Teddy Roosevelt liked nothing better than trek- 
king out west, where he slipped into cowboy regalia and slaugh- 
tered wildlife. Lyndon Johnson spent his holidays on a ranch not 
too far (in Texas terms) from Mr Bush’s place. Jimmy Carter liked 
to unwind on his peanut farm in Plains, Georgia (where he once 
did battle with a “killer rabbit”). Even Mr Clinton was once 
forced to leave the beach: in 1995, with an election looming, his 
pollster, Dick Morris, told him that people wanted to see him 
hiking in the country rather than frolicking with celebrities. 

Why is it deemed so important to holiday in the heartland? 
The centre of America certainly contains many wonderful vaca- 
tion spots, but Plains, Georgia, and Crawford, Texas, are not 
among them. The simple reason is that Americans regard the 
heartland as more than just a geographical expression (the coun- 
try’s central and rural areas). It is a moral condition: an embodi- 
ment of the authentic American tradition of self-reliance, family 
values and community spirit. The inhabitants of the heartland 
are descendants of the rugged pioneers who carved a great civi- 
lisation out of mountains and prairies. They continue to make 
their living by doing proper work-by wrestling with nature 
rather than shuffling symbols on a screen. Mr Bush is well aware 
of his electoral success across “real” America, while Al Gore was 
left with the celluloid bits. Hence the value of that gritty picture 
in the rr (even if it was largely seen by stockbrokers lounging 
around Long Island). 








But is the heartland really such an embodiment of self-reli- - 
ance? Sadly, its true characteristics are not vigour and indepei 
dence but economic decline and government handouts. The 
small communities that are supposed to embody the America 
spirit are, in fact, haemorrhaging jobs, people and wealth. 

The worst poverty in America is probably not in the inner t ci 
ies but in the countryside-in places like Mississippi, Arkansas - 
and Kentucky. Six of the country's ten poorest counties can be 
found in the area stretching from Texas (where Mr Bush isso > 
hard at work) to California's central valley. Rural people make == 
barely 70*6 of the salaries of their urban counterparts. One in six o 
rural children is being raised in poverty. "s 

Ever since the dustbowl of the 1930s, the heartland has been 
hopelessly dependent on government handouts. Last year the 
country spent $25 billion on direct subsidies to farmers, and bil- 
lions more subsidising water, power and infrastructure. Twenty- 
five cents of every dollar in farm revenue comes from the gov- 
ernment. Paul Krugman, an economist at Princeton, calculates 
that the "blue" states (ie, the phoney coastal ones that Demo- 
crats win) subsidise the red Republican states to the tune of $90 
billion a year~and that was before the recent farm bill. 

The secret of the heartland's success in securing such largesse 
is simple: political clout. Wyoming, with a population of half a 
million, has as many senators as California, with a population 
of 34m. Just 16% of the population elects half the Senate. 

Yet subsidies are, at best, a mixed blessing. They are robbing . 
the heartland of its spirit of initiative and entrepreneurship. Ru- 
ral ghettos now suffer from all the dependence-induced patholo: 
gies of their urban cousins. They are also creating a sort of 
state-funded feudalism that is the very antithesis of the Ameri-. 
can tradition of rugged individualism. Huge quantities of gov- — 
ernment money flow to a handful of landowners, most of them —__ 
in Texas and California, who preside over vast armies of ill-edu- T 
cated and poorly paid migrant workers. 


If you want morality, go to the Hamptons 
What about the heartland's much-vaunted moral qualities? P 
Here again the image of small-town piety bears littlerelationto 
reality in rural America. The states that Mr Bush wonin2000 ^ = 
boast slightly higher rates for murder, illegitimacy and teenage - 
childbirth than the supposedly degenerate states that voted for 
Mr Gore. | 
In recent years the worst increases in both crime and drug. 
abuse have taken place in the heartland. In the past five years, | 
bank robberies jumped by 82% in small towns, compared with. 
17% in America as a whole. Many rural communities are 
plagued by drugs, particularly amphetamines and OxyContin. 
(an opiate pain-killer). In the 1990s the percentage of drug-re- 
lated homicides tripled in rural areas but halved in big cities. 
The true story of the American heartland is more compli- - 
cated—and more tragic—-than the one that the White House is - 
trying to tell. The taming of the heartland is one of the great — 
achievements of the human spirit (albeit one marred by the bi 
tal treatment of the native population); it also includes plenty o 
straight- talking, upright, God-fearing folk of the sort that are rar 
in Malibu. But a combination of economic change and disas- ` 
trous social policies is turning a rural idyll into a rural ghetto. A 
president who really cared about the heartland would devote a _ 
little serious thought to its problems, rather than just treat itas a_ 
backdrop for his re-election campaign. @ , 


















! | The Economist August 17th 2002 eun 





li The Americas 


The Latinobarometro poll 


Democracy clings on in a cold 


economic climate 


Latin Americans are starting to distinguish between bad governments and the 


benefits of democracy itself 


ESPITE the economic turmoil gripping 
many of their countries, Latin Ameri- 
cans are becoming somewhat more sup- 
portive of democracy, but they have little 
trust in political parties and believe that 
corruption is widespread and worsening. 
They have lost faith in privatisation, and 
want the state to take a more active role in 
regulating the economy, but in most coun- 
tries they have not moved more generally 
to the left. These are the main conclusions 
of the latest regional poll taken by Latino- 
barometro, a Chilean organisation, and 
published exclusively by The Economist. 
The poll covers 17 countries in the re- 
gion. Latinobarometro has conducted sim- 
ilar opinion surveys regularly since 1996, 
so the poll is good at capturing changes in 
opinion over time, and between countries. 
What emerges is a ray of faint hope for 
democrats. In 14 countries, support for de- 
mocracy increased over the past year, in 
some cases substantially (see table 1). In 
some cases, that is because elections have 
brought to power new political groups 
(Mexico in 2000) or seen the ejection of a 
reviled president (Nicaragua). In Venezu- 
ela, both supporters and opponents of 
President Hugo Chavez (who survived a 





coup attempt a fortnight before the poll 
was taken) seem to take democracy as 
their banner. Elsewhere, support for de- 
mocracy may have bounced back in line 
with a slight improvement over the past 
year in how Latin Americans see their 
economic situation. 

But such support still remains worry- 
ingly low in some countries, such as Brazil 
and Colombia. And in all but four coun- 
tries, it is lower today than it was in 1996, 
probably because of Latin America's gen- 
erally poor economic performance in re- 
cent years (see chart 4, overleaf). When the 
poll results are adjusted to take into ac- 
count the countries’ populations, they sug- 
gest that only 50% of Latin Americans are 
convinced democrats (chart 2). And most 
remain deeply dissatisfied with the way 
their democracies work in practice, though 
in 12 countries their discontent has dimin- 
ished since 1996 (chart 3). 

Even so, overall, support for authoritar- 
ian government is not increasing (and in 
Brazil, Colombia and Venezuela it has de- 
clined significantly). Only in Paraguay has 
it increased substantially since 1996; even 
there, last year's majority in favour of 
authoritarianism has been reversed. 
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Perhaps the most striking result is from 
Argentina. Notwithstanding the collapse 
of the country's economy, support for de- 
mocracy there has increased over the past 
year. That highlights an incipient trend. 
While the correlation between economic 
performance and support for democracy 
remains high, it is diminishing, says Marta 
Lagos, Latinobarometro’s director. 

That makes it less likely that economic 
stress might result in a return to military 


rule. Contrary to outside perception, past »* 








* military governments often enjoyed ma- 
jority public support, at least at the outset. 
Such a regression could happen in coun- 
tries where support for authoritarianism 
remains high, such as Paraguay. But it is 
unlikely in countries such as Argentina 
and Venezuela, which face political crises 
but where respondents put a high value on 
civil liberties, Mrs Lagos says. 

The poll highlights the many problems 
of Latin American democracy. One is the 
generalised contempt for political parties 
(chart 7). Another is the perception of cor- 
ruption; across the region, some eight out 
of ten respondents believe this to have in- 


creased in the past three years. 

Latin Americans are also unhappy 
with some recent economic reforms. Most 
are now hostile to privatisation (chart 5). 
And everywhere fewer (though still most) 
now think that the state should leave the 
economy wholly to the private sector 
(chart 6). Yet this appears to stem mainly 
from specific discontents about the way 
that public services have been privatised. 
Every where except Uruguay a majority of 
respondents still believe that “the market 
economy is best for the country”. 

Latinobarometro finds that only in Ar- 
gentina and Peru have respondents moved 


somewhat to the left (chart 8). Not coinci- 
dentally, in both countries “neoliberal” re- 
forms were carried out by high-handed 
presidents who have been accused of cor- 
ruption. Across the region, most respon- 
dents defined themselves as being on the 
centre-right. 

The poll finds that Latin Americans 
have a broadly favourable view of the Un- 
ited States, but that most opposed the 
American attack on Afghanistan. Interest- 
ingly, in Panama, itself invaded by Amer- 
ica in 1989, a majority were in favour. But 
80% of Argentine respondents and 74% of 
those in Mexico were against. B 





Colombia's conflicts 


State of 
commotion 


BOGOTA 
A crackdown against terror 


WA the guerrillas of the Revolu- 
tionary Armed Forces of Colombia 
(FARC) fired a dozen or so mortars at the 
presidential palace during the inaugura- 
tion of Alvaro Uribe as the country’s presi- 
dent on August 7th, they doubtless in- 
tended to provoke a reaction. It has come 
swiftly. Five days later, Mr Uribe declared 
a state of “internal commotion”, a con- 
stitutional provision which allows the 
government to decree a range of security 
measures, bypassing normal legislative 
procedures. “To counter terrorists who 
want to bring the nation to its knees, we 
are going to respond with all the means at 
our disposal,” said Fernando Londoño, the 
interior minister. 

This device has been used only five 
times under Colombia’s 1991 constitution, 
but never in a president’s first week in of- 
fice, nor with so much popular support. 
Most Colombians fear and condemn the 
FARC, whose 18,000-strong army is fi- 
nanced by kidnapping, extortion and 
drugs. The mortar attack, which security 
sources said used techniques passed on by 
the Irish Republican Army, failed to dis- 
rupt the inauguration, but killed 19 people 
in a nearby slum. In the past few months, 
the FARC has issued death threats against 
almost every elected official in the coun- 
try, and staged sabotage attacks against 
bridges and electricity pylons. 

The government's first use of its new 
emergency powers was to decree a wealth 
tax, to be paid by the richest 300,000 Co- 
lombians and some 120,000 companies. 
This should raise around $800m. That is 
enough for the defence ministry to equip 
and train at least 5,000 extra soldiers, 
10,000 police, and—a second emergency 
measure—a new force of 100,000 part- 
time auxiliary police and soldiers, some of 
whom may be armed. 

Mr Londono said that more steps will 
follow. These will include measures to in- 
tercept and trace mobile-phone calls (but 
only on the orders of a judge), as well as 
stronger powers of search and arrest and 
curbs on freedom of movement. The gov- 
ernment also wants to crack down on the 
finances of the Farc and other armed 
groups, by using the state of emergency to 
introduce new measures to confiscate as- 
sets derived from drug-trafficking. 

The emergency powers last 90 days, 
but can be twice renewed. On paper, they 
are less draconian than the “state of siege” 
in force for decades before 1991. The gov- 





A deadly Irish demolition job on a Bogota sl 


ernment would like to go further. It will try 
to make many of the emergency measures 
permanent, via constitutional reforms. 

But Mr Uribe will face several obstacles. 
One is Colombia’s constitutional court, 
which must approve the emergency de- 
crees. The court exasperated Mr Uribe’s 
predecessor, Andres Pastrana, by revoking 
some of his measures, including an anti- 
terrorist law approved by Congress. The 
court’s make-up has since changed. Mr 
Londono, one of the country’s most skilful 
lawyers, will try to cajole the court. He has 
already issued a veiled threat that he be- 
lieves the judges “will reach the appropri- 
ate conclusions”. 

Public opposition to the measures is so 
far largely restricted to trade-union leaders 
and human-rights groups but could grow. 
Mr Londono insists that media and politi- 
cal freedom will not be curtailed, and that 
the government is “obsessive” about re- 
specting human rights. 

Given the new president's whole- 
hearted backing, the onus now lies with 
the armed forces to start providing im- 
proved security. Mr Uribe has promoted 
General Jorge Enrique Mora, the army 
commander, to head the armed forces. He 
is respected within the army, but lacks po- 
litical skills. The new president is trying to 
tackle other security weaknesses. He plans 
a joint intelligence service; the military 
and police intelligence outfits rarely co-op- 
erate. Breaking with recent precedent, Mr 
Uribe has also named retired army gener- 
als to head both the corruption-riddled 
prison service and an office charged with 
confiscating drug traffickers' assets. 

Mr Uribe's first measures also send a 
political message. The United States has 
provided Colombia with some $1.7 billion 
of mainly military aid in the past two 
years. But American congressmen have 





been pushing Colombians, especially 
richer ones, to pay more of the bill for their 
own security. The new measures were cal- 
culated to impress an American delega- 
tion which visited Bogota this week, prior 
to finalising an aid proposal for 2003. 

The FARC will doubtless now throw 
what they can at Mr Uribe. A further up- 
surge in violence is likely. Turning the tide 
in Colombia’s conflicts could take years. 
But Mr Uribe has already shown that he in- 
tendsto try. 8 


Politics in Brazil 


Que sera, Serra 


SAO PAULO 
Is the government’s—and the 
markets’—candidate doomed? 


NTIL two months ago, it seemed likely 
that October's presidential election in 
Brazil would be won by Jose Serra, ally and 
close friend of President Fernando 
Henrique Cardoso. Since then, each new 
poll has brought Mr Serra bad news (see 
chart on next page). Though support for 
the front-runner, Luiz Inacio Lula da Silva 
of the left-wing Workers' Party, has gently 
declined, that for Ciro Gomes, a renegade 
from Mr Cardoso's Social Democracy 
Party, has surged. Three polls this week 
brought a crumb of comfort for Mr Serra: 
both his fall and Mr Gomes's rise appear to 
have stopped. But it may be too late: some 
of Mr Serra's allies have deserted, and 
there is even talk of him quitting. 
What has gone wrong? Perhaps Mr 
Serra, a good former health minister but 
poor stump campaigner, is simply the » 





> wrong candidate. Mr Cardoso might have 
done better to anoint Tasso Jereissati, an- 
other leading Social Democrat, who en- 
joyed broader support among the presi- 
dent’s coalition partners. Spurned, Mr 
Jereissati threw his support behind Mr 
Gomes, his former protégé. Mr Serra also 
lost (to Mr Gomes) the backing of much of 
the conservative Liberal Front party, one 
of the pillars of Mr Cardoso's coalition and 
powerful in Brazil’s north-east. 

Secondly, Mr Serra has argued that 
only he can prevent Brazil following Ar- 
gentina into financial chaos. Yet as turmoil 
has engulfed Brazil too (see page 56), that 
ploy has backfired. Ricardo Guedes of Sen- 
sus, a polling organisation, says that focus 
groups suggest that voters identify Mr 
Serra with a government which they 
blame for the country's vulnerable fi- 
nances. Mr Serra's dithering over whether 
to pose as a candidate of change, when he 
stands for continuity, has not helped. 

Mr Gomes has everything Mr Serra 
lacks: charisma, television skills, and an at- 
tractive partner in Patricia Pilar, a televi- 
sion soap star who is recovering from can- 
cer. And he is untroubled by ideological 
consistency. As his ratings have soared, the 
whiff of power has bound together his im- 
probable alliance of right-wing back- 
woodsmen and unreconstructed leftists. 
Mr Serra’s attacks on his inconsistency and 
occasional fibbing have not so far dented 
his support, nor have corruption allega- 
tions against some of his aides. 

Some of Mr Serra's allies, such as Cesar 
Maia, Rio de Janeiro's mayor, have put out 
feelers to Mr Gomes.If the likes of Mr Maia 
jump ship, that might finish Mr Serra. But 
he still has two hopes. Many voters have 
yet to make up their minds. And since he 
has the largest alliance (despite deser- 
tions), he will get the lion's share of the free 
television slots that candidates will enjoy 
from August 20th. If he uses these well, 
and if Mr Gomes's constant self-contradic- 
tions and frequent bust-ups with reporters 
start to drag him down, then Mr Serra 
might just make it to take on Mr da Silva, 
who lost the last three elections, in a run- 
off. But his chances hang by a thread. m 


i Two-horse race? 
Opinion poll support for Brazil's presidential 
candidates, % 
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Politics in Venezuela 


Chavez and the judges 


CARACAS 


The Supreme Court discovers its independence 


HEN is a coup not a coup? Did the 

events of last April, when Venezu- 
ela's president, Hugo Chavez, was ousted 
by his own armed forces—only to be re- 
stored to power three days later-amount 
to a military rebellion, and thus warrant 
court-martials for the officers concerned? 
A narrow majority of the country's 20 Su- 
preme Court judges think not. And that 
may have wider implications for Mr Cha- 
vez's grip on power. 

In three successive votes in the past 
month, the latest on August 14th, the court 
has dismissed a preliminary case brought 
by the public prosecutor against four se- 
nior officers, arousing the ire of Mr Chavez 
and of his supporters. After each verdict, 
small but violent demonstrations have 
turned the centre of Caracas, the capital, 
into a no-go area. The city's police, con- 
trolled by the mayor, Alfredo Pena, who is 
an opponent of the president, have been 
fired on by demonstrators, and have be- 
gun firing back. 

The court was previously known for its 
loyalty to Mr Chavez. Its verdict on the 
coup is only one of several signs of its in- 
creasing independence. Cynics note that 
this coincides with a parting of the ways 
between Mr Chavez and Luis Miquilena, 
his former interior minister. Mr Miquilena, 
an octogenarian former communist, was 
the president's political mentor and the 
chief author of his “peaceful revolution" 
and Venezuela's new constitution. He was 
also instrumental in packing the court 
with loyalists, as he also did with other 
supposedly independent branches of gov- 
ernment, such as that of the auditor-gen- 
eral and the ombudsman. Some of the 
judges now appear to have followed Mr 
Miquilena into opposition. 

If that is so, is Mr Chavez still prepared 
to abide by the court's rulings? On the eve 
of the latest judgment, Mr Chavez warned 
the court that "the people" and the armed 
forces would not tolerate the acquittal of 
the rebel officers. "Some judges are manip- 
ulated by people who have a lot of 
money," he declared on his rambling 
weekly radio and television show, “Hello 
President". But as so often with Mr Chavez, 
he later seemed to tone down these incen- 
diary comments. 

But Mr Chavez's supporters are clearly 
rattled by the court. Rafael Vargas, the min- 
ister of the presidency, says that its deci- 
sion to acquit the alleged coup plotters 
"could set the country on fire". The real 





Uneasy on the throne 


danger, he admits, is that this new judicial 
majority could back opposition moves to 
put the president himself on trial, for any- 
thing from human-rights violations to mis- 
use of government funds. “The country is 
ungovernable without Chavez. Let's not 
forget that Venezuela has experience of 
both urban and rural guerrilla warfare," 
Mr Vargas, who is himself a former guer- 
rilla, says ominously. *And those oil wells, 
the source of the country's wealth, could 
be blown up in a minute," he added. 

Other advisers to the president have 
suggested that the court's decision over the 
coup could be revoked by referendum, or 
even by convening a new constituent as- 
sembly to eject the court. This is constitu- 
tionally dubious. Anyway, in 1999 and 
2000, when Mr Chavez called and won six 
national votes, he still enjoyed over- 
whelming popular support. Recent polls 
suggest this has fallen to 30-35%, so he can- 
not be confident of winning a referendum. 

Opposition leaders claim that the gov- 
ernment is searching for a pretext to intro- 
duce a state of emergency, suspending 
some constitutional guarantees. But were 
it to do so, there is no guarantee that Mr 
Chavez's now-slender majority in the Na- 
tional Assembly would survive such a 
move, or that the armed forces would tol- 
erate it. So the time may indeed be ap- 
proaching when Mr Chavez finds himself 
summoned to appear before his own for- 
merly obedient court. 8 
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Middle East and Africa 


Plunder in Zimbabwe 





The great terrain robbery 


CONCESSION, ZIMBABWE 


Whites are not the only victims, and land is not the only asset being grabbed 


OLIN SHAND is a typical white Zim- 

babwean farmer. He's 58, tanned, rug- 
ged and jocular. He wears short beige 
shorts, and he keeps two hunting rifles, a 
shotgun and a shiny chrome revolver in 
his gun cabinet. He is deeply politically in- 
correct: he openly admits that he would 
not want his daughter to marry a black 
man. But until recently, he provided jobs 
and homes for 100 black Zimbabweans, 
who in turn supported more than 200 de- 
pendants. Now, his land has been seized 
by a rather smaller number of “settlers”, 
his workers have fled with their families, 
and Mr Shand has been ordered to leave 
his home. The deadline for his eviction 
passed last week, but he ignored it, locked 
his farmyard gate and hunkered down. He 
has not needed his Colt .45 since he fought 
against black liberation in the 1970s, but he 
fears he may need it again. 

Robert Mugabe's war against white 
farmers is entering its final phase. For two 
years, the Zimbabwean president's sup- 
porters have staged "spontaneous" inva- 
sions of white-owned farmland, seizing 
plots, beating up farmworkers and enjoy- 
ing total immunity from prosecution. 
Now, 95% of the country's 4,500 commer- 
cial farms have been earmarked for seizure 
without compensation. Like Mr Shand, 
most farmers were legally obliged to leave 
their homes last week. Some hoped that 
Mr Mugabe might relent a little in a tele- 


vised speech he gave on August 12th, to 
commemorate the liberation war. But they 
were disappointed. “We brook no impedi- 
ment,” he said, “and we will certainly suf- 
fer no avoidable delays." 

The president says he is simply reclaim- 
ing for poor blacks the land that was stolen 
from their ancestors. But the recipients 
have often been his far-from-poor cronies. 
He promises that the new farmers will be 
in situ in time for the new planting season 
in October. But beneficiaries of past take- 
overs, who rarely had much farming ex- 
perience, have allowed irrigation systems 
to crumble and once-fertile fields to revert 
to barren bush. Cereal production has 
fallen by two-thirds over the past two 
years, partly because of drought, but 
mainly because the most productive farm- 
ers, who have traditionally prevented 
drought from turning to famine, are hiding 
by their gun cabinets. Half of Zimbabwe's 
12m people need food aid, according to the 
World Food Programme. 

Justice for Agriculture, a pressure group, 
estimates that 6096 of farmers are defying 
their eviction notices. The Herald, a gov- 
ernment mouthpiece, says that most have 
left. No one really knows. It is unlikely, 
given shortages of fuel and competence, 
that the government could evict all the 
farmers in a swift and orderly fashion. But 
they could easily murder a few to encour- 
age the rest to flee. Since 2000, Mr Mu- 
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gabe's heavies have killed 11 farmers and 
tortured thousands of farmworkers. Farm- 
ers fear they are poised for a final shove. 

But Mr Mugabe's terror campaign costs 
money. The militia need to be paid, trans- 
ported and kept supplied. The police and 
army need to be rewarded for their loyalty. 
Where will the old despot find the cash? 
His regime has never got by merely by 
levying taxes on income and the like. Aid 
used to keep it afloat, but this has now 
dried up, barring the odd handout from 
Libya's Muammar Qaddafi. So now Mr 
Mugabe is filching his subjects' savings, 
partly by printing money, and partly by 
more direct means. 


The other grand grab 

The chief of these means is a pensions- 
grab almost as daring as his land-grab. 
Private pension funds are obliged to "in- 
vest" 4595 of their assets in treasury bills 
that pay 25% a year. Since inflation is 114%, 
this amounts to confiscation. 

To recap: an illegitimate government is 
stealing its people's life savings to keep it- 
self in power, so that it can continue imple- 
menting its ruinous policies. It is as if 
someone took out a mortgage on your 
house and used the cash to pay thugs to 
burn it down. Unless most of Mr Mugabe's 
policies are reversed, Zimbabwe will be 
left with no savings, and a dramatically re- 
duced income. If the intention is to revert 
to a feudal society, where peasants scratch 
a mean subsistence and can be thrown off 
their land at the whim of their political 
overlords, Mr Mugabe is doing well. 

Meanwhile, Mr Shand is feeling tired 
and nervous. Finally, the strain of listening 
for approaching footsteps grows too much, 
so he switches on television and watches à 
rugby match at full volume. "It's like wait- 
ing for a war to start,” he says. 8 



























Iran, Iraq and America 


Distrust, in all 
around 






TEHRAN 
The inescapable quandaries facing 
Iran's president 


TN RETURN for staying neutral in the 1991 
A Gulf war, Iran persuaded Saddam Hus- 
sein to surrender some disputed territory, 
and to start releasing the Iranian prisoners 
he had been holding since the two coun- 
tries fought in the 1980s. More than a de- 
cade on, Iran's leaders are hoping to ex- 
ploit Mr Hussein's renewed vulnerability. 
But neutrality may now be harder to main- 
tain. Much as they hate the idea of Ameri- 
can troops on their western border, help- 
ing George Bush in Iraq could be a last 
chance for the clerical regime to stay off the 
president's list of condemned countries. 

Ayatollah Baqer al-Hakim, a Tehran- 
based Iraqi dissident with followers 
among Iraq's Shia majority, is deeply in- 
volved in the Iranian-Iraqi-American im- 
 broglio. America now wants Mr Hakim's 

co-operation in generating a popular 
uprising in Iraq, but he and his small army 
need Iran’s permission to do so. 
| The Americans are anxious to avoid a 
-> repeat of the fiasco after Mr Hussein's de- 
feat in 1991: an American-incited rebellion 
among Iraqi Shias came to a tragically 
bloody end when Mr Hakim’s men (and 
members of Iran’s Revolutionary Guard) 
crossed the border, and an alarmed Amer- 
- ica withdrew its support for the venture. 
:. When Mr Hakim's brother returns later 
this week from talks with American off- 
cials and other Iraqi opposition leaders, he 
. will no doubt tell the Iranians what Amer- 
ica now expects of them. 

Ever since Mr Bush included Iran in his 
"axis of evil", America's pronouncements 
have been menacing, but vague. Earlier 
this month, Zalmay Khalilzad, one of Mr 
Bush's senior foreign-policy advisers, 
made it clear that America had despaired 
_ of Iran's "ineffective" reformist president, 
Muhammad Khatami. He did not, how- 
ever, as some senators and congressmen 
would have liked, call for a new regime in 
Iran. What is more, Mr Khalilzad said that 
America was open to discussions with 
Iran, notably on creating an Iraq that was 
no longer a threat to its neighbours. 

But Mr Khatami's distrust of Mr Bush 
has risen since the Americans, far from 
thanking Iran for its help in unseating the 
Taliban in Afghanistan, have been accus- 
ing the president's conservative oppo- 
nents of helping al-Qaeda fighters to 
safety. On Tuesday, Donald Rumsfeld, the 
defence secretary, reacted to the “news” 
that Iran had handed over 16 suspected al- 
Qaeda fightersto Saudi Arabia by insisting 








that many more were still in Iran. 

The Iranians responded by saying that 
they have over time arrested some 150 al- 
Qaeda suspects, nearly all of whom have 


already been handed over to various 


countries. The 16 Saudis were in fact repa- 
triated in May. Hamid Karzai, the Afghan 
president, managed to sound equally 
friendly to Iran and to America, when Mr 
Khatami visited him in Kabul this week. 

Iran's government looks for rewards in 
a post-Hussein regime, such as the liquida- 
tion of the Iraq-based People's Mujahe- 
deen, which has spent the past two de- 
cades threatening it with bombs and 
bullets. But its ability to influence events in 
Iraq is hampered, not least by Arab fear of 
the effects that Iran-sponsored Shia chau- 
vinism might have on their own Shia mi- 
norities. And Mr Khatamiis in a quandary. 
Even if he co-operates with America, his 
conservative opponents could repeat the 
spoiling tactics they are said to have em- 
ployed in Afghanistan. 

For the moment, the Iranians are con- 
centrating on shortterm gains. Mr Hus- 
sein, fighting for his life, has quietly accel- 
erated the repatriation of his remaining 
Iranian prisoners of war: fewer than 1,000 
are thought to be still in Iragi hands. Iraq is 
also keeping the Mujahedeen quiet. In re- 
turn, Iran will continue to turn a blind eye 
to the cross-border smuggling that keeps 
Iraqis supplied with food and other goods. 

But Iran's co-operation has limits. At a 
recent meeting with Mr Hussein's elder 
son, Iranian military officials are said to 
have refused to hand over the 100 or so 
war planes that Iraq misguidedly en- 
trusted to Iran during the Gulf war. & 


AIDS in Uganda 
Was the miracle 
faked? 


KAMPALA 


No, but possibly exaggerated 


OU can recognise Uganda's health 

ministry by the gleaming gold letters on 
the gate, the car park full of sports utility 
vehicles, and the fact that the lifts work. 
Erected two years ago with ample donor 
funds, it stands out from its nearest neigh- 
bours, a clutch of tin-roofed shacks. For- 
eigners love giving money to Uganda be- 
cause it is that rare thing: an African 
success story. Specifically, the country has 
achieved a miraculous reduction in the 
level of aips infection. Or has it? 

The official story, repeated often and 
with reverence at AIDS conferences, is that 
infection rates were stratospheric when 
Yoweri Museveni seized power in the 
1980s. Unlike other African leaders, Mr 
Museveni did something about it. He 
spoke endlessly of the dangers, the radio 
waves were opened to frank talk about 
safe sex, shops were stocked with con- 
doms, and so on. The epidemic was rolled 
back: earlier this year, the president said 
that his government had cut HIV preva- 
lence from 30% in 1990 to 6.1% last year. 

But an American medical researcher 
now questions the precision of this mir- 
acle. In an article in the Lancet last month, 
Justin Parkhurst, of the London School of 
Hygiene and Tropical Medicine, argues » 





> that it is based on flimsy evidence. Much 
of the data come from testing pregnant 
women seeking treatment at urban 
health clinics, which, he writes, is “hardly 
indicative of anation where about 87% of 
the population live in rural areas.” Na- 
tionwide, he suggests, infection rates 
were never as high as 30%. The oft-cited 
dramatic drops in HIV prevalence were 
recorded only in a few places. Elsewhere, 
the decline was more modest. Mr Park- 
hurst concedes that Uganda has been 
uniquely successful in fighting Arps. But 
he claims that its achievements were ex- 
aggerated, with normal standards of 
proof lowered in order “to provide the in- 
ternational community with the African 
success story it wants.” 

The article sparked pandemonium in 
Uganda. Newspapers splashed Mr Park- 
hurst’s findings on their front pages. The 
country's top health officials and AIDS re- 
searchers denounced the article as “slan- 
derous”, and accused its 28-year-old au- 
thor of being a publicity hound seeking a 
career-making controversy. But, privately, 
some outside Arps experts say that Mr 


Parkhurst, however undiplomatically, 
may have hit on something. No one seri- 
ously disputes that infection rates have 
been falling in Uganda, but many doubt 
that they have dropped as precipitously as 
the authorities claim. 

Why fake a miracle? Mr Parkhurst sug- 
gests that, just as Wall Street pressures cor- 
porations to report ever-increasing earn- 
ings, the behaviour of international 
donors encourages poor countries to ac- 
centuate the positive. If aid is not seen to 
work, the donors may move on. But accu- 
racy matters: if other African countries 
with horrific Arps epidemics are to learn 
from Uganda’s genuine success, they need 
to have precise information about what 
the country managed to do, and how. 

Meanwhile, inside the health ministry, 
a counter-attack is being hatched. New Vi- 
sion, a state-owned paper, printed a 
lengthy rebuttal of Mr Parkhurst's claims, 
saying he ignored data from other centres, 
such as blood banks. The ministry was also 
able to announce more good news: accord- 
ing to the latest data, HIV prevalence in 
Uganda has now dropped to 5%. m 





Israel and Palestine 


Where causing pain is an end in itself 


JERUSALEM AND JENIN 


Two years of violence, two lousy strategies, and still no end in sight 


€€TT TOOK the first intifada to push me 

off the fence and into the peace 
camp,” says Edward Cohen, a soft-spoken 
venture-capitalist in Jerusalem. “It took the 
second intifada to push me back up and 
over to the other side of the fence.” And so 
say many other Israelis. Next month the 
Palestinian uprising that broke out after 
the failure of Bill Clinton’s peacemaking at 
Camp David in the summer of 2000 will 
enter its third year. It has not only claimed 
the lives of about 1,500 Palestinians and 
550 Israelis. It has also destroyed the belief 
of many good people on both sides in even 
the possibility of peace. 

The visitor to Israel finds a sad and 
frightened nation. Life goes on, but in the 
knowledge that any bus, café or university 
campus could be the target of the next sui- 
cide bomb; the guards posted outside 
shops and restaurants seem almost to 
flinch as they ask customers to open their 
bags. Mixed with the depression is a black 
feeling of betrayal-by the Europeans, for 
what Israelis consider a failure to de- 
nounce this terrorism; but above all by the 
Palestinians, for reneging on their promise 
under the Oslo peace accords to grasp the 
olive branch and put aside the gun. 

This latter betrayal is felt most keenly 


by those who worked with Yasser Arafat's 
Palestinian Authority (PA) to steer to peace 
by the Oslo road-map. Jacob Perry, now 
head of a telecoms firm, but until recently 
director of the Shin Bet security service, 
says itis now plain that the PA was never 
serious about clamping down on the hard- 
line groups such as Hamas and Islamic Ji- 
had. From 1993 onwards, he claims, the PA 
began to smuggle arms and ammunition 
into the West Bank and Gaza to prepare 
new violence. When the fighting started, 
Mr Arafat's own Fatah organisation, not 
the Islamists, conducted most attacks. 

To Ariel Sharon and his Likud Party, the 
bitterness of those in the former Labour 
government of Ehud Barak, who put their 
faith in Mr Arafat and Oslo, merely shows 
what dupes they were. Today Labour 
clings on as a demoralised bit-player on 
the margins of Mr Sharon's coalition, 
claiming without conviction that by doing 
so it moderates his handling of the inti- 
fada. Fear of the voters is a more plausible 
motive: Ephraim Sneh, one Labour minis- 
ter, says simply that with some 600 Israeli 
dead in a terrorist war, *our voters would 
punish us if we left the government now. 
They don't want the strategy to be left in 
the hands of the hardliners." 


But what, exactly, is the strategy? Is Mr 
Sharon, as his critics say, merely flailing 
about for a military answer to a problem 
that cries out for a political solution? 

He is not that simple. Though the mili- 
tary challenge dominates the thinking of 
hisinnercircle,none of his top advisers be- 
lieves that all the bombers can be stopped 
by force alone. One admits that since the 
Palestinians no longer observe any red 
lines, “the sky's the limit" for their attacks. 
The army expects the Palestinians to turn 
soon from strikes that take a dozen or à 
score of lives at a time to *mega-terror" of 
the sort pioneered by Osama bin Laden. In 
the meantime, its aim is to minimise Is- 
rael's casualties. Mr Sharon's two big oper- 
ations so far—the reconquest of the West 
Bank under operation “Defensive Wall", 
and bottling up its inhabitants under "De- 
termined Path"—have indeed delivered 
short-lived lulls (see chart on next page). 


The Arafat fixation 

Besides, Mr Sharon's diplomacy, fixated 
for months now on the removal of Mr Ara- 
fat, has arguably been more successful 
than his military moves. The speech in 
June in which George Bush surprised the 
world by calling for a new Palestinian 
leadership and reform of the PA is seen by 
the prime minister's men as a famous vic- 
tory. Israel, they say, invented the idea of 
demanding the reform of the PA, and 
planted this notion methodically not only 
in the mind of the Americans but also in 
those of several European and Arab gov- 
ernments. Though they dare not say so, the 
Israelis aver, countries such as Egypt and 
Jordan accept that no political progress can 
be made while the PA is under the impos- 
sible Mr Arafat. Their quarrel is not about 
whether he should go, only how. 

For the present, the policy of choice is 
gradual marginalisation. Israel wants 
countries that talk or give money to the PA 
to bypass Mr Arafat himself. As time » 





After a suicide bomb 
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> passes, it is hoped, his lieutenants will 
check back less and less with their nomi- 
nal president. The aim is to whittle away 
his authority and build up his rivals. Won't 
that merely deprive the Palestinians of 
their paramount leader, and Israel of a 
needed interlocutor? On the contrary, say 
Mr Sharon's men. Whoever takes his place 
will need the political and financial sup- 
port of the rest of the world, and this in 
turn will require accepting what Israel says 
Mr Arafat refuses to see, “that terror is a 
currency that isn't traded any more.” 

As to who this successor might be, Is- 
rael's thinking is a study in vagueness. The 
Israelis acknowledge that no other Pal- 
estinian commands the loyalty of all of 
Palestine’s complex factions. Muhammad 
Dahlan, who heads Palestinian security in 
Gaza, has no following in the West Bank; Ji- 
bril Rajoub, his West Bank counterpart, 
whom Mr Arafat recently sacked, has none 
in Gaza. The Israeli hope is that a collective 
and more pragmatic leadership will arise. 
Only then, it is explained, can Mr Sharon 
show the generosity he refuses to show 
while the intifada still rages. In accordance 
with Mr Bush's plan, the Palestinians will 
be allowed to declare a "provisional" state, 
whose borders will remain undetermined 
until after a couple of years of quiet. 


Oslo revisited 

If this is a plan, itis a desperate one. It is, in 
effect, Oslo all over again, minus Mr Arafat, 
with the clock rewound so that the date for 
settling all the wicked issues—borders, set- 
tlements, refugees-is deferred even lon- 
ger. After all their loss of life and liveli- 
hood, no new leadership could easily ask 
the Palestinians to give up their fight for so 
little. Even Mr Perry, the former secret po- 
licemen, concedes that the failure of Israeli 
governments to deliver enough political 
movement helped to provoke this intifada, 
and that some big gesture will be needed 
to end it. But—here is an infernal Catch 22— 
how can Israel appear to concede under 
fire without inviting more of it? 

That is a question the Palestinians 
might profitably try to answer. For if it is 
hard to see how Israel intends to defeat the 
intifada, itis no less difficult to see how the 
Palestinians intend to win it. 

In the beginning, Mr Arafat may have 
hoped to force international intervention, 
so producing a settlement more favour- 
able than the one offered by Mr Barak. He 
has indeed wrung out of Mr Bush a clearer 
"vision" of Palestinian statehood than any 
previous Republican president has given. 
But America's vision is for the long term, 
and Mr Bush has meanwhile allowed Mr 
Sharon to reconquer the West Bank. 

If the Palestinians hoped that a new in- 
tifada would bring the doves to the fore in 
Israel, the opposite has happened. Israel's 
peaceniks—the “dupes” of Oslo—have 
been waning, and far-right voices, calling 
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Routine in the West Bank 


now for the "transfer" of all the Palestin- 
ians to neighbouring countries, have 
waxed in their stead. "They call me a rac- 
ist," says Benny Elon, one Israeli MP who 
cannot understand why so few see the 
beautiful logic of this policy. "But that is 
because my critics refuse to face reality." 

In private, some prominent Palestin- 
ians confide that they do not expect much 
good from this latest intifada. Comparing it 
unfavourably with the uprising of the late 
1980s, some Say it is not really an intifada 
at all. Last time, the Palestinians chose not 
to use firearms, putting their faith in amass 
movement with clear political objectives. 
This one, they say, has been hijacked by 
the armed factions, bringing more harm to 
the Palestinians than to Israel. 

But such views are far from represen- 
tative. Indeed, a terrible aspect of the 
uprising is that to many Palestinians its po- 
litical objectives are secondary. In a mirror 
of Israel's mood, they too feel betrayed by 
the Oslo years. Having waited patiently for 
statehood, all they got was more Jewish 
settlement and, as they see it, an insulting 
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offer from Mr Barak. Few think of the inti- 
fada as an instrument, soberly chosen to 
achieve a precise diplomatic end. Most in- 
sist that it was a reaction—the only avail- 
able one—to injuries which the Israelis in- 
flicted on them. As the rage of each side 
mounts, the infliction of pain on the other 
becomes strategy enough in itself. 


Back to 1947 

Who will prevail? In Jenin, a West Bank 
city girdled by Israeli armour and torpid 
under the summer sun, Muhammad, a 
portly civil engineer with nothing to build, 
sits beaming in his barren office and ex- 
plains with perfect lucidity the beauty of 
the suicide bombings-rather as Mr Elon in 
Israel's parliament explained the beauty -~ 
of "transfer". Israel has its smart bombs, he 
says, but ours are smarter because they 
can think, see, and change direction. They 
have wrecked Israel's economy, scared off 
investment, discouraged more Jews from 
coming and persuaded many to leave. By 
striking fear into the Israeli heart, they 
have made the Jews feel that Palestine is 
not theirs: “You do not feel afraid if you are 
in your own country." 

Would Muhammad make peace if Is- 
rael returned to its pre-1967 borders, as the 
PA Says it would? "Why the 1967 borders?" 
he asks. “Those Nazis took 78% of Pales- 
tine, leaving us only with the dry and bar- 
ren 22%. Our aim is 100%.” He adds as an 
afterthought that if, and only if, the Pal- 
estinians felt “very generous" they might 
let a Jewish state exist in the borders 
marked out by the uw partition plan of 
1947. This would have been a state of little 
enclaves, rather like the one the Palestin- 
ians now accuse Israel of trying to force on 
them. Trapped in the wretched symmetry 
of dual victimhood, the two nations battle 
bloodily on. It is hard not to conclude that 
the worstis yetto come. 8 
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A spectre over Central Europe 


PRAGUE 


Even now, a quarrel over one obscure side-effect of the second world war could 
threaten the enlargement of the 21st-century European Union 


AS Central Europe come to terms with 

the second world war? When Tony 
Blair visited Prague on an arms-selling 
mission earlier this year, he was assailed 
by Czech journalists. But not for details of 
the fighter aircraft he was trying to flog: 
what they wanted to know was Britain's 
position on the Benes decrees. 

The Benes what? Mr Blair looked at his 
notes, and flannelled. Well he might. The 
decrees, providing a legal basis for the evic- 
tion of ethnic Germans, the “Sudeten Ger- 
mans”, from Czechoslovakia, were issued 
by President Edvard Benes in 1945. Yet they 
are still a live political issue—and a grow- 
ing one. They have been used by populist 
politicians across Central Europe. They fig- 
ured in Hungary's elections in April and in 
the Czech ones in June. They will figure in 
the Slovak and the German elections next 
month. They could even threaten the en- 
largement of the European Union. 

The world war was presaged by the 
Munich agreement of late 1938, when 
Czechoslovakia's fair-weather friends 
bought off Adolf Hitler by donating him 
swathes of its border-lands inhabited by 
the allegedly oppressed Sudeten Ger- 
mans. War was guaranteed by his seizure 
of most of the rest in March 1939. Hungary 
too took slices of territory, Poland small 
bites. In 1945, the liberated Czechs were 
not much worried about the human rights 


of their ex-occupiers. The troops had gone; 
the civilians, men and women, ancients 
and infants, should go too. 
Czechoslovakia, created only after the 
first world war, had been a diverse place. 
When Tomas Masaryk, its founding father, 
died in 1937, his coffin was shouldered by 
six soldiers, one for each of its national- 
ities: a Czech, a German, a Slovak, a Hun- 
garian, a Ruthenian and a Pole. The coun- 
try also had many Jews, classed as Czech, 
Slovak or German according to their lan- 
guage. But that was before the storm. The 
Jews were murdered by Hitler. First Hun- 
gary, then, after the war, the Soviet Union 
grabbed Ruthenia, in the east. The Poles 
went to Poland, many Hungarians, some 
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under compulsion, to Hungary. The big- 
gest shift was the expulsion of the Ger- 
mans, a quarter of the population in 1938. |. 
Under the decrees, ethnic Germans - 
were stripped of their citizenship and. 
property, without compensation, and 
thrown out, unless they could prove that 
they had shown their loyalty to Czechoslo- 
vakia during the Nazi times. By normal 
standards, this was monstrous, and Aus- -- 
trian and German right-wingers, saying 
that the decrees have no place in modern 
Europe, want them annulled at once. And 
if today’s Czech Republic won't do that, 
say some, it should not be let into the zu. . 
The Czechs won't. In part because an=: 
nulling the decrees would open the flood- 
gates to property claims from Germans. _ 
But mostly for patriotic reasons: Czechs- 
like the Poles, who, with the Red Army, . 
ruthlessly expelled 6m-8m Germans from. 
what, after the war, became western | 
land—feel those who began an appalli 
war have no claim to revise its effects. 
There is no denying the Sudeten Ger 
mans suffered terribly. Before or after th 
decrees, some 2.4m were expelled. Evei 
Czech historians say some 19,000 died in: 
the process, 6,000 violently. Sudeten Ger- 
man groups today—for they still exist in 
Germany and Austria, and they haven't. 
forgotten—say far more died. It could be: 
just last month a Czech historian uncov- 
ered new evidence suggesting that the Be- 
nes government covered up mass execu- © 
tions of German civilians. B 
Even nationalist-minded Czechs now = 
admit there were excesses in the wild days .. 
just after the liberation. Witnesses tell of 
lynchings: ss men burned alive ortethered .. 
to workhorses and torn limb from limb. In- ~ 
nocent Germans were randomly scalped ` 
or shot. Countless women were pen) » 
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» Even the sick and elderly did not escape 
being beaten. A Hungarian going home 
via Prague in 1945 wrote that what he saw 
there made his stay in a Nazi concentration 
camp look “like a holiday”. Even in late 
1945, when tempers had cooled and order 
had been restored, 50,000 people turned 
out in Prague to watch the execution of 
Germans as an entertainment. 

Czechs shrug this off. It was sad, they 
say, but their country had suffered more 
than six years of often brutal occupation. 
The policy of expulsion, and the decrees 
that authorised it (also hitting some Hun- 
garians in Slovakia, though they suffered 
less), were backed by the victorious Allies. 
They were confirmed by later bilateral 
treaties, including one between Czecho- 
slovakia and West Germany. Germans are 
welcome back for visits; local councils are 
increasingly happy to tend German graves 
and to remember the German bit of their 
town’s history. There are many positive 
stories of returnees. But there will be no 
apologies or return of property. “We're not 
getting down on our knees for them," says 
an elderly farm worker on what were once 
ethnic-German fields near Litomerice (ex- 
Leitmeritz) in northern Bohemia. 

Czech officials point out that 91% of Su- 
deten Germans voted for a pro-Nazi party 
in the 1938 elections. They welcomed Hit- 
ler's troops. They were his “fifth column", 
“traitors”, according to Milos Zeman, who 
retired as Czech prime minister in June. 
The new man, Vladimir Spidla, is more 
diplomatic but just as firm: he will not 
bow to external pressure. Nor very well 
could he: in April, the then parliament 
voted by 169 to none to retain the Benes de- 
crees and refuse to reopen issues arising 
from that period. The most the Sudeten 
Germans can hope for, say insiders, is a 
statement of regret and a few memorials. 


The Sudeten influence 

That might be enough for Germany. Its 
chancellor, Gerhard Schróder, is commit- 
ted to a 1997 agreement with the Czechs 
which holds that bilateral relations should 
not be infected by history. But even he can- 
celled a visit to Prague this spring in protest 
against Mr Zeman's remarks. And what if 
the conservative challenger, Edmund Stoi- 
ber, wins September's election? He is Ba- 
varian, his wife a Sudeten German who 
fled as a girl with her parents from western 
Bohemia. Sudeten Germans form an age- 
ing but still influential part of his elector- 
ate. He is often at their gatherings with his 
wife, sometimes lingering over photo al- 
bums of long-Czechified villages and 
towns. Mr Stoiber has said that he is not 
willing to draw a line under the past. 

In office, he might think otherwise. 
German companies are the main foreign 
investors in the Czech economy. Volks- 
wagen has made a huge success of Skoda, 
a Czech car maker. The last thing it or other 


German firms want is to see historical 
grievances sour their business climate. 
Austria is tougher on the issue. Curi- 
ously, you might think: it took in only a 
few of those expelled. But relations be- 
tween Prague and Vienna are terrible. 
Some of the bad blood goes right back to 
Austria's imperial rule of the Czechs. Some 
is bang up-to-date: a row over a Czech nu- 
clear plant. But Austrians like to pretend 
that (except by birth) Hitler was nothing to 


do with them. And their chancellor, Wolf- 


gang Schüssel, is the darling of the Sudeten 
German lobby. “Injustice never lapses,” he 
tells its members, to Czech annoyance. 
Right-wing Austrians want no part in a 
dialogue set up by liberals from both coun- 
tries to improve relations. Egged on by the 
governor of Carinthia, Jórg Haider, whose 
Freedom Party is Mr Schüssel's coalition 
partner, they threaten to do all they can to 
block Czech entry into the Eu unless the is- 
sue of the Sudeten Germans is resolved. 


The Polish question 

Does all this matter? Can ancient wrongs 
really be allowed to meddle with the fu- 
ture of 21st-century Europe? Yes, for there 
is another ghost at this feast of ill-will. 

The dispute over the Benes decrees has 
already cut into Czech enthusiasm for the 
EU. What alarms diplomats is that it could 
lead to a closer look at the Poles' expulsion 
of Germans. That is a taboo subject for the 
many Poles who still distrust and dislike 
the neighbours who invaded them in 1939, 
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killed millions and for decades after 1945 
claimed that parts of Poland were merely 
“under Polish administration”. Poland re- 
stricts sales of farmland to foreigners, and 
has negotiated with the EU a 12-year transi- 
tion period for ceasing to do so. The aim 
was to reassure Poles in western Poland 
that the former German owners were not 
going to start buying back their land. But 12 
years is not eternity, and support for join- 
ingthe Eu is already fragile in Poland, nota- 
bly among farmers, albeit mainly for agri- 
cultural-policy reasons. Populists like the 
farmers' leader, Andrzej Lepper, would 
love to use history to win a no vote in next 
year's referendum on joining the EU. 

That fear for Poland is why Günter Ver- 
heugen, who oversees enlargement for the 
EU, has gone out of his way to reassure 
edgy Slavs. The Benes decrees, he says, 
"will not create an obstacle for the acces- 
sion of the Czech Republic into the Eu". 
The Czechs should respect Austrian sensi- 
tivities, he says, but "basically this is a po- 
litical, not a legal problem". 

Well, so it is. And common sense says 
that if far greater and more recent quarrels 
could be put aside to create what is now 
the EU, so can and should this one. But not 
even international politics is conducted by 
smooth, sensible diplomats or Eurocrats, 
removed from popular feelings. The Benes 
decrees are ancient history, but they revive 
it too. Super-patriots in the EU’s Germanic 
members could usefully note that respect 
for sensitivities is a two-way game. W 





Floods hit Central Europe 


Nature knows no citizenships or frontiers. This week parts of southern Germany, Austria 
and the Czech Republic alike were ravaged by rivers swollen by torrential rains. The Elbe 
swamped areas of Dresden; Salzburg was cut off; the mediaeval centre of Prague (below) 
was saved, just, by emergency flood barriers, but huge numbers of people in the city had 
to flee their homes, as the Vitava river rose to levels unreached since 1890. In these 
three countries 25 people died. Russia was still harder hit: as flash floods last weekend 
swept roads and cars into the Black Sea, some 60 people perished. 
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Germany's election 


Schróder still has 
a chance 


BERLIN 
His Social Democrats are way down in 
the polls, but not yet out 


UST five weeks short of the election, the 

outlook for Gerhard Schróder is grim. In- 
stead of picking up, the economy is again 
in deep trouble. The number of jobless is 
almost back to where it was when Mr 
Schróder came to office in 1998, and rising. 
Bankruptcies are soaring, share prices in 
the basement. Freak floods are threatening 
lives, homes and crops. And the govern- 
ment, lurching from one crisis to another, 
has no answer to any of them. No wonder 
opinion polls show the ruling Social Dem- 
ocrats trailing their conservative rivals by 
6-8 points, as against 2-4 in June. 

So is the game up for Mr Schróder? 
Most pundits think so. Yet one voter in 
three is still undecided, and he still holds a 
couple of potential trumps. 

First, for all his government's woes, he 
himself remains far more popular than 
his challenger, Edmund Stoiber. The Ba- 
varian leader scores higher on jobs and 
the economy, the two main campaign is- 
sues. But Mr Schróder is widely seen as 
the better leader, especially in a time of 
crisis. Their manifestos suggest little to 
choose between the two men. Both say 
they want to boost the economy, create 
jobs, secure pensions, improve education, 
help families and pump new aid into the 
ex-communist east. Both talk of slashing 
taxes, welfare contributions, government 
spending and public debt. Neither ex- 
plains how this twofold miracle will be 
achieved. 

Secondly, Mr Schróder has the bold 
and potentially far-reaching labour-mar- 
ket reforms put forward by a government- 
appointed commission chaired by Peter 
Hartz, Volkswagen's personnel manager. 
Its report, already widely leaked, was due 
out officially on August 16th. Mr Schróder 
still has time, just, to make use of it. 

So the commission's proposals, already 
broadly backed by employers and trade 
unions alike, will be put before a special 
Social Democratic conference this week- 
end. The cabinet will announce its first 
measures, ones not requiring legislation, 
next week, and send further ones to the 
Bundestag as a bill during the debate on 
the 2003 budget early next month. 

The commission thinks Germany's 4m 
jobless could be halved within three 
years were its recommendations imple- 
mented promptly. The key proposal is for 
the creation of state-run agencies, along- 
side the present unemployment offices, 
which would take on those still unem- 





Schréder’s hopes rest on Hartz 


ployed after six months without a job, 
and hire them out to employers. Any who 
refused would have their unemployment 
benefits cut. All the jobless, likewise, 
would have to be far less choosy than 
now or face similar cuts: a job might offer 
up to 20% less than they used to earn, but 
they would have to accept it; young and 


single people would have to move any- 
where within the country for work. 

This could yet save Mr Schróder. He is 
determined not to become the federal re- 
public's first chancellor to be denied a sec- 
ond term in office. With an upturn in sup- 
port, he might do it. Even now, most polls 
suggest that the conservatives and their 
likely post-election allies, the Free Demo- 
crats, will not win an absolute majority of 
the vote. Everything would then depend 
on wheeling and dealing after the election. 
Even if the Social Democrats did not 
emerge as the biggest party, so long as they 
had done respectably they could still hope 
to form a minority government with the 
Greens, tolerated by the ex-communists; or 
a three-way coalition with the Greens and 
the Free Democrats; or even, conceivably, 
one, headed by Mr Schróder, with the 
Christian Democrats, though minus Mr 
Stoiber and his Bavarians of the Christian 
Social Union. The fact that such options, 
most formerly considered taboo by the So- 
cial Democrats, are now being seriously 
considered indicates just how desperate 
Mr Schróder's party has become. m 





Hungary's ex-spook politicians 
You were another 


BUDAPEST 


Ministers left and right worked for “intelligence” in communist days 


Vv won't usually find many Hungar- 
ian politicians in the capital in August. 
You will this year, thanks to two par- 
liamentary investigations set afoot after it 
was revealed in June that Peter Medgyessy, 
prime minister in the Socialist-led govern- 
ment that won power in April's elections, 
was once a communist-era counterintelli- 
gence agent. The results are surprising. 

One committee is looking at Mr Med- 
gyessy's record; another at secret files that 
may reveal which other post-communist 
ministers had similar links. Unexpectedly, 
Mr Medgyessy and his team are emerging 
from the hearings pretty well. But for the 
centre-right opposition, notably Fidesz, 
the party of Viktor Orban, prime minister 
till April, they have been a body-blow. 

Mr Medgyessy acted as an agent while 
working at the finance ministry in 1978-82. 
But he has stuck to his line that all he did 
was protect economic secrets and prevent 
the Soviet KGB from disrupting Hungary's 
application to join the rMr, which he was 
helping to prepare. Though some still 
doubt it, his story has not so far been seri- 
ously undermined. But this week Imre 
Mecs, the—pro-government—member of 
parliament leading the other investigation, 
said that, on the figures so far, fewer minis- 
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Medgyessy faces the committee 


ters in the two Socialist-led post-commu- 
nist governments had past secret-service 
links (two and one, respectively, though it 
is unclear whether this includes Mr Med- 
gyessy himself) than in the two conserva- 
tive ones (five and four). 

Conservative ministers may also have 
done nastier things than those held against 
Mr Medgyessy. Some-if leaks to the press »» 


c» 





> are true—may have had links with the do- 
mestic intelligence agencies, snooping on 
neighbours and colleagues. 

The probable explanation is that the 
left-leaning governments have included 
many former communist ministers or 
party officials—recipients, not writers, of 
the spooks’ reports—plus a few ex-dissi- 
dents, likelier victims (by and large) than 
agents of the secret police. But among con- 
servative ministers, a fair number in com- 
munist days were middle-ranking public 
servants; the sort of people whose help the 
spooks would hope to recruit. 

The conservatives’ response has not 
helped them. Their members on Mr 
Mecs’s committee have walked out, talk- 
ing of procedural irregularities. When the 
data-protection ombudsman ruled that no 
one should have data about him revealed 
without his consent, current ministers and 
those of the leftish government of 1994-98 
rushed to give it. Ex-members of the con- 
servative one of 1990-94 or Mr Orban's of 
1998-2002 were slower. 

Opinion polls suggest that Fidesz and 
the right have been hurt. Voters already 
knew that Mr Medgyessy was on the rul- 
ing party's central committee in commu- 
nism's later days. But Mr Orban had por- 
trayed his team as firmly anti-communist. 
To many, that now smells of hypocrisy. m 


Terrorism in Spain 
Shutters down on 
ETA’s friends 


The government takes the first steps to a 
banon the terrorists' political arm 


HEN à bomb set off by your terrorist 
friends kills a child, it will not do just 
to talk of "tragic circumstances" and say 
that, while you “will not justify" the kill- 
ing, you will graciously “analyse” why it 
happened. That is what Batasuna, the po- 
litical arm of the Basque-separatist terror 
group, ETA, did last week after an explo- 
sion that killed a man and a six-year-old 
girl in a police barracks at a resort on the 
south-east coast. One week and another, 
mercifully victimless, resort explosion 
later, Batasuna learned the cost: the Peo- 
ple’s Party government, backed by the op- 
position Socialists and most public opin- 
ion, plans to recall parliament to start the 
process of getting Batasuna banned. 
Under a new law passed for just this 
purpose, that means a parliamentary mo- 
tion, which will then go to the Supreme 
Court for a ruling. With over 300 of the 350 
seats, the two big parties face no problem 
getting the motion through. Even so, both 
are working to get wider support: from the 
far left, sundry regional “nationalists” and 
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There was also a six-year-old in there 


even the Basque Nationalist Party (PNv), 
which, though non-violent itself, is often 
accused of being the mild half of a soft- 
man, hard-man Basque-separatist duo. 

The pNv-led government of the auton- 
omous Basque region has long demanded 
that Madrid devolve to it the remaining 
functions—37 of them, it says—that it is en- 
titled to but which are yet to be transferred. 
If not, and soon, it said earlier this year, it 
would take over these powers anyway. 
That was pure theatre. Now the centre says 
it will reopen talks about that—but expects 
PNV members in the central parliament to 
vote against Batasuna. 

This too is political theatre, but it has a 
sharper edge. Batasuna has no reputation 
to lose, except among its own enthusiasts 
(though it managed to get 10,000 of them 
on to the streets of San Sebastian on Sun- 
day, in protest against any ban). But the 
People's Party is eager to discredit the PNV 
as well. So ask its support for a ban, and its 
predictable refusal would have that effect. 
Which is, in fact, just what has happened. 

It is less clear that banning Batasuna 
will help defeat ETA. Spain's prisons al- 
ready hold some 500 proven or alleged 
ETA men (women, in fact, one in eight of 
them) or their active supporters. Regularly 
over the years some pro-ETA group or an- 
other gets jumped on. Yet, for all its mur- 
ders, ETA still has supporters, and the 
threat of the San Sebastian demonstrators, 
“if you want war, you can have it”, is not to 
be taken lightly. A ban on their politics 
may push some into taking up guns in- 
stead. Even some firm supporters of a ban, 
like Spain’s leading newspaper, El Pais, ad- 
mit it could have unwelcome side-effects. 

Few Spaniards have doubts, however. 
As huge protest marches have repeatedly 
shown, decent people are fed up to the 
back teeth with what El Pais rightly calls 
ETA’s strategy of “blackmail and terror”. m 
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Terrorism in Greece 


Better late... 


ATHENS 
Arrests of N17 members do not explain 
why it was immune for so long. Politics? 


EW Greeks feel the need for a thriller on 

the beach this summer. Pick up a news- 
paper or turn on the radio for the next in- 
stalment of real-time drama: the arrest— 
after 27 years when not one was caught- 
of members of November 17, a terrorist 
gang blamed for 23 murders and dozens of 
bomb and rocket attacks in that time. 

Since the first arrest on June 29th, the 
police have pulled in 15 alleged N17 mem- 
bers, including French-educated Alexan- 
dros Yotopoulos, its suspected leader, 
nabbed at his villa on an Aegean island. 
Raids on hide-outs have turned up arms 
and explosives, and diskettes detailing N17 
bank accounts and plans for future tar- 
gets—among them NATO convoys to Ko- 
sovo from Salonika, and facilities being 
built in Athens for the 2004 Olympics. 

Costas Simitis, the Socialist prime min- 
ister, is relieved: concern had mounted 
over security for the Olympics. He even 
had a pat on the back from George Bush, 
who called the arrests an “important con- 
tribution” to the war on terror. And Mr 
Simitis’s Pasok party, lagging the centre- 
right New Democracy party as local elec- 
tions approach, has seen its ratings rise. 

Both parties are pushing the line that 
N17's members are more common crimi- 
nals than terrorists. This ignores the nature 
Of N17's victims (the first, in 1975, was the 
local CIA station chief), the long-winded 
ideological declarations it used to send to a 
leading newspaper after its attacks and the 
alleged role of Mr Yotopoulos. But with a 
general election expected late next year, 
the pretence suits both. Trials of N17 mem- 
bers are likely to start early next year and 
will last for months. Pasok, which used to 
have a Marxist charter, wants to distance 
itself from any reminder of its old beliefs; 
New Democracy wants no noisy left-right 
confrontation that might upset its chances 
of winning the election on the good old 
ideology of “throw the rascals out". 

Awkward questions remain. For the 
chattering classes, who rubbed shoulders 
with Mr Yotopoulos-under an alias—at 
fashionable cafés and gallery openings in 
Athens, the puzzle is how he avoided de- 
tection for over 20 years. Mere police in- 
competence, or high-placed political 
friends? N17’s supposed head of opera- 
tions, one Dimitris Koufodinas, is still at 
large. And the group has now promised 
fresh attacks. “Ridiculous,” declared Mi- 
chalis Chrysohoidis, the public-order min- 
ister. Time will show. m 


























nagne The man Turks trust: Kemal Dervis 


à ud Their economy needs a firm hand. His has been that. Will they v 


¢¢ TT WAS very important to me to be top of the class, so that I 

would be chosen to carry the Turkish flag at the end of the 
week," reminisces Turkey's freshly resigned former economy 
minister about his primary-school years on bucolic Buyukada 
island, in the sea of Marmara near Istanbul. Today, Kemal Der- 
vis says his most cherished goal is to *establish a convergence of 
centre-left forces that would achieve the conditions under which 
Turkey can overcome its economic difficulties and pursue our 
road towards Europe and a modern and free society". 

Since announcing his departure from Bulent Ecevit's govern- 
ment last week, Turkey's most popular pro-secular public fig- 
ure—he hates to be called a politician-has been seeking to do 
just that. Technocrat though he was and is, with no experience 
of down-to-earth electoral politics, he has been urging trade- 
union leaders and minor leftish politicians to forget their differ- 
ences and unite (with him, though that is not how he puts it) 
against the likely victor of the general election on November 3rd: 
Recep Tayyip Erdogan, an ex-mayor of Istanbul, whose enemies 
call him, over his fierce denials, an Islamist. 

It will be a surprise if Mr Dervis can unite the left. It is a 
shambles. Mr Ecevit supposedly is part of it. But when his ill- 
health sparked the collapse of his left-right coalition, and now 
an early election, the most prominent of eight ministers who 
quit, Ismail Cem, broke away from Mr Ecevit's Democratic Left 
to form his own New Turkey Party. Then there is the Republican 
People's Party, founded by Ataturk and now run by prickly 
Deniz Baykal. He sees only one fit leader for the left, himself. 

Many modern-minded Turks would like to see Mr Dervis as 
prime minister. Certainly he is fit for that. He was recruited to 
the economy ministry from the World Bank in Washington 18 
months ago to pull Turkey out of a financial abyss. He negoti- 
ated a gigantic bail-out package from the rMr and the World 
Bank, with a programme of fiscal and economic reform. For the 
first time, the central bank became truly independent. Money no 
longer grows by the trillion lira on printing presses. Politicians 
can no longer dip into state banks to fund their election cam- 
paigns. Much else has been begun, and all against tireless ob- 
struction from some of Mr Ecevit's coalition partners. Deny it as 
he may, Mr Dervis is no infant in the art of political manoeuvre. 
. His real achievement, he says, was to sell the programme to 
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the Turkish people. *By working closely with civil society, by 
making friends in the labour movement, we got people to see 
that it was in their interest." The crisis was overcome—at a cost, 
he admits, that has hit the poor before the benefits turn up. 
That is why the economy and Turkey’s hoped-for member- 
ship of the European Union, not the supposed dangers posed b 
Islamic radicals and separatist Kurds, are set to be the main ele: 
toral issues. In the wrong hands, says Mr Dervis, meaning Mr E 
dogan’s, the economy could unravel again. It is also why some 
Turks and many foreign governments fancy him to lead Turkey 
But he has another quality. Scion though he is of a line of © 
distinguished Ottoman pashas, he stands out among the politi- 
cians for being both modest and honest. And he insists that he 
has been a “social democrat all my life. believe that human- — 
kind is one large family and while I'm fond of Turkey and TRUM 
patriotic, I’ve also always believed in the principles of theinter- — 
national social-democratic movement." E 
Mr Dervis's free-market instincts may have come from his 
business tycoon father; but his progressive ones he perhaps 
owes to his half-German, half-Dutch mother, who fled Hitler's 
Germany in disgust for a town in central Anatolia, where she 
taught English. And his skills in public finance? Well, one of his 
ancestors was instructed by the then Sultan Abdul Hamid Lin 
the late 18th century to fix the already ailing Ottoman empire's 
finances. Like Mr Dervis, he did the job well. But the hapless 
pasha was decapitated, his severed head being duly placedina. = 
gourd full of honey and exposed at the Topkapi palace in Istan- . 2 
bul, after he was implicated in a plot to overthrow the sultan. ` P 


Will he join the party? QE 
Mr Dervis escaped that fate at the hands of Mr Ecevit. But he still — 
avers that he is an economist, not a politician, and would rather — 
be economy minister again in a government ^wherethecentré- — 
left has sufficient weight". Which is very noble, but hasnot . . . 
stopped him being courted by one political party after another. — 
And for all his reputation, politically speaking he hastorunfor — 
election. But with which party? Until he made up his mindthis — 
week, the best guess was Mr Cem's: Mr Dervis stuck to his cabi- _ 
net post, but unwillingly and not for long, after Mr Cem walked 
out, and the two kept on having dinner. But he dilly-dallied ove 
any decision. Wimping out, his critics claimed. They were 
wrong: Mr Dervis feared that if he chose one party over oth 
rather than uniting the left he would split it even further, an 
so doing assure Mr Erdogan of victory. In the end, this Thurs 
he was expected to throw in his lot with Mr Cem. 2 
That does not guarantee his, let alone Turkey’s, political fu- 
ture: if he cannot pull the left together, he may yet, as he hinted 
earlier, retreat to academe. That would be a waste. Certainly h 
is popular enough, unlike Turkey's tired old cast of politicians 
launch a serious challenge to the charismatic Mr Erdogan. But 
for Turkey, the real challenges will come after the election. "Fo 
all the economic problems, I believe the people will go where 
there is the greatest constructive realism and support those who 
have realistic long-term solutions,” says Mr Dervis. That belie: 
may prove right or wrong, but they’d for sure be wise to. Turkey 
has lurched through fiscal chaos and wild inflation (1.64m lira 
yes, that’s millions, to the dollar) for far too long. It can becom 
open and democratic—the current criteria—beyond the EU's in 
sistence, nay its dreams, but is that the sort of economy you'd in 
vite into a sober economic and monetary union? & EL 





































Insurance 





Fire, flood and the equity markets 





Boe | PS unusual for the insurance industry to 
feel the hot glare of television cameras: 
but then these are unusual times in the in- 
surance industry. On August 8th Royal & 
Sun Alliance (RSA), one of Britain's biggest 
insurers, was all over the news when it an- 
nounced poor half-year profits, the closure 
-of its life funds to new business and more 
than 1,000 job cuts; and on the same day 
` Moody's, a rating agency, confirmed its 
"negative" outlook-the worst it ever 
> gives—on British life insurers. And Ace, a 
Bermudan insurer and one of the most 
prominent underwriters at Lloyd's, the in- 
surance market, announced plans to cut its 
business at Lloyd's by a third. 
Shareholders and policy-holders are 
feeling the immediate consequences. 
Those who own shares in this reputedly 
"safe" sector have seen the value of their 
holdings fall by 54%, on average, since the 
beginning of the year. Non-life insurers 
_ have seen their average share price fall by 
-almost two-thirds since January. 
. Rates for some property-and-casualty 
insurance are rocketing. Employers’ liabil- 
_ity insurance, for instance, which covers 
employers over claims for workplace inju- 
ties, has increased as much as six-fold for 
many businesses. Thousands of small 
companies are already trading illegally 







Insurance companies are more importantto Britain than they are to any other 
country's economy, which is why their troubles have such wide repercussions 


(employers' liability cover has been a 
statutory requirement since 1969) because 
they cannot afford or even find cover. On 
August 14th, the Federation of Small Busi- 
nesses called on the government to set up 
a new insurer for employers' liabilities fi- 
nanced by taxes on insurance premiums. 

Many of the life insurers’ customers are 
unhappy, too. Equitable Life, one of the 
sickest of them, has recently slashed 
payouts again and increased penalties on 
those who attempt to cash in policies 
early. Trouble in the life insurance busi- 
ness matters a lot in Britain. Insurance is 
the nation's favourite savings vehicle: Brit- 
ain spends more on life insurance than any 
other West European country. 

British insurers used to be the most suc- 
cessful in the world. Lloyd's was the pre- 
eminent insurance market, famed for its 
expertise, operating even in the remotest 
parts of the globe. Some of Europe's big- 
gest insurers were based in London. 

Things started to go wrong in the early 
1990s when Lloyd's almost went bust 
thanks to huge pay-outs on claims ranging 
from pollution damage to natural disas- 
ters. It has survived, but in a different, 
smaller, form. 

Still, by the end of the 19905, British in- 
surance was looking good, thanks to the 
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bull market in equities. Some insurers had 
invested as much as four-fifths of their as- 
sets in equities, which at that time pro- 
duced fantastic investment returns, so the 
insurers had more capital than they knew 
what to do with. 

That was when the real trouble started. 
Over-confident, over-capitalised insurers 
took on too much risk at too low a price. 
Property-and-casualty insurers lowered 
rates to absurd levels, in particular in niche 
markets such as marine or aviation insur- 
ance. Their goal was to attract even more 
business with such ultra-cheap deals. Life 
insurers wrote more policies with guaran- 
teed returns, which seemed a good idea to 
them at the time, but have now come back 
to haunt them. 

Since the stockmarket started to slide, 
much of insurers' spare cash has gone. The 
spotlight is on life insurers, as some of 
them appear to be more fragile than the 
non-life firms. Ned Cazalet at Cazalet Con- 
sulting estimates that the life-insurance in- » 








> dustry’s excess capital shrank from £130 
billion ($213 billion) in January 2000 to £30 
billion at the beginning of the year, and to 
much less by now. 

Life insurers’ most immediate problem 
is a statutory solvency requirement. The 
Financial Services Authority (FSA) pro- 
vided some breathing space on June 28th 
by relaxing the resilience test used to deter- 
mine the capacity of life insurers' invest- 
ment portfolios to absorb losses. Previ- 
ously, an insurer had to be able to meet its 
financial obligations if the FTSE All Share 
Index dropped by 25% at any point in time. 
Now, insurers do not have to prove that 
they can withstand a sudden drop of 25%, 
but a 25% fall as compared with the FTSE's 
average over the past three months. Vola- 
tility, in other words, will not make them 
fail the test; only a sustained fall will. 

Yet concerns over insurers’ solvency 
have not disappeared. Insurers as a whole 
own about a quarter of the British equity 
market; the most vulnerable sector of the 
business, the life insurers, own 12%. Evenif 
only weaker life insurers, such as RSA, Eq- 
uitable Life and Abbey National, had to 
sell shares, the market would suffer. There 
have been rumours that the rsa is plan- 
ning to relax the resilience test further. It 
has denied them. 

Of course, British insurers are not the 
only ones in trouble. Concerns over Ger- 
man life insurers’ health is such that the in- 
dustry is currently discussing the creation 
of a pool that would provide funds to tie 
over insurers in dire straits. AXA, France’s 
largest insurer, recently tried to talk up its 
plummeting share price by saying publicly 
that it had no plans to issue a profits warn- 
ing, that it did not intend to sell equities 
and that its exposure to equity markets 
was anyway only 16%. American life insur- 
ers are big investors in corporate bonds, 
which is causing some worries. Moody’s 
estimates that American life insurers lost 
$23 billion thanks to buying bonds of 
WorldCom, Enron, Tyco and the like. 
Mighty American Insurance Group (AIG) 
alone is estimated to have lost $1.8 billion 
thanks to bond defaults. 

But British insurers are in deeper trou- 
ble than insurance companies anywhere 
else in the world, largely because, during 
the second half of the 1990s, they focused 
too much on winning business and too lit- 
tle on managing its risk. The industry is 
feeling the consequences. There has al- 
ready been a wave of mergers-the biggest, 
in May 2000, created CGNU (now Aviva) 
out of Norwich Union and cGv. The in- 
dustry will probably shrivel more. A re- 
port recently published by Swiss Re, a rein- 
surer, says that nearly half of the 86 
syndicates, or businesses, that operate on 
the Lloyd's market, may close, and that 
several other London-based insurers are 
likely to shut down too. Their customers 
will not weep for them. m 
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Commercial property 





Cranes on the skyline, crashes on 


the horizon? 


As commercial property development booms, demand falters 


RANES interrupt London's skyline in 

every direction: even Sir Christopher 
Wren, architect of St Paul's Cathedral, must 
cede the view to Sir Robert McAlpine, the 
construction company, whose 12 cranes 
flank Wren's masterpiece. The Royal Insti- 
tution of Chartered Surveyors estimates 
that commercial property construction 
reached £3.3 billion (at an annualised rate) 
in the second quarter of 2002, surpassing 
the peak of £3.2 billion which the business 
reached in 1990—after which very many 
developers went bust and bad loans to 
property companies sat heavily on the 
banks' balance-sheets. 

Is the same likely to happen again? The 
parallels with the early 1990s are far from 
exact. Construction expenditures are 
higher than ever, but the volume of space 
being built is still well below the levels of 
1989-90. Interest rates are unlikely to rise, 
and few expect Britain to go into outright 
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recession. Much of the money being spent 
on construction now is for buildings that 
will not become available until mid-2003 
or later, by which time economic condi- 
tions are forecast to improve. 

Nonetheless, demand is faltering. A 
year ago, tenants would have to have paid 
£68.50 for asquare foot of prime City office 
space. Today they pay £63 ($96). Jones Lang 
LaSalle, a property agency, calculates that 
the demand for commercial space in Cen- 
tral London is about 30% below its average 
for the past five years. 

There are plenty of concrete exam- 
ples—as well as many in steel and glass—to 
confirm the story the statistics tell. Invest- 
ment banks, in particular, are in full “dis- 
posal mode", victims of a stockmarket 
bubble turned to bust. In early 2001, Leh- 
man Brothers signed up for 1m square feet 
in Canary Wharf, but is now looking to 
sub-let some of its existing square footage 
in Broadgate. Citigroup in Canary Wharf 
has put 300,000 square feet on the market, 
but would probably accept offers for up to 
600,000 square feet. Analysts fear that 
Docklands' vacancy rates could reach as 
high as 20%. Large chunks of space are also 
available from banks in the City. 

Amid the gloom, there is some cheer for 
developers. Although the Frse’s travails 
have clipped the wings of some large occu- 
piers, they have made real estate a more at- 
tractive asset for investors. And while Lon- 
don may be overbuilt, demand for 
property, especially retail space, is stable, 
and even strong, elsewhere in the country. 
Perhaps it is time the cranes migrated 
northwards. 8 
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Woodland burial 


Going wild 


An ecologically-friendly solution to 
overcrowded cemeteries 


ENTION digging up graves and most 

people start to get a bit twitchy. But 
exhuming human remains from old, un- 
tended graves whose lease has expired is 
exactly what many cemeteries across Brit- 
ain are going to have to start doing if they 
wantto stay open. At present, that is illegal, 
but Ian Hussein, director of the City of 
London Cemetery in Manor Park, believes 
that, unless the law is changed and ceme- 
teries are allowed to re-use graves, within a 
decade or so burial will be unaffordable 
for most Britons. The average price of a bu- 
rial has already risen from £893 in 1991 to 
£2,048 ($3,105) in 2000. 

The Church of England has been dig- 
ging people up for centuries: churches run 
their cemeteries under their own rules. 
Municipal cemeteries, however, answer to 
the Home Office. Some of them are al- 
ready quietly exhuming bodies by the acre 
in order to sell off the land for other uses. 
Weirdly, that is perfectly legal, while, un- 
der current legislation, turning old graves 
into new ones is not. A Home Office con- 
sultation document has been promised. 

In the meantime, another develop- 
mentis helping to relieve some of the pres- 
sure on Britain's overcrowded cemeteries. 
Woodland burial-usually with a coffin 
made from a biodegradable material such 
as willow or cardboard-is an increasingly 
popular alternative to the traditional west- 
ern-style funeral involving a brisk crema- 
tion or a short lease in a municipal ceme- 
tery. Instead of a headstone, a typical 
woodland grave is marked only by a tree. 

The first woodland burial site in Britain 
opened in 1993. According to Stephanie 
Wienrich of the Natural Death Centre, a 
London-based charity, there are now more 
than 160 woodland and nature-reserve 
burial grounds open or currently in de- 
velopment across Britain. Most are run by 
local authorities or as businesses by farm- 
ers or private land owners. Two are run by 
the Church of England. The largest wood- 
land burial site in Britain, in Turriff, Aber- 
deenshire, which has room for 12,000 
souls, opened last week. 

"The popularity of the woodland-bu- 
rial concept," says Ms Wienrich, "reflects a 
growing preference for personalised, non- 
religious funerals, and the idea of being re- 
turned to nature when you die." The baby- 
boomers and 1960s flower children are 
getting to a certain age now, and many are 
looking for "alternatives" in death just as 
they may have done in life. A woodland 
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funeral can be as idiosyncratic (or, for that 
matter, as conventional) as you like. 

Farmers, too, welcome the growing in- 
terest in woodland burial as a means of 
diversification in these hard times. They 
own the land already; the administration 
and nitty-gritty of grave-digging and fu- 
neral services can be outsourced; and the 
maintenance costs are practically nil. Turn- 
ing an unused field over to woodland bu- 
rial is money for old bones. 

The City of London Cemetery created a 
small woodland site in 1994. Though very 
much in favour of woodland burial, Mr 
Hussein insists that it must not be seen as 
an easy solution to the problems currently 
facing Britain's overcrowded cemeteries. 
The demand for traditional burial-com- 
plete with fancy coffin, stone monument, 
space for floral tributes and so forth—is still 
very strong. It will, he says, take many 
years for that culture to change, and for the 
woodland approach to take off. But there's 
no reason why it shouldn't. The grandeur 
of an arboreal memorial is pretty hard to 
beat. Why settle for pushing up daisies 
when you can push up a mighty oak? m 


Public toilets 


Bog standards 


Thelong drop in public-toilet provision 


A toilet in south London is to 
be turned into a luxury flat, it 
emerged this week. The agent, Tony 
Wood, says the Edwardian property has 
many original features, including a sign 
saying "Lavatories" carved on the wall. 
With its central location (between a 
main road and a train station), Mr Wood 
thinks it will be a snip at £125,000 
($193,000). He speaks from experience: 
down the road in Brockley, his firm has 
set up office in another disused loo. 
Many public loos occupy prime sites; 
thanks to the property boom, local coun- 
cils have found themselves sitting on a 
valuable asset. In the past eight years, 
47% of public conveniences in Britain's 
cities have closed: that leaves one for ev- 
ery 20,000 residents. "We are becoming 
a third-world country in toileting," la- 
ments Richard Chisnell, director of the 
British Toilet Association. One conse- 
quence, he maintains, is that street foul- 
ing has reached “medieval proportions". 
Mr Chisnell is well placed to judge. 
The BTA is a founding member of the 
World Toilet Organisation; last year, he 
attended the first World Toilet Summit in 
Singapore. “Good toileting,” he says, “is 
a global issue.” Disturbingly, while some 
countries take this issue seriously—Delhi 
even has a toilet museum, whose maga- 
zine is aptly titled Sanitation Digest— 
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A green shade 


bursting Britons may soon be in for an 
even tougher time. By October 2004, lo- 
cal authorities will be required to make 
all their loos accessible to disabled users. 
But they have no obligation to provide 
any at all, and Mr Chisnell expects many 
will be closed rather than converted. 

A few councils still lavish attention 
on their lavatories. On the Isle of Bute, 
one toilet boasts attendants dressed in 
Victorian costume. East Lothian’s splen- 
did loos attract business from miles 
around, and they have the visitors’ 
books to prove it. Most councils, though, 
are delighted to dispose of Victorian toi- 
lets; they prefer Automatic Public Conve- 
niences, which charge admission and 
are cheap to maintain. In central Lon- 
don, a Dutch contraption called the Uri- 
lift-a remote-controlled urinal which 
pops up at night and disappears at 
dawn-is making its debut next month. 

The BTA wants to see national stan- 
dards and statutory requirements put in 
place. It plans to establish a toilet acad- 
emy, in an old sewage works in Win- 
chester, to promote best practice. It 
already runs the prestigious Loo of the 
Year award: the current holder is a pub 
in London's Docklands. Mr Chisnell says 
winners see their turnover shoot up, 
which just goes to show the pulling 
power of a decent loo. 


Reforming corporate governance 


In search of honesty 


LONDON AND NEW YORK 








Will the new fashion for swearing oaths make company bosses tell the truth? 


HE certification of company accounts 

by senior executives should be a non- 
event. After all, financial statements were 
always supposed to be true and complete, 
and lying has long been deemed fraudu- 
lent. But in the wake of Enron, WorldCom 
and a slew of other scandals, America no 
longer trusts its corporate leaders to tell the 
truth without being warned by the sound 
of prison doors slamming. Thus, new rules 
requiring chief executives and chief finan- 
cial officers to sign off on their accounts 
have become the stuff of headlines. 

All the headlines this week concerned 
August 14th, the sec’s deadline for the 
bosses of 695 listed American companies 
with annual revenue of more than $1.2 bil- 
lion to swear by their financial statements 
or admit to problems. They are not the 
only ones under the microscope. Another 
250 or so firms (those that do not have a 
calendar year-end) are expected to vouch 
for their numbers later in the year. And un- 
der America’s new Sarbanes-Oxley act, 
the senior executives of all 14,000 firms 
listed in the United States, including those 
based overseas, will have to certify their 
accounts from August 29th. 

As people logged on in their thousands 
to the sEc’s website to check which com- 
panies had made the cut—and as the trea- 
sury secretary, Paul O’ Neill, called busi- 
ness honesty “the new patriotism"—it 


became clear that several firms would un- 
patriotically miss the deadline. Not sur- 
prisingly, the battered energy and tele- 
coms sectors produced the most laggards 
(including cms, Dynegy and Qwest). A 
big trucking group, Consolidated Freight- 
ways, also asked for more time. The penal- 
ties these companies face are still not clear. 

Numerous companies filed but added 
caveats, Among these was AOL Time War- 
ner, which noted possible revenue over- 
statements at AOL. And several firms filed 
restated earnings, including Interpublic 
and Household International. Because so 
many companies filed at the last minute, 
bad news buried deep inside may take 
weeks to emerge. 

Those who certify dodgy accounts are 
not necessarily doomed to years in prison. 
Terms in the oaths such as “wilfully” and 
“knowingly” appear in enough places that 
clever executives—or those with clever 
lawyers—should have little problem es- 
caping punishment by playing dumb. Just 
to make sure, in recent weeks wily bosses 
have been forcing their middle managers 
to sign documents saying that the informa- 
tion they have sent up to the CEO's office is 
accurate. If a company blows up, this will 
allow the boss to blame the small fry. The 
positive aspect of thisis that, by signing off 
on their accounts, the underlings are being 
given a strong reason to resist pressure 
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from above to cook the books, says Robert. 
Pozen, a professor at Harvard Law School... 
The oaths are only the first wave ina 
flood of new regulations enveloping com- = 
panies in America. The New York Stock Ex- 
change (NYSE) and the Nasdaq have — 
brought in new listing standards, and Con- 
gress has passed the 130-page Sarbanes 
bill. Putting it into practice will require 
thousands more pages of legislation. Com- 
panies may have to change the compo- - 
sition of their boards radically, as well as 
their relationship with their accountants, 
The new rules are aimed at restoring _ 
the quality of disclosure by preventing the _ 
harmful conflicts that were evident in the __ 
most spectacular recent bankruptcies. For 
this approach to succeed, management 
has to take its responsibilities as a fidu-- 
ciary seriously; accountants and bankers 
need to ensure the disclosure is accurate; 
and investors must actively monitor their 
interests, says Peter Clapman of TIAs 
CREF, a large fund manager for teachers. In 
recent years, managers simply stopped 
acting in the interest of shareholders, and 
accountants and bankers stopped requi 
ing accurate reports. "The disclosure be- 
came worthless," says Mr Clapman. | 
The new listing requirements of the - 
NYSE and the Nasdaq require firms to get- 
shareholder approval for all stock-option - 
plans. They must also have a majority of- 
independent directors on their boards, 
and only independent directors on the au- 
dit committee and the committees that se- 
lect chief executives and determine pay. 
For its part, the Sarbanes act prohibits = 
companies from providing subsidised - 
loans to executives, and requires bosses to 
reimburse incentive-based compensation — 
if profits are found to have been mis- - 
stated. Executives will also have to report: » 





























sales of shares more quickly. Furthermore, 
` the bill states that company lawyers serve 
. the company itself, not the managers, and 
thus have a duty to report transgressions to 
the board (which should, remarkably 
enough, have at least one person who un- 
derstands accounting) Accounting firms 
- willhaveto rotate the partners supervising 
audits, and accounting partners will no 
. longer be able to jump directly into upper 
management at client companies. 

Yet there is suspicion that the changes 
will be less effective than they appear. En- 
.ron's audit committee, after all, was 
chaired by a distinguished accounting pro- 
: fessor. Lawyers, bankers, accountants and 
: board members have always, in theory, 
worked for shareholders, not manage- 
ment. Moreover, the new rules fall short in 
.anumber of areas: for instance, a manda- 
tory rotation of auditors would have guar- 
$ anteed a change in oversight. 


for such shortcomings. The Sarbanes actin 
-effect replaces the self-regulation of ac- 
-countants with a new public accounting 
-oversight board, a majority of whose five 
"board members will be from outside the 
industry. Congress, meanwhile, has sud- 
--- denly decided that there is more political 
*. mileage in funding the sec than starving it. 
The commission's budget is likely to grow 
- from $438m this year towards $600m. The 
^ SEC's lawyers are among the worst paid in 

Washington, pc. "These guys have been 
. .. overwhelmed for years,” says Joseph 
* .. Grundfest, a former sec commissioner. 


They sinned, we get punished 

...- While all this has been accepted in Amer- 
ica as necessary medicine for the country's 
- . corporate ills, it has caused anger and dis- 
-. may abroad. That is because the Sarbanes 
-act turns out to apply in full to all compa- 
nies with a stockmarket listing in America, 
regardless of where they are incorporated, 
¿and regardless of how exemplary that 
country believes its rules on corporate gov- 
.ernance and auditing to be. Senior execu- 
ives of some of the largest non-American 
“companies will have to certify their ac- 
ounts. Like their American peers, they 
will have to pay back their bonuses if the 
«company restates its numbers as a result of 
misconduct, and they will be banned from 
borrowing from their employer. 

Foreign auditors are also fingered by 
the act. Those that give an opinion on the 
financial statements of a company with an 
American listing must register with and 
obey the new accounting oversight board. 
Most controversially, foreign auditors will 
have to send audit working papers on their 
clients to the board if ordered to. 

"We are not some sort of corporate 
backwater," says Dame Judith Mayhew, 
chairman of the Corporation of London's 
policy and resources committee, who 
complains that the sEC is trying to set itself 




















Stricter enforcement may compensate 



























up as a global regulator. The European 
Commission has objected forcefully to the 
extra-territorial impact of the act. 

For all the huffing from national regula- 
tors, however, international companies 
are likely to accept the new rules with 
good grace. It is, after all, their own choice 
to raise money in American capital mar- 
kets. "We will express our concerns pri- 
vately,” says Geoffrey Mitchell, chief ac- 
countant of Barclays, a British bank, “but it 
would not give the right message to inves- 
torsfor usto accept only grudgingly." It can 
be argued that the lack of any system for 
enforcing accounting standards in some 
European countries, such as Germany, in- 
vites interference from overseas. 

Most galling for countries outside 
America are the parts of the act that con- 
flict with domestic law. In Germany, for in- 
stance, employees must have a place on 
the audit committee of a company, a pres- 
ence that would flout the acts indepen- 
dence rule. At the moment, says Alex Co- 
hen of Latham & Watkins, a London law 
firm, it is unclear to what extent legislators 
intended to push American jurisdiction so 
deeply into other countries. Much still 
rests on the various exemptions and inter- 
pretations that the sec will make in com- 
ing months. It could, for instance, exempt 
foreign accounting firms from the obliga- 
tion to register with the new oversight 
board, though since it can only do so “in 
the public interest” or “for the protection 
of investors”, accounting firms worry that 
itis unlikely to. 

One part of the act, in fact, makes a re- 
markable concession to other countries’ 
ways of doing things. Its requirement that 
finance chiefs certify that the periodic re- 
port “fairly presents” the company’s finan- 
cial condition makes no mention of Amer- 
ican generally accepted accounting 
principles (GAAP). From now on, execu- 
tives will no longer be able to avoid legal 
action simply by following the letter of 
America’s accounting rules. Instead, they 
must also consider overall fairness, an ac- 
counting principle that holds sway in Brit- 
ain. In this crucial respect, American finan- 
cial reporting is catching up with Europe, 
rather than colonising it. s 





News Corporation qm 


Rupert the 
invisible 


Looking healthy, relatively speaking 


F DISCRETION is the new currency for 

media moguls, then perhaps Rupert 
Murdoch's silence these days should be no 
surprise. At a time when media bosses not 
much more than half his age are being 
evicted, the famous mischief-maker is an 
unlikely model of reliability and stability 
in troubled times. Mr Murdoch has some- 
thing to feel smug about, and not only be- 
cause he is secure at the helm of News Cor- 
poration, the company his family controls. 
This week's annual results revealed a rela- 
tively robust media company, confirming 
News Corp's position, along with Viacom, 
as one of the hardier survivors of the me- 
dia downturn. 

At first glance, the company's pre-tax 
loss of $5.7 billion for the year to June 2002 
scarcely looks reassuring. Yet this was 
chiefly to do with big write-downs, includ- 
ing of sports contracts in America; its stake 
in KirchMedia, a bust German group; and 
its investment in Gemstar-TV Guide, a pro- 
vider of television guides. Compared with 
the €11 billion ($10 billion) write-down 
and €12.3 billion loss for the first half alone 
announced this week by Vivendi Univer- 
sal, a media rival, News Corp’s loss is al- 
most modest. Vivendi's shares fell 25% on 
the news. 

Moreover, News Corp's underlying 
performance is healthy. Year-on-year reve- 
nues grew 10% to $15.2 billion, and net pro- 
fit before write-downs was $636m, down 
just 8%. While the company has tradition- 
ally traded at a discount thanks to its com- 
plicated structure, News Corp's shares 
have held up better than those of its more 
troubled rivals (see chart 1). 

What has News Corp done right? Its » 








> first achievement was to fail to “get” the In- 
ternet. At the height of the dotcom frenzy, 
News Corp was pummelled for being slow 
to invest in online media. The few punts it 
did make, such as on e-partners, its $300m 
new-media investment business, were ill 
judged—but at least relatively small. By 
jumping in late, the company saved itself 
from far worse damage. 

Its second feat was to have made some 
of its dull old media assets sparkle. Under 
Peter Chernin, Mr Murdoch’s right-hand 
man, the star performers have been such 
businesses as television stations, film, 
publishing and syndicated television 
shows, all of which were being written off 
not so long ago as no-growth businesses. 

Films, for instance, are enjoying a boom 
(see box), and 20th Century Fox, News 
Corp's studio, has released some strong 
movies recently, including "Star Wars: Epi- 
sode II" and "Ice Age". Fox has also been 
milking the surge in pvp sales, using cur- 
rent releases, its film library and even ar- 
chived television series, such as “The x- 
files” and “The Simpsons”. Overall operat- 
ing profit at the group’s film division shot 
up by 78% to $473m. 

The group's branded cable-rv chan- 
nels-such as Fox News and Fox Sports— 
are also defying the gloom, with operating 
profit up 88% to $199m. In the first quarter 
of this year alone, according to Morgan 
Stanley, profit margins at this division rose 
from 7% to 16%. Fox News now routinely 
gets better ratings than CNN, and has been 
increasing its ad rates accordingly. 

A third reason for News Corp’s resil- 
ience is its diversity (see chart 2). Though 
heavily exposed to the advertising cycle, 
its mixed bag of assets has helped to cush- 
ion the blow. The collapse in revenue at 
the rox television network, for instance, 
has been partially offset by increasing 
profitability elsewhere. Though News 
Corp does not consolidate BSkys, of 
which it owns 36%, the British pay-TV op- 
erator has just turned to profit. And a 
weaker performance by the group's news- 
papers, which include Britain's Times and 
Sun, was offset by strong growth at Harper- 





Collins, its book publisher. 

Added to all this, News Corp's finances 
are now in reasonable shape. During the 
downturn of the early 1990s, the company 
teetered on the edge of bankruptcy. Stung 
by that experience, Mr Murdoch has be- 
come a more cautious gambler. News 
Corp has restructured its balance sheet so 
that it carries only long-term debt. Further- 
more, over the year to June, the company 
cut its debt by 8% to $8.7 billion, while 
boosting its cash by 26% to $3.6 billion. 

News Corp still has plenty of head- 
aches. Stream, its Italian pay-rv operation, 
is still bleeding money—it lost News Corp 


$35m in the year to June—and Mr Murdoch 
is stuck in a stalled negotiation with Vi- 
vendi over his agreement to buy the 
French group's Italian pay-Tv company, 
Telepiu. News Corp has also had to aban- 
don-for now-its global satellite-rv strat- 
egy after failing to buy Directv, the largest 
American satellite-rv operator, last year. 

All the same, insiders describe the 
mood at News Corp as one of “quiet sat- 
isfaction". Smugness, they insist, is going 
too far. "We've all made mistakes," said an 
unusually reticent Mr Murdoch this week. 
Even media moguls can be sensitive to 
charges of corporate hubris. @ 





Airlines in America 
Landing with a 
bump 


US Airways will not be the last airline 
to slide into bankruptcy 


RIPPLED by the terrorist attacks on 

September 11th and hampered by 
high costs, us Airways finally adopted one 
of the American airline industry's most 
popular and controversial ploys on August 
11th, filing for Chapter 11 bankruptcy. The 
airline admitted that it needed more than 
just time to put its house in order. As the 
dominant carrier on America's east coast, 
it was hit hard by the aftermath of Septem- 
ber 11th. The decision by the federal au- 
thorities to shut down Ronald Reagan 
Washington National Airport for three 
weeks after the attack threw its business 
into a spin. 

us Airways made a loss of $2 billion in 
2001 and has struggled ever since. Most of 
its staff realised that drastic action was 
needed when the company recently an- 
nounced a loss of $248m for the second 
quarter, its eighth quarterly loss in a row. 
That was one reason why, even before fil- 
ing for Chapter 11, the company had man- 
aged to do deals with unions representing 
the pilots and flight attendants to reduce 
costs. A third union, representing 12,000 
mechanics and service workers, will vote 
on further concessions on pay and condi- 
tions by the end of the month. 

If that deal goes his way, David Siegel, 
us Airways' chief executive, will get the 
room for manoeuvre that he needs to re- 
pair the airline's finances. Also helping 
will be a federal loan guarantee of $900m 
from the Air Transportation Stabilisation 
Board (ATSB), formed after September 11th 
to help keep America's airlines aloft. 

us Airways' tribulations have cast light 
on another airline in a similar plight: Un- 
ited Airlines. Like us Airways, United is 
trying to secure a federal loan guarantee, 
but so far without success. Since the ATSB 
has so far awarded little of the $10 billion 
or so in aid at its disposal, United is un- 
likely to go away empty-handed. But it 
may have to wring more concessions from 
its employees and creditors. This week, 
United's parent, UAL, said it may be forced 
to follow us Airways into bankruptcy if it 
cannot drastically cut costs. 

American Airlines, the world's largest 
carrier, is not immune to the troubles ei- 
ther. Like others, it is redoubling its efforts 
to cut costs. On August 13th, the airline said 
it would shed 7,000 jobs by March 2003 
and retire 74 aircraft. These and other steps 
should save the airline more than $1 bil- 
lion a year. One consolation is that, for 
now, American has a stronger balance 


sheet than many of its competitors. In July, 
the airline raised $500m by issuing new 
bonds to investors. 

American, United and other main- 
stream airlines continue to feel the pres- 
sure from low-cost carriers, led by South- 
west. Some think the budget airlines' rise 
will spell doom for traditional carriers. But 
Hubert Horan, author of a recent study 
published in Aviation Strategu, an industry 
newsletter, is more sanguine. He sees the 
low-cost carriers weakening, rather than 
destroying, the big airlines. For one thing, 
hub-and-spoke arrangements, dominated 
by the big airlines, are still the most eco- 
nomical way to offer frequent air service in 
most markets. Even though some low-cost 
carriers are now flying between big hubs 
(as opposed to more scattered "point-to- 
point" locations), Mr Horan doubts they 
will ever conquer that market. 

The real problem building up in recent 
years, he argues, was not low-cost compe- 
tition, but the reckless expansion of the big 
carriers between 1996 and 2001, when 
they added 3% more capacity each year in 
a mostly mature market. Excess capacity 
led to price-cutting for leisure travellers to 
bring in marginal revenue. Attempts to 
compensate for this by raising business 
fares met with strong resistance. 

Mr Horan concludes that there was 
around 15% over-capacity in the American 
sky before September 11th. The terrorist at- 
tacks merely made an awful situation 
worse. Their main impact was probably to 
speed up what was coming anyway. E 


Monsanto 


Genetically 
modified company 


Has Monsanto learned its lesson since 
causing a stir in the late 1990s? 


¢¢ ASA man sows, so shall he reap,” is a 

biblical lesson that really means 
something in the agricultural chemical 
and seed business, where profits critically 
depend on timely plantings and rich har- 
vests. One firm, however, knows far better 
than most what itis to reap the whirlwind: 
Monsanto, a leading purveyor of geneti- 
cally modified (GM) crops. 

Two years ago, Monsanto was arguably 
the world's most controversial company, 
praised by those who see a future of envi- 
ronmentally friendly farming and health- 
ier diets in high-tech crops, and damned by 
others who consider them promoters of 
ecological destruction and corporate con- 
trol of the global food supply. Under siege 
from anti-GM protestors and heavily in- 
debted after a $5.3 billion acquisition 
spree, Monsanto found temporary shelter 





Sceptics abound 


under the roof of Pharmacia, an American 
drug company that bought the embattled 
firm for its successful pharmaceutical divi- 
sion, Searle. 

In 2000, Pharmacia floated 15% of 
Monsanto on the stockmarket and an- 
nounced plans to spin off the rest by the 
end of this year. Last month, Pharmacia it- 
self was snapped up by Pfizer, an Ameri- 
can rival, and the Monsanto sale was 
pushed forward. This week, Pharmacia 
handed its remaining stake to its share- 
holders, to keep or to sell as they wish. 

On the face of it, the new Monsanto is 
quite different from the old one. In 2000, 
Hendrik Verfaillie, a company veteran, re- 
placed Robert Shapiro as boss. Mr Verfail- 
lie is seen as more pragmatic than the mis- 
sionary Mr Shapiro, who preached the 
gospel of the “life sciences" and the syner- 
gies from mixing farming, food and 
pharmaceuticals. Not only has Monsanto 
lost its drug-making arm, but it has also 
shed its NutraSweet business. Within agri- 
culture, it has narrowed its interest to four 
key crops—soyabeans, maize, wheat and 
cotton. 

Hugh Grant, Monsanto's chief operat- 
ing officer, says that Pharmacia gave the 
fim much-needed breathing space, as- 
suming most of its debt and leavingitto get 
on with cutting costs and integrating the 
many seed companies that it bought in the 
late 1990s. The upshot is that Monsanto is 
now liquid once more. By the end of this 
year, it expects to have free cash flow of at 
least $400m. 

Monsanto is not the only company in 
the industry having to tighten its belt. Ri- 
vals such as Syngenta and DuPont have 
also been cutting costs in order to meet 
profit- margin targets. This is particularly » 
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true in the crop-protection business: global 
sales of chemical pesticides are expected 
to shrink by more than 10% to $11.8 billion 
by 2004. 

As John Moten of Deutsche Bank 
points out, the agrochemical and seed in- 
dustry is under pressure on several fronts, 
including persistently low commodity 
prices and industry consolidation. The sec- 
ond of these has created bigger competi- 
tors in crop chemicals. Another factor is 
the economic meltdown in Argentina, a 
big consumer of chemicals. In the second 
quarter of this year, Monsanto wrote off 
$154m of unpaid bills there. Like its rivals, 
the company has since reduced its Argen- 
tinian risk by refusing credit and taking 
payment for goods only in cash or grain. 

Although crop chemicals still account 
for almost 70% of Monsanto's revenues, 
their prospects are dimming, because the 
firm's bestselling herbicide, called 
Roundup, has gone off-patent. Monsanto 
sees its future in fancy seeds and geno- 
mics. Though it may not trumpet this arti- 
cle of faith quite as loudly as before, the 
firm is backing it with plenty of money: 
last year, 83% of Monsanto’s $550m invest- 
ment in research and development went 
into seeds and biotechnology, compared 
with an industry average of 29%. The latest 
crop of products close to being commer- 
cialised include GM maize, which resists a 
nasty pest called rootworm, herbicide-tol- 
erant wheat and more nutritious feed for 
livestock. 


European distaste 

In Europe, where public resistance to GM 
foods has been fiercest, leading to a de facto 
moratorium on commercial planting of 
GM crops, betting on “Frankenstein foods” 
might sound like asking for trouble. But Mr 
Verfaillie points to the rapid adoption of 
GM crops outside Europe as farmers 
plump for the savings on chemicals that 
the use of such crops can bring (see chart). 
Mr Grant reckons that the environmental 
benefits of lower pesticide use and other 
ecological advantages—all hotly contested 
by anti-GM activists—should help to win 
over European consumers. 


i Against the grain 
Genetically modified crops worldwide 
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At the end of the 1990s, Monsanto 
made the mistake of assuming that bril- 
liant science will speak for itself, and that 
public concerns are not worth worrying 
about. Mr Verfaillie admits that the com- 
pany was arrogant and secretive in its deal- 
ings with the outside world, and blinded 
by its own technical success. This time 
round, the firm is big on public dialogue, 
talking to its customers, transparency and 


Serbia's Zastava 


Yugo first 


technology-sharing-all of which is em- 
bodied in an earnest promise (“The New 
Monsanto Pledge") introduced by Mr Ver- 
faillie two years ago. Mr Verfaillie is even 
mildly optimistic about the firm's long- 
term prospects in Europe. He is, after all, 
Belgian. That Monsanto is now talking to 
the publicis good. But to win over the scep- 
tics it will need to prove that it is listening 
as well. m 


Serbia hopes the sale of its only car maker will jump-start privatisation 


I5 THE 1980s, western car buyers knew 
Yugoslavia best as the exporter of the 
Yugo, a much derided communist-era 
clunker that shed its parts on roads 
across the United States and Europe. 
Jokes ridiculed the two-door hatchback, 
dubbed "the worst car of the millen- 
nium". Zastava, which makes the Yugo, 
fared even worse than its product. Dur- 
ing the Yugoslav war, western sanctions 
and heavy bombing brought the factory 
to a virtual standstill. Now the govern- 
ment wants to sell Zastava to a foreign 
car maker. It views the deal as a crucial 
test of its privatisation programme. 

As ominous as that sounds, Zastava 
does have a few things going for it. It of- 
fers the last chance for a big car maker to 
gain a Central European brand on the 
cheap, now that Volkswagen owns 
Skoda of the Czech Republic and Re- 
nault has Dacia of Romania. Zastava will 
produce only 18,000 cars this year, but it 
has the capacity to make 200,000 annu- 
ally—roughly the number it was produc- 
ing in the late 1980s. It would thus give a 
buyer a foothold in the fast-expanding 
Balkan market. 

What is more, Zastava's cars may be 
getting better. Starting in September, it 
will fit PSA Peugeot Citroén engines into 
its vehicles. Malcolm Bricklin, the man 
who brought the Yugo to America in the 
1980s, wants to invest $100m-200m into 
exporting two-door, four-door and 
pick-up models to the United States. 

Yugoslavia, which will soon be re- 
named Serbia and Montenegro, is com- 
mitted to finding a foreign buyer for the 
business. The government, composed of 
westernised technocrats, has spent 
€50m ($49m) on a restructuring of Zas- 
tava, which once made everything from 
hunting rifles to trucks. Some 27 unpro- 
ductive units have been hived off, and 
the workforce has been reduced by two- 
thirds to 8,300. To lure buyers, the gov- 
ernment says it would be willing tempo- 
rarily to raise tariffs on imported cars. 

Still, Zastava won't be an easy sell. Its 





Versatile vehicle 


brand is weaker than Skoda's. Global car 
firms are suffering from over-capacity 
and will thus be reluctant to invest the 
millions needed to upgrade the plant: 
Zastava cars do not meet western safety 
and emission standards. 

A lot is riding on the sale, which the 
government hopes to close in the first 
quarter of 2003. Zastava not only pro- 
vides a livelihood for its employees, but 
it indirectly supports 200,000 workers at 
local suppliers. The government thinks 
that selling the company will get the pri- 
vatisation process going. Since the war 
ended in 1999, it has sold only some ce- 
ment factories. Ivan Lujanovic, head of 
corporate restructuring at the Yugoslav 
privatisation agency, says a successful 
sale of Zastava will make it easier to pri- 
vatise the 48 other state companies that 
urgently need to be restructured. 

That may be wishful thinking. Ac- 
cording to Chris Butters, head of Price- 
waterhouseCoopers in Belgrade, the 
current batch of firms for sale is not of 
the best quality. Many of the country's 
most profitable companies, such as its 
breweries, were sold cheaply to their 
employees in the early 1990s. Rather 
than make fresh acquisitions, says Mr 
Butters, foreign investors are more likely 
to form joint ventures, as Michelin has 
done with Tigar, a local tyre maker. Ser- 
bia may have buffed up Zastava, but 
once it is sold, the road for other privati- 
sations will be downhill. 


Face value Asia’s Superman swoops again 


Is Li Ka-shing really the superhuman investor that Asians think he is? 





N ALL honesty, most of Asia’s tycoons, 

no matter how illustrious they appear 
at home, are really keepers of glorified 
mom-and-pop stores. The main exception 
is Li Ka-shing. This is not because Mr Li 
dominates the economy of Hong Kong, 
where he runs most of the port (the 
world’s biggest), has the monopoly on 
supplying electricity to the main island, 
ranks among the territory's top landlords 
and retailers, and owns the biggest mo- 
bile-phone operator. Rather, it is because 
he, alone in his region, regularly makes 
his powers felt all over the world, and 
even influences the future of whole 
industries. 

At the moment, this is most evident in 
the telecoms industry. On August 9th, 
one of Mr Li’s two main holding compa- 
nies, Hutchison Whampoa, joined with a 
Singaporean partner to scoop up 61.5% of 
Global Crossing, a bankrupt American 
company with a global network of fibre- 
optic cables, for $250m. Inevitably, this in- 
vited comparisons between Asia’s most 
famous investor and America’s, Warren 
Buffett, who is also bottom-fishing for dis- 
tressed telecoms assets. 

Mr Li will make an even bigger impact 
this autumn, when Hutchison starts roll- 
ing out third-generation (3G) mobile- 
phone services in Britain, Italy, Sweden, 
Australia, Hong Kong, Israel and Austria. 
Europe’s telecoms incumbents may be 
delaying their 3G launches, and investors 
may worry that the technology might 
flop, but Mr Li is undaunted. 

This has produced two very different 
reactions. The markets—ie, mostly non- 
Asian fund managers—are punishing Mr 
Li for this gamble, and have marked 
Hutchison shares down by over half 
since early 2000 (see chart). On August 
8th, Standard & Poor's, a credit-rating 
agency, said that it too was pessimistic 
about the outlook for Hutchison and its 
sister company, Cheung Kong. 

Retail investors and the general popu- 


lation of Hong Kong, however, see it dif- 
ferently. In their minds, there is no 
question that Mr Li-whom they call Chiu 
Yan, or Superman-is infallible. When Mr 
Li launches a company, with or without a 
business plan, and lists its shares, they 
rush to buy—as they last did in July, when 
the initial public offering of Mr Li's life- 
sciences start-up was 120 times oversub- 
scribed. If Superman now thinks that 3G 
is the future, why doubt it? 

The people of Hong Kong remain 
wowed by Mr Li because, to them, he epi- 
tomises success, a mystique he is adept at 
cultivating. Hong Kong is a superstitious 
place, and it helps that Mr Li was born in 
1928, an auspicious dragon year. His key 
buildings are blessed with excellent feng 
shui. He sets his watch eight minutes 
early, because "eight" sounds like “pros- 
perity" in Cantonese. He regales his visi- 
tors with stories about his cheap watches 
to show what a simple, ascetic man he 
still is. He pouts self-pitifully (“Do you 
not want me to invest anymore?") every 
time anyone dares to suggest that he is 
growing too powerful-and many do, all 
the more so now that Mr Li has said he 
wants a Hong Kong television network in 
addition to the local radio station he al- 
ready owns. 

Such controversies aside, does Mr Li 
deserve his reputation? In part, his suc- 
cess can be explained by luck: he has 
been in the right place at the right time. 
From the 1980s to 1997, Hong Kong prop- 
erty was a one-way ticket to wealth, since 
the colonial government had a policy of 
restricting the supply of new land for 
building. Mr Li was among several de- 
velopers who simply rose with land 
prices. Similarly, once he secured his 
niche in the container port, he piggy- 
backed on Hong Kong's rise as a trading 
hub. In 1997, when other Asian tycoons 
stumbled with their currencies, Hong 
Kong's dollar peg kept him standing. 

Luck, however, is only part of it. Alone 
among Hong Kong's property tycoons, Mr 
Li knew when to branch out overseas and 
into new industries. Equally rare, he al- 
ways found and hired the best profes- 
sional managers, many of them 
foreigners. Most importantly, his invest- 
ment record has, so far, outperformed 
that of all other Asian tycoons. Everyone 
who has worked with him raves about 
his nose for opportunity. 

Like Mr Buffett, he appears to look for 
value, but comparisons with the Sage of 


Omaha are overdone. Mr Buffett 
crunches piles of numbers in the search 
for undervalued companies, then holds 
their shares indefinitely. Mr Li, by con- 
trast, is, on the face of it, the archetypal 
Asian asset-trader. He tries to time the 
market. He is patient but swoops with 
phenomenal speed when opportunities 
present themselves. Global Crossing is a 
case in point. It has few synergies with 
Mr Li's other telecoms assets. Mr Li first 
made an offer in January, then withdrew 
it, and then came back with a new offer, 
two-thirds lower. 


More than just a trader 

Yet even the label "asset-trader", appro- 
priate for most Asian tycoons, appears 
too small to fit Mr Li. Transactions have 
made him famous-his biggest coup was 
the perfectly timed sale in November 
1999 of his stake in Orange, a British mo- 
bile-phone operator, for a profit of 
around $15 billion. But he also knows 
how to build a business. In Orange's case, 
he had nursed it for years before the sale. 
That skill, Mr Li's fans reckon, should en- 
sure that he will be able to turn 3G into a 
winning proposition. 

Clearly, Mr Li ought never to be under- 
estimated. On the other hand, his record 
has blemishes, though few remember 
them. In the 1980s, he invested in a Cana- 
dian oil company that went on to under- 
perform for years. Even in mobile 
telephony, his first venture in Britain, 
called Rabbit, flopped. Ultimately, the 
best way to analyse Mr Li may be to com- 
pare him with celebrity fund managers 
who, for whatever reasons, outperform 
for some time, then use their fame to play 
with ever bigger sums and, sooner or 
later, start underperforming just like 
everybody else. 8 
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A double dip? 





The next move in American interest rates will probably be down 


Tu British government has just an- 
nounced that the queen is to bestow on 
Alan Greenspan, chairman of America's 
Federal Reserve, an honorary knighthood 
for his contribution to global economic 
stability. Knights used merely to have to 
slay the odd dragon. In comparison, Mr 
Greenspan's task of preventing another re- 
cession, or even deflation, looks trickier. 


The Federal Reserve is not yet con- 


vinced that America's economy is heading 
for a double-dip recession. At its policy 
meeting on August 13th, the central bank 
decided to keep its federal-funds rate un- 
changed, at a 40-year low of 1.75%. Still, it 
signalled a readiness to cut rates should 
the economy look like weakening further. 

Earlier this year most economists had 
expected the Fed to raise interest rates dur- 
ing 2002. Now many predict that rates will 
be cut before the yearis out. In the past few 
weeks the recovery has started to look 
shaky. For a start, GDP growth in the sec- 
ond quarter slowed to only 1.1% at an an- 
nual rate. In July, the purchasing manag- 
ers’ indices of activity in both 
manufacturing and services fell sharply; 
total hours worked also declined. Retail 
sales rose by a robust 1.2% in July, yet this 
was due mainly to car firms offering inter- 
est-free loans. Not counting cars and pet- 


rol, retail sales were flat. Ominously, con- 
sumer confidence fell sharply. 

The slide in confidence partly reflects 
the slump in equities. Share prices have 
picked up a little from their late-July lows, 
yet America’s stockmarket is still worth 
about $7 trillion less than at its peak in 
early 2000. The loss has partly been offset 
by a rise in house prices, but the latest fig- 
ures suggest that the housing market may 
now be cooling. For the third year in a row, 
households are likely to see their net 
wealth shrink. Savings rates are still his- 
torically low, so unless share prices re- 
bound, households will probably have to 
start saving more and spending less. 

Another cause for concern is tighter 
conditions for corporate credit. Not only 
have banks tightened their lending stan- 
dards; borrowing in the corporate-bond 
market has also got much tougher. Inter- 
est-rate spreads (the difference between 
the yield on corporate and Treasury 
bonds) have widened sharply. As a result, 
many firms face a higher cost of capital, de- 
spite the fall in the yields on government 
bonds. A crunch caused by firms finding it 
hard to refinance their debts would trigger 
a second round of cost cutting. 

These are all reasons to expect the Fed- 
eral Reserve to cut rates again, possibly at 
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its next meeting on September 24th. Per- 
haps the strongest reason, though, is that if 
the economy does slip back into recession, 
it will be at a point of very low inflation. 
America's GDP deflator rose by just 1% in 
the year to the second quarter. Another 
slump in output would nudge the econ- 
omy dangerously close to deflation. 


Japanese lessons 

A recent study* of Japan's slide into defla- 
tion, by economists at the Fed, suggests 
that Mr Greenspan is well aware of the 
risks. The study concludes that monetary 
policy was not too tight in Japan in the 
early 1990s, given the outlook at the time 
for growth and inflation. Indeed, the au- 
thors calculate, interest rates were gener- 
ally lower than warranted by the so-called 
Taylor rule. Named after John Taylor, now 
at America's Treasury Department, the 
rule is a popular method for calculating 
the appropriate interest rate on the basis of 
inflation rates and the size of the output 
gap. The snag is that forecasts for growth 
and inflation consistently proved too high. 
Few, in Japan or abroad, forecast deflation 
at the time—including economists at the 
Fed. 

Once the price level started to fall in 
1995, it was much more difficult for mone- 
tary policy to spur the economy. Interest 
rates cannot go below zero, so if inflation is 
negative, real interest rates become too 
high. The authors describe the failure to 
forecast deflation in Japan as “a cautionary 9 


* "Preventing Deflation: Lessons from Japan's 
Experience in the 1990s". International Finance 
Discussion Papers No. 729, June 2002. On the Internet 
at www.federalreserve.gov/pubs/ifdp/ 
2002/729/ifdp729.pdf 






























cumstances”. They conclude that, when 
interest rates and inflation move closer to 
zero, and there is a risk of deflation, central 
banks need to cut interest rates more force- 
fully than is normally justified by forecasts 
of inflation and growth. 
The popular perception is that the Fed 
. did indeed cut interest rates last year more 
aggressively than did the Bank of Japan in 
. theearly 1990s. However, when looking at 
. what the Taylor rule would have pre- 
scribed, an analysis in the latest annual re- 
: port of the Bank for International Settle- 
- ments (BIS) finds little difference between 
the speed with which the Bank of Japan re- 
sponded to its downturn in the early 1990s 
 andthe Fed’s response last year (see chart). 
. The Fed study gives Mr Greenspan jus- 
tification for further rate cuts. Yet not 
everybody agrees with its conclusions. 
- Robert Feldman, an economist with Mor- 
gan Stanley in Tokyo, argues that the Fed 
> may be drawing the wrong lessons from 
Japan. 
. The Taylor rule ignores how the level of 
potential output, and hence the output 
gap, can be affected by monetary policy. 
One lesson from Japan, Mr Feldman says, 
is that interest rates at or close to zero keep 
inefficient firms in business; and the per- 
sistence of excess capacity may then 
worsen deflation. The Bis raises the same 
concern, but adds that the argument may 
carry less weight if other mechanisms, 
such as active bankruptcy courts and vigi- 
lant bankers, ensure that untenable firms 
are restructured or closed down. Part of Ja- 


us pan's problem is that banks continue to 
< roll over bad loans rather than write them 
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off aid force unprofitable firms to close. In 
America’s more flexible and competitive 
economy there ought to be fewer obstacles 
to destroying capacity. | 

Despite this, Mr Feldman worries that 
further monetary easing in America might 
help delay a necessary, yet painful, purg- 
ing of excesses from the bubble years. Per- 
sonal saving is still far too low, and cor- 
porate and household debt far too high. 
Excess capacity still needs to be cut. Reces- 
sions have a corrective effect. Yet even after 
recent, downward revisions to GDP, last 
year's recession was still one of the mildest 
on record—too mild to do much about the 
excesses. 

Here lies the Fed's dilemma. Lower in- 
terest rates may now be vital to lessen the 


deflation would further in 


burden of households and companies, Yet 
easy money has encouraged people to bor- 
row more and has thus delayed the inev- 
itable adjustment in households' balance 
sheets. The role of monetary policy is to 
ease such adjustments, not to postpone 
them. As a result, an overhang of debt 
could act as a drag on growth for several 
years to come. 

Most American economists weigh up 
America's prospects as if there were only 
two options: a double-dip recession, or a 
sustained recovery. A third and possibly 
more likely option is a protracted period of 
growth well below trend, until America 
had shed its excesses. @ 





Brazil and the IMF 


A matter of faith 


SAO PAULO 


Will a big bail-out led by the IMF allow Brazil to avoid defaulting? 


HE financial markets’ euphoria over 

Brazil’s $30 billion rescue by the Inter- 
national Monetary Fund, announced last 
week, was short-lived. The real soon fell 
back below three to the dollar, and the risk 
premium on Brazil’s government bonds 
rose. President Fernando Henrique Car- 
doso called meetings, for August 19th, with 
the four main candidates to succeed him in 
October's election, to plead with them to 
commit themselves to the Fund's condi- 
tions and thus calm the markets. Though 
the two leftish contenders who lead the 
polls, Luiz Inacio Lula da Silva and Ciro 
Gomes, no longer talk of “renegotiating” 
Brazil’s debts, investors worry that the 
country may be unable to repay them, 
even with the Fund’s help. 

The rMr package aims to boost Brazil’s 
reserves sufficiently to ward off any fur- 
ther speculative attacks against the real, 
and to finance its big current-account defi- 
cits for this year and next. The pointis to re- 
assure lenders sufficiently for them to 
want to resume lending to Brazil’s govern- 
ment and companies at reasonable rates, 
dissipating any talk of default. The opti- 
mists, led by Pedro Malan, the finance min- 
ister, point out that the package is bigger 
than the markets had hoped for, and thus 
bound to succeed. There are also doubters. 
Moody’s, a credit-rating agency, this week 
downgraded Brazil to five notches below 
“investment grade”, fearing that the next 
president-whoever wins—-may be unable 
to meet the Fund’s demands, such as rais- 
ing the current target of a 3.75% surplus on 
the primary budget (that is, before interest 
payments) if this is needed to stabilise the 


public debt. 

Both the upbeat and the downbeat 
point to precedents. Brazil last defaulted on 
its debts only 15 years ago; Argentina did so 
eight months ago, despite lashings of IMF 
cash. On the other hand, Brazil defied pre- 
dictions of default after its forced devalua- 
tion in 1999. This week’s wobbles do not 
prove that the new bail-out is doomed: J.P. 
Morgan Chase, an investment bank, notes 
that turbulence continued for weeks after 
the announcement of other rescues that in 
the end succeeded, such as Mexico's in 
1995 and South Korea's in 1997. 

So who is right? A new paper* on Bra- 
zil’s debt sustainability, by John William- 
son of the Institute for International Eco- 
nomics in Washington, pc, concludes 
that, even with the new bail-out, things 
could go either way. Until the 1980s, he ex- 
plains, economists took the deterministic 
view that any set of starting conditions 
had but one probable outcome. More re- 
cently, a theory of “multiple equilibria” 
has gained support, in which there is more 
than one probable outcome, with market 
expectations usually the deciding factor. 
Brazil’s total public debt, orits foreign debt, 
both public and private, could either be 
sustainable or could become unmanage- 
ably large, depending on what the markets 
henceforth expect. 

Mr Williamson starts by asking: how 
much debt? This is no simple matter. For 
instance, it is hard to know which govern- 
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* "Is Brazil Next?", by John Williamson. Institute for 
International Economics. Available on the Internet at 
www.iie.com/policybriefs/news02-7.pdf 
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ment assets and liabilities (eg, those of 
state-owned banks) should be counted to- 
wards its net indebtedness. And the os- 
cillations of the real make it hard to put a 
value on the chunk of debt tied to the dol- 
lar. Mr Williamson reckons that Brazil's net 
public debt on August 8th, the day after the 
IMF announced its rescue, was 841 billion 
reais, or $288 billion at that day's exchange 
rate—that is, equivalent to two-thirds of 
Brazilian GDP, up from 30% in 1994. 

As for the foreign debt, the government 
has $56 billion, net of its reserves, while 
Brazilian firms' gross external debts are es- 
timated at $120 billion. Though Brazilian 
companies and individuals have big for- 
eign assets (estimates range from $70 bil- 
lion to $170 billion), many of these are illi- 
quid (eg, factories) and those that are 
liquid (eg, offshore bank accounts) would 
not be repatriated in an emergency: on the 
contrary, more Brazilians have been send- 
ing money offshore. So Mr Williamson 
puts the effective foreign debt at an alarm- 
ing $176 billion. Brazil is already having to 
commit nine-tenths of its currency earn- 
ings from exports to servicing foreign debt 
and to financing the remittances of foreign 
firms' Brazilian operations. 

Nevertheless, if the markets now be- 
come convinced that a default can be 
avoided, the real should recover some of 
its recent losses, lenders should resume of- 
fering money at reasonable rates of inter- 
est, and Brazil should resume reasonable 
growth, of around 4%, say. This would be 
enough, Mr Williamson reckons, for the 
public debt-Gpp ratio to start falling, and 
for fears to be eased that Brazil is running 
out of dollars to pay its foreign debt. But if 
current market conditions continue, disas- 
ter looms: if the real does not recover, and 
Brazil has to roll over its expiring debt at 
current market rates, then the debt-GDP ra- 
tio could rise by another nine points this 
year. That, says Mr Williamson, is scary. 
Three-quarters of the government's debt is 
with local investors, who can be leaned on 





Helping the optimal equilibrium along 





to keep funding it. Yet the debt ratio could 
reach a point where it becomes politically 
impossible to cut spending and raise taxes 
any further to try to stabilise it. 

Nervous foreign banks are reeling in 
their credit lines to Brazilian firms, forcing 
these to buy dollars to repay their expiring 
loans, sending the real down further and 
so increasing the chances of an eventual 
default. In Brazil's crisis of 1998-99, Bill 
Clinton's administration leaned on Ameri- 
can banks to roll over Brazilian debts and 
avoid a crunch. Mr Williamson suspects 
that George Bush may be less inclined to 
do this. Brazil's central bank has agreed 
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with the IMF to use some of the country's 
reserves to lend to companies in difficul- 
ties. Buta second default trigger, set off by a 
shortage of dollars, remains possible. 

Other economists have reached conclu- 
sions similar to Mr Williamson's: investors 
themselves will decide whether Brazil will 
default on the money it owes them. They 
may be swayed either way by the respon- 
sibility, or otherwise, that Brazil's politi- 
cians now show, in the light of its grave 
situation. A few well-chosen words, or 
even—miraculously—some deeds, such as 
approving much-delayed tax reforms, 
might avert a disaster. 8 


Japanese banks and their interest-rate swaps 


Free lunch, for now 


TOKYO 


Swaps make a disturbingly handy source of income 


HEN profits are hard to come by, 

accounting loopholes make nice 
sources of income. Japanese banks, 
which need to offset huge losses from 
write-offs of bad loans, have managed to 
raise revenues by exploiting a loophole 
allowing them to pile up big exposures 
to derivatives, without having to dis- 
close them to investors. 

Banks make money through specula- 
tive purchases of interest-rate swaps, 
locking in income from a fixed rate of in- 
terest in return for paying a lower, float- 
ing rate. In a recent report, Standard & 
Poor's, a credit-rating agency, calculated 
that income from interest-rate swap 
transactions supplied 80% of the unex- 
pected increase in revenues at Japan's 
second largest bank, Sumitomo Mitsui 
Banking Corporation (SMBC), in the year 
to March 2002. 

Banks are thought to have stocked up 
on some ¥40 trillion ($342 billion) of in- 
terest-rate swaps, roughly the same as 
their holdings of government bonds. 
They have, in other words, quietly dou- 
bled their exposure to interest-rate fluc- 
tuations. Some, such as SMBC and UFJ 
Bank, one of the few banks thought to 
have neutralised its exposure, now dis- 
close their swap figures. The remainder 
keep positions under wraps, making it 
hard to tell how much they own, or 
what proportion is in riskier, longer- 
dated maturities. Some estimates sug- 
gest that, thanks to banks' swaps hold- 
ings, a rise of one percentage point in 
long-term interest rates would wipe 
more than ¥3 trillion from banks’ capital, 
equivalent to a year's worth of operating 
profits. 

The spread between swap rates and 
the yields on government bonds backs 
this up. Since governments are consid- 
ered to be less risky than private institu- 





tions, government-bond yields ought by 
rights to be lower. Yet over the past year, 
and thanks to great demand from banks, 
the rates on swaps with maturities be- 
tween five and 15 years have fallen and 
are now a good deal lower than the 
yields on government bonds. With 
sweet justice, some think, the many for- 
eign hedge funds that acted as banks' 
counterparties have borne the losses, 
forcing some to quit Japan. 

The accounting loophole has been 
closed in other rich-world jurisdictions. 
In Japan, it has been kept open once al- 
ready, but is now meant to be closed 
next April. Japan's Institute of Certified 
Public Accountants insists that the dead- 
line will not be moved again—bar an 
emergency, of course, such as the risk of 


Ja financial crisis. 





Banks in search of a strategy 


Displacement activity 


European banks look across the Atlantic, when they should look to their backyard 


È FEY signals from the world’s top bank- 
ers these days inspire any confidence 
-that they know where they are going. 
Sandy Weill, head of Citigroup, the 
world’s biggest financial conglomerate, 
found himself last week as good as apolo- 
gising for being in the banking business 
and undertaking, on behalf of his troops, 
to deal only with firms that share the 
bank’s supposedly open values. The lame- 
duck head of Credit Suisse, Lukas Mühle- 
mann, this week promised he would turn 
round Winterthur, the group's troubled in- 
surer, without spelling out how thatis pos- 
sible when equity markets are depressed. 
Even at Lloyds rss, a British retail bank 
which has made a virtue of sticking to its 
knitting, the chief executive, Peter Ell- 
. wood, hinted earlier this month that over- 
seas expansion is an option, yet offered no 
indication of where and when. 
These banks, and most of their peers, 
^. give the impression of being caught in the 
. headlights. When markets are uncertain, 
profits are down, and their share prices 
have fallen, banks have few options. For 
several badly performing banks-includ- 
ing Germany's Commerzbank and ABN 
Amro of the Netherlands-the obvious op- 
tion is to be broken up or sold. Allianz, Ger- 
many’s biggest insurer, ought to sell much 
of Dresdner Bank (see next story), as Credit 
Suisse should Winterthur. Certainly, weak 
stockmarkets help prevent the sensible 
from happening. But so does a mixture of 
national pride, doggedness and denial 
among executives and owners. 
Potential predators, such as Citigroup, 
Bank of America, UBS, Switzerland’s big- 


gest bank, and Deutsche Bank, Germany’s 
biggest, are afraid to act, because their 
share price is either low already, or would 
“crater”, as one former chief executive puts 
it. Josef Ackermann, head of Deutsche 
Bank, has promised no big acquisitions for 
the time being. uBs, on the other hand, al- 
though a reluctant acquirer at the moment, 
may one day find that the Swiss regulators 
hand it a weakened Credit Suisse. 

Executives at many banks may argue 
that their options are limited by sharehold- 
ers bent on quarter-by-quarter outperfor- 
mance. If it were not for that, they would 
do what Royal Bank of Scotland has done 
in America. It bought a small east-coast 
bank 15 years ago and added to it, piece by 
piece, so that it now has a regional pres- 
ence that is as much American as British. 
Or what ABN Amro has done around Chi- 
cago, where it has a cluster of retail and 
corporate banks that generate nearly half 
of the group’s worldwide profits. 

Shareholders may approve of expan- 
sion, yet they demand a return on equity. 
Expanding a bank, however, in a way that 
increases equity returns in the long run, 
needs a 15-year horizon, not one of three 
months or even three years. Hence a di- 
lemma for chief executives. 

Britain's biggest bank by far, HSBC, 
with oodles of deposits in Asia, Britain and 
America, has had the luxury of time, size 
and market capitalisation to buy abroad 
small- and medium-sized banks with po- 
tential, in a way that hardly dents its bal- 
ance sheet. This way, it has picked up Re- 
public National Bank in New York and 
Switzerland, ccr in France and even De- 





mirbank in Turkey. 

Now rumours are growing that the two 
other big British banks, Lloyds Tsp and 
Barclays, are looking for acquisitions in 
America. FleetBoston Financial has been 
mentioned as a vulnerable target, because 
of its losses in Argentina and in an invest- 
mentbanking subsidiary. The banks 
should be careful. America is the grave- 
yard of many European banks' ambitions. 
In 1980, Midland Bank bought Crocker Na- 
tional Bank in California, only to find it rid- 
dled with bad corporate and emerging- 
market loans. That fatal mistake eventu- 
ally drove Midland into the arms of HSBC. 
American ambitions were the ruin of S.G. 
Warburg, a British merchant bank, and 
probably also of National Westminster, 
which is now part of Royal Bank of Scot- 
land. The latest cautionary tale is that of 
Allied Irish Banks, whose subsidiary All- 
first, in Baltimore, lost $690m thanks to a 
rogue trader. In appraising the benefits of 


mergers, long-distance managers usually 


fail to factor in the risk of accidents. 


Beside the point 
Why look to America, a mature market 
where even the British have little compara- 
tive advantage? To some extent it is all dis- 
placement activity, in the psychiatrist's jar- 
gon, since the alternative—Europe—is a 
bank-buyer’s nightmare. Yet banking 
consolidation in Europe is the real issue. 
Those exhibiting paralysis fail to fore- 
see the inevitable consolidation that will 
accompany a single European market in fi- 
nancial services. Otherwise, they would 
be launching hostile bids, or engineering 
break-ups in cases where the whole is 
worth less than the sum of the parts. ABN 
Amro is a case in point. It has three re- 
gional business clusters~in Brazil, the 
Netherlands and the United States—which 
bear little orno relation to each other. Until 
1998, ABN Amro aimed for the top, want- 
ing to compete with Citicorp (as Citigroup 
then was) andJ.P. Morganin global univer- 
sal banking. No longer. Credit Suisse has » 





> spent its resources taking on America’s 
“bulge bracket” of investment banks, like 
Goldman Sachs and Morgan Stanley. It is 
still, by its own reckoning, a market leader 
in mergers and acquisitions and high-yield 
debt, but at what cost? 

All the more need to return to Europe— 
where, after all, some of the perceived bar- 
riers are more political than economic. For 
instance, the French and Italian govern- 
ments continue to resist foreign ownership 


Allianz and Dresdner Bank 





of their national champions. Elsewhere, a 
proposed marriage of Deutsche Bank and 


Lloyds TsB apparently foundered because 
of a disagreement over where a merged 
group’s headquarters should be. 

Maybe it needs a shock, like the sudden 
weakening of a desirable target bank, to get 
consolidation in Europe going. Or perhaps 
some brave chief executive will take his 
eye off the share price for a moment and 
steer for the horizon 15 years away. M 


For better, for worse 


FRANKFURT 


Should Allianz rue its purchase of Dresdner Bank? 


Ho happy the couple were on that 
sunny April morning last year, when 
the banns were read to a packed congrega- 
tion of journalists. Dresdner Bank, Ger- 
many’s third-largest bank, at last had a 
partner after two failed romances. Allianz, 
Europe's biggest insurer, had got notonly a 
sales channel for its life policies, but also a 
good-sized asset manager, Dresdner's DIT. 
It would be a thoroughly modern mar- 
riage, perfect for Germany's evolving retail 
financial market. 

A year after the actual wedding, not all 
is bliss. Dresdner, never a great beauty, 
now looks hideous, having lost over €1 bil- 
lion ($980m) in the first six months of 
2002, prompting a profit warning from Al- 
lianz at the end of July. Apart from the 
bank, said Allianz in its first-half results on 
August 14th, business is not at all bad, con- 
sidering these jittery times. Admittedly, 
falling stockmarkets have forced Allianz to 
write down its portfolio by almost €2 bil- 
lion. Yet itis winning market share as Ger- 
mans shun smaller insurers for the safety 
of a big name. 

In the past year almost one-fifth of 
Dresdner's revenues have crumbled away. 
The trouble lies in Dresdner's "corporates 
and markets" division, which includes 
Dresdner Kleinwort Wasserstein, its in- 
vestment bank. As equity markets have 
weakened and mergers-and-acquisitions 
business has dried up, trading revenues 
have fallen by more than half, and fees 
and commissions have dropped by more 
than one-eighth. 

Dresdner has cut costs hard—by 14% in 
a year, no less—but not yet by enough. Its 
cost-income ratio has soared to 99%. Then 
there are bad debts, ratcheted up by a se- 
ries of big German bankruptcies, includ- 
ing that of Kirch, a big media company, 
and by the turmoil in Latin America. 
Dresdner has almost doubled its bad-loan 
provisions in the past year, to a hefty €1.1 


billion. Ten borrowers clocked up €370m 
between them. 

In response, Allianz plans to cut 
Dresdner's costs by a further €700m a year 
(about 10% of the current total) before the 
end of 2003. Dresdner'sloansin the Amer- 
icas and Asia, where itonce had grand am- 
bitions but which itis now quitting, will be 
put into a separate business unit, along 
with loans, private-equity investments 
and other Allianz assets unlikely to pay 























their way. Dresdner's corporate centre in 
Frankfurt will see some functions passed 
down to the bank's two divisions, while 
others will go to Allianz's headquarters in 
Munich. 

A failed merger, then? Not at all, says 
Allianz. The logic behind the deal was al- 
ways in the retail market. The problems in - 
Dresdner's corporate division are real > 
enough, and must be put right. But the- 
bank's retail side, Allianz insists, is doing _ 
fine. Why, it even made a profit in the first. 
half of the year. Granted, it was onb 
€28m, and these are still early days, but th 
integration of the bank and the insurer has. 
begun pretty well. Some 860 insurance _ 
sellers now work in bank branches, and 
sales of insurance policies through this 
channel have quadrupled in the past year. 
The strengthened link with Dresdner has = 
more than madeupfortheendingofanar . 
rangement with HypoVereinsbank (Hv5B), 
Germany's second-biggest bank. Insur- 
ance offices in which some 110 bankadvis- - 
ers are working have so far pulled an extra. 
€250m into investment funds. About 200 
such advisers will be in place by the end of 
the year. y 

On top of this, Allianz points to another... 
market-realigning deal—made possible by- 
the Dresdner takeover—with Munich Re, = 
another big insurer. The two insurers ate 
neighbours in the same Munich street and _ 
own about one-fifth of each other's shares. 
When Allianz bought Dresdner Bank (of 
which it already owned more than one- | 
fifth) it handed 13.6% of HvB to Munich Re 
in exchange for 40% of Allianz Lebens- 
versicherung, a life insurer of which AF — 
lianz already owned just over half. Since 
then, Hvs’s shares have fallen by two- | 
thirds. Allianz Lebensversicherung's new _ 
business rose 29% in the first half, com: 
pared with a market average of 13%. D 

Success is far from sealed, though: | 
bankers and insurers have long lived hap- 
pily under the same roof in France and 
Spain, and more recently in Belgium and 
the Netherlands, but have had less joy t 
gether elsewhere. And even if Allianz 
makes a go of bancassurance in German 
the merger could yet be judged a mistake if 
the benefits are outweighed by losses at 
Dresdner's corporate wing. After all, AI- 
lianz bought the lot. | 

Given the retail logic of the merger, 
there is no compelling reason to hold on to 
the corporate division for ever. One day it 
could be floated, or—given its focus on Ger- 
many and Britain—paired with a French or 
Italian bank. Sold or kept, though, the divi- 
sion will be worth more in profit. Its cost- 
cutting programme is two-thirds done. The _ 
generous guaranteed bonuses handed out 
in recent years to retain investment bank- 
ers have almost run their course; from next 
year, pay will depend on performance. 
And then Dresdner will have to start 
putting money into Allianz'spot. M 







































ics focus The fruits of fieldwork 





Might visiting a pin factory provide insights official statistics cannot? 


^iCONOMISTS, the worldly philoso- 

-4phers, do not on the whole live up to 
that tag. They are familiar enough with 
he economy as it exists in equations and 
official statistics, but are fair strangers to 
he economy as it exists behind cash tills 

id on assembly lines. It was not always 

“so. Adam Smith opens "The Wealth of 
- Nations" with a finely observed account 
. of a visit to a pin factory, from which he 
` goes on to demonstrate the benefits of the 
- division of labour. 
. Surprisingly few economists visit the 
. pin factories of today. An exception is 
< Alan Blinder of Princeton University. For 
- his 1998 book, “Asking About Prices", Mr 
- Blinder and his graduate students visited 
200 American companies, to find out 
why managers are slow to raise and 
lower prices. America's National Bureau 
of Economic Research (NBER) went a step 


: further. It launched its own “pin-factory 
-- initiative", dispatching scores of econo- 


mists to car makers, razorblade manufac- 


~ turers and gene splicers, in a hunt for the 
source of America's productivity growth. 


Even so, most economists still consider 
- fieldwork- "learning by asking", as Mr 
-Blinder puts it-a doubtful activity, one re- 
_ served for the lowest orders, such as re- 
porters and sociologists. 

Should economists get out more? The 
desk-bound point to over 10m business 


- establishments in America: what can a 


handful of visits tell you about the econ- 
omy as a whole? Statistical research has 
rigorous, agreed-upon standards for gen- 
- erating a sample and inferring beyond it. 
Fieldwork, they aver, does not. 


Neither objection is fatal. Visiting can 
be just as rigorous as counting. After all, 
data is just the plural of anecdote—as long 
as the anecdotes are scrupulously and 
systematically chosen. 

Nor can the official statistics measure 
everything that economists consider im- 
portant. Mr Blinder wanted to know why 
prices are less flexible than they theoreti- 
cally should be. Yet no government bu- 
reau compiles statistics on what prices 
should be, only on what they are. 

The official statistics are not much bet- 
ter at measuring productivity. Back in 
1987, the year he became a Nobel laure- 
ate, Robert Solow complained of a “pro- 
ductivity paradox": the computer age was 
to be seen everywhere except in the pro- 
ductivity statistics. By the late 19905, the 
statistics finally seemed to get it, appar- 
ently confirming a productivity miracle 
thanks to information technology. Since 
then, however, downward revisions have 
put the miracle in doubt. Paradox, mir- 
acle, or mirage? Little wonder some econ- 
omists want to go out and check for 
themselves. 


Learning by asking 

Can managers in the field explain what 
the data cannot? Another Nobel prize- 
winner, Milton Friedman, has long 
doubted it. For Mr Friedman, economic 
behaviour owes as much to “market se- 
lection" as it does to express intention. 
Firms maximise profits because, if they 
did not, they would no longer be in busi- 
ness. Thus a firm's managers may be suc- 
cessful without being very good at 





explaining the principles underlying their 
success. A successful manager,in Mr 
Friedman's eyes, is like an expert billiard 
player. He can make the cue ball do his _ 
bidding, but he cannot explain the phys- 
ics behind acannon or a kiss. — | 

So did Mr Blinder or the pin-factory 
economists learn anything new? After 
hundreds of interviews, Mr Blinder was 
still unable to declare an outright winner 
among the competing theories of inflex- 
ible prices—though he did narrow the 
field somewhat. Some of his interviewees 
were only too reminiscent of Mr Fried- 
man's billiard player, failing to grasp fun- 
damental concepts like the difference 
between average costs (the cost per unit 
produced) and marginal costs (the addi- 
tional cost of producing one more unit). 

The NBER team also failed to pinpoint 
the source of the rise in American pro- 
ductivity in the 1990s. At the Ford car 
plant in Ohio, for example, productivity 
gains came from simple automation, re- 
placing men with machines. At Toyota's 
plant in Kentucky, gains came from ergo- 
nomics, fitting the machine to the man. 
One of the more striking impressions was 
also faintly ironic. Much of the new econ- 
omy, Robert Gordon of Northwestern 
University observed, takes place in front 
of computer screens, in workplaces indis- 
tinguishable from the university offices 
he and his colleagues had escaped from. 

Still, the economists all felt better for 
their day out. Edward Lazear of Stanford 
University was glad of his visitto Safelite 
Auto Glass. The company's switch from 
time-rates of pay to piece-rates gave Mr 
Lazear tangible examples of the link be- 
tween pay and motivation, examples that 
stuck in readers’ minds long after they 
had forgotten his statistics. It is, he says, 
one of his most-cited papers. 

Maybe these visits are not so different 
from Adam Smith's. As it happened, he 
did not discover the division of labour at 
his pin factory: the concept was already 
understood by his teacher, Francis - 
Hutcheson. Even his painstaking descrip- 
tion of the “18 distinct operations" of pin 
making was probably cribbed from Dide- 
rot’s encyclopedia. In short, Smith might 
well have written his famous passage 
from his ivory tower at Glasgow Univer- 
sity. Yet, as Mr Lazear discovered, even if 
fieldwork fails to inspire a hypothesis or 
prove a truth, it can help to sell ideas. The 
pin factory certainly helped Adam Smith 
rack up a few citations over the years. B - 
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and technology _ 


Surveillance 


Something to watch over you 


Itis easier than ever for individuals to track their possessions, pets and loved ones 


'ILLARY CLINTON is supposed to have 
said of her husband that he was a 
"hard dog to keep on the porch". She is not 
alone. All over the world, dogs, husbands, 
children and even inanimate objects are li- 
able to stray from the home—whether will- 
ingly or otherwise. Now, though, the tech- 
nology exists to keep track of them. 

In fact, the new generation of tracking 
devices combines two existing technol- 
ogies. One is a global-positioning-system 
(GPs) chip, which uses radio signals from a 
network of satellites to work out where it 
ison the earth's surface to within a few me- 
tres. The other is a mobile-telephone chip, 
which broadcasts thatlocation to whoever 
needs to know it. The result is a pocket- 
sized, or even wrist-sized, personal locator. 


Track to the future 

Applied Digital Solutions (aps), of Palm 
Beach, Florida, calls its version of the tech- 
nology a "digital angel". The angel comes 
in two versions. People get a pager-like de- 
vice that clipson to their clothing. Animals 
get a collar. 

The angel is intended to look after old 
people who have become forgetful and 
young children who have become too ad- 
venturous, as well as dogs who are too in- 
terested in the bitch next door. The 
wearer's guardians define a perimeter be- 
yond which they feel their charge should 
not wander, and receive alerts via mobile 
phone or pager when he has gone beyond 
these boundaries. 

The digital angel can also issue an alert 
when its wearer has fallen down, or when 
there has been an unexpected change in 
local temperature of the sort that might be 


caused, say, by someone falling into a 
pond. For that to happen, the wearer needs 
to sport a specially modified wristwatch 
which has suitable sensors and a wireless 
link to the pager. Moreover, ADs claims to 
be on the verge of introducing a version of 
the watch that can collect and broadcast 
medical data such as pulse rate, blood 
pressure, body temperature, electrocardio- 
gram readings and even blood chemistry. 

More intrusive devices will soon be 
available. Next month Wherify, of Red- 
wood Shores, California, plans to start sell- 
ing a lockable bracelet designed, it says, for 
children up to the age of 12. This will allow 
a child's parents to use the web to see a re- 
cent satellite photograph of their off- 
spring's location. Parents will also be able 
to track their child's recent movements, 
and set up an alert system so that they will 
know if he does notturn up somewhere he 
is expected. Expect trouble, though, if you 
try to insist that your privacy-loving teen- 
ager wears one. 

For those who like their technology to 
be a little more integrated and invisible, 
there is now the prospect that parts of 
tracking devices could be implanted in the 
body. Indeed, aps already produces a de- 
vice the size of a grain of rice that can be in- 
serted beneath the skin, and nine volun- 
teers are trying it out. 

ADS's device is a type of radio-fre- 
quency identification (RFID) chip. Such 
chips are already implanted into animals 
to act as “pet passports”, identifying beasts 
that do not need to go into quarantine 
when they cross frontiers. When an RFID 
chip is “interrogated” by a reading mach- 
ine operating at the right radio frequency, 
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its antenna picks up a small amount of en- 
ergy from the signal. This is used to power 
the chip. The device then broadcasts data. Ss 
in the chip back to the reader. us 


At present, ADs's chip does not store n 
anything more than a unique identificar- 
tion code. That has limited applications __ 
(though it could, for example, allow a 
bank's cash machine to identify someone — 
without their needing to type in an identi 
fication number). The code in an RFID chip... 


can, however, be used to refer to medical 
data that might be required in an emer- 
gency, and in the future such chips will 
have the potential to hold such data in 
their own right. 

They could also cope with other sorts < 
of emergency. They could, for example,be 
linked wirelessly with digital angel units 


so that if the connection between unitand 


chip were broken (for example during a 
kidnapping, when the digital angel was © 
discovered and removed), then an alert 


would be issued. This may not prove neç 
essary, however. In response to “enor | 
mous customer demand”, ADs is acceler- 
ating development of a Gps-based 
personal location device that could be fit: 
ted entirely under the skin. The device _ 
would be powered by the sort of battery 
used in heart pacemakers, and the com- 
pany says a working prototype is expected 


within seven months. x 
Tracking technology also has applica- 


tions when a criminal has been caught. At — 
the moment, some convicts are sentenced 
toa form of house arrest thatrelieson their _ 
wearing an electronic tag. Such tags, : 
though, are crude devices that are linked __ 


by radio with a base station attached to a » 





You can run but you can't hide 


> telephone. If the tag moves too far from the 
base station, a call goes to the authorities 
saying their prisoner has absconded. 

New-style tracking allows a more so- 
phisticated approach. Pro Tech Monitor- 
ing, of Tampa, Florida, makes a system that 
tracks people on parole and probation. Ina 
sense it works in the opposite way to a digi- 
tal angel—alerting the authorities if it en- 
ters a designated exclusion zone such as a 
school or a previous victim's house, rather 
than if it leaves a permitted area (though it 
may do that, too, in order to keep someone 
within a particular jurisdiction). This al- 
lows a parolee or probationer to live a 
more or less normal life. It can also give 
victims of crime, or witnesses, a warning 
if a perpetrator is nearby. In theory such 
systems could even be used to tell how fast 
someone was driving. 

Tracking technology may even help to 
solve crimes, as well as preventing and 
punishing them. Wherify is looking into 
the possibility of making a flat version of 
its tracking device that could be slipped 
into a stack of banknotes. Such marked 
stacks could then be handed over to bank 
robbers, who would find that their haul in- 
cluded rather more than they had bar- 
gained for. 

Eventually, this kind of technology will 
almost certainly be miniaturised to the 
point where it can be sewn into belts, 
shoes or clothing. It should also become 
cheaper (at the moment, individual de- 
vices cost several hundred dollars each, 
plus a monthly subscription fee). This 
could mean that people would be able to 
use lots of these devices, tracking many as- 
pects of their environment. Hide and seek 
will never be the same again. 8 


Quantum computers 
Trapping the light 
fantastic 


Lasers and lenses give a new sort of 
quantum computer a big leg-up 


UANTUM mechanics, the theory that 
explains how the universe's funda- 
mental particles behave, thrives on 
reconciling opposites. According to its 
topsy-turvy tenets, it is perfectly all right 
for a particle to smear away into space like 
a ray of light, while a beam of light be- 
haves like a collection of tiny, distinct par- 
ticles. So it is fitting that an idea about 
quantum mechanics itself that once 
seemed far-fetched may soon appear just 
the reverse: it now looks possible that sci- 
entists may some day harness quantum 
principles to build a computer. 
A quantum computer could solve pro- 
blems that a conventional computer could 
never manage, such as factoring enor- 


The long and the short of it 


. ners and more children than their 
shorter brethren is well known. The rea- 
son is that height in men is attractive to 
women. But it is a comment on who the 
authors of such studies usually are that 
the opposite question—how a woman's 
height affects the number of children 
she has—has not been asked until now. 

Daniel Nettle, of the Open University 
in Britain, has done so. And the answer, 
soon to be published in the Proceedings 
of the Royal Society, is that women do 
better reproductively if they are shorter 
than average. On the face of it, that is 
surprising. Given that tall men have 
more children, and that height is, at least 
in part, inherited, it might be expected 
that men would prefer tall women be- 
cause they would produce tall (and so 
sexually successful) sons. But that is not 
the case. A woman's height is not a con- 
sideration in the eyes of most men. 

However, an analysis of the lives of 
5,000 women born in Britain in March 
1958 suggests that short women have 
larger families than tall ones, an effect 
that is independent of such factors as the 
tendency of people from poor families 
to be shorter than those from rich ones. 
Dr Nettle suggests it is because short 
women become fertile earlier (the same 
hormonal processes that terminate 


mous numbers for code breakers or simu- 
lating the intricacies of complicated sys- 
tems. This is because such computers 
would rely on quantum bits (qubits) to 
store and process data. Unlike conven- 
tional bits (the ones and zeros of the bi- 
nary arithmetic that existing computers 
employ), qubits can be in two states at 
once. Because each qubit can simulta- 
neously process a zero and a one, a quan- 
tum computer could zip through lots of 
calculations in parallel. A regular com- 
puter, in contrast, has to carry out each cal- 
culation in turn. 

Manufacturing devices that can store 
qubits is therefore the most important part 
of making a quantum computer. It is also 
proving the most challenging. The best ef- 
forts to date have produced seven- or eight- 
qubit systems-a considerable accom- 
plishment, but far from the number re- 
quired for solving any interesting 
problems. Now, a new technique may 
bring some of those problems within 
reach. Physicists working at the University 
of Hanover's Institute for Quantum Optics 
think they have worked out a way to make 





An exception to every rule 

growth are also responsible for sexual 
maturation). This increased number of 
children would counterbalance the sexi- 
ness of the sons of tall women, resulting 
in equal numbers of grandchildren and 
explaining why height per se is irrele- 
vant to a woman's attractiveness to men. 
Tough on short men, though. 


qubits that would beat the previous record 
by a factor of ten. 

Wolfgang Ertmer, Gerhard Birkl and 
their colleagues plan to use rubidium at- 
oms as their storage devices. A lone rubid- 
ium atom can exist in one of two different 
low-energy quantum states, meaning that 
it can act as a qubit store. But holding 
enough lone rubidium atoms in place to 
have a chance of making a working com- 
puter is tricky. Going on to read them so 
that the values of their qubits can be 
known is doubly so. 

As the researchers report in a forthcom- 
ing issue of Physical Review Letters, they 
managed to hold significant numbers of 
isolated rubidium atoms in place by shin- 
ing a laser beam on to an array of micro- 
scopic lenses. Light passing through each 
microlens focuses at a point a few tenths of 
a millimetre beyond it, and thereafter 
spreads out as a cone. This conical beam is 
then reflected into a cluster of 1m or so ru- 
bidium atoms, which are held trapped in a 
magnetic field within a vacuum chamber. 

One effect of the beam is to polarise the 
cloud of electrons surrounding each ru- » 

















-> bidium nucleus, meaning that part of the 


atom becomes a negatively charged pole, 
and part a positively charged pole. The re- 
sult is that the atoms interact with the 
beam, are drawn into it, and settle at the tip 
of the cone~a phenomenon known as di- 
pole trapping. 

Using this technique, and a sufficient 
number of microlenses, the team created 
an array of 80 dipole traps, each of which 
captured about 100 rubidium atoms, 
spaced 125 microns from one another. 
With sufficient cooling, Dr Birkl reckons, 
these traps could be made to hold on to 
just one atom each, thereby producing 80 
individual qubits. 

One advantage of this method of mak- 
ing a quantum computer is that the atomic 
qubit stores can be manipulated relatively 
easily. Using pulses of laser light aimed 
through the appropriate microlenses, the 
researchers were able to set each of the qu- 
bits into a particular initial state—a neces- 
sary precursor to any calculation. Another 
advantage is that when the atoms are left 
alone, they do not change state too 
quickly. That means they are likely to 














prove sufficiently sturdy to perform quan- 
tum computations. 

Doing actual calculations with these 
trapped atoms will be hard, because the 
qubit stores must interact with each other 
during the process. The researchers plan to 
solve this problem by using two laser 
beams focused through the same array of 
microlenses. By placing the beams at a 
slight angle to each other, they are able to 
create an interleaved set of dipole traps. 
These can be made to overlap with each 
other by altering the angles of the beams. 
This means that atoms in different traps 
could be brought together, made to per- 
form a computation and then separated. 
Then the result of the computation could 
be "read" by laser once the qubits were 
comfortably sequestered again. 

At the moment, the researchers are at 
the beginning of this process. It will be a 
long time before they are putting any con- 
ventional computer makers out of busi- 
ness. But their demonstration of dipole 
trapping at least shines a captivating light 
down the path to quantum computing be- 
coming a practical technology. @ 





Petroleum geology 


The argument needs oiling 


At odds over the origins of oil 


ILLIONS of years ago, tiny animals 

and plants died. They settled at the 
bottom of the oceans. Over time, they 
were crushed beneath layers of sediment 
that built up above them and eventually 
turned into rock. The organic matter, now 
trapped hundreds of metres below the sur- 
face, started to change. Under the action of 
gentle heat and pressure, and in the ab- 
sence of air, the biological debris turned 
into oil and gas. Or so the story goes. 

In 1951, however, a group of Soviet sci- 
entists led by Nikolai Kudryavtsev claimed 
that this theory of oil production was fic- 
tion. They suggested that hydrocarbons, 
the principal molecular constituents of oil, 
are generated deep within the earth from 
inorganic materials. Few people outside 
Russia listened. But one who did was J. F. 
Kenney, an American who today works 
for the Russian Academy of Sciences andis 
also chief executive of Gas Resources Cor- 
poration in Houston, Texas. He says it is 
nonsense to believe that oil derives from 
"squashed fish and putrefied cabbages". 
This is a brave claim to make when the 
overwhelming majority of petroleum 
geologists subscribe to the biological the- 
ory of origin. But Dr Kenney has evidence 
to support his argument. 


In this week's Proceedings of the Na- 
tional Academy of Sciences, he claims to es- 
tablish that it is energetically impossible 
for alkanes, one of the main types of hy- 
drocarbon molecule in crude oil, to evolve 
from biological precursors at the depths 
where reservoirs have typically been 
found and plundered. He has developed a 
mathematical model incorporating quan- 
tum mechanics, statistics and thermody- 


No cabbages here, mate 





namics which predicts the behaviour ofa — 


hydrocarbon system. The complex mix- 
ture of straight-chain and branched alkane 
molecules found in crude oil could, ac- 
cording to his calculations, have come into. 
existence only at extremely high temperas — 
tures and pressures-far higher than those 
found in the earth’s crust, where the ortho- 
dox theory claims they are formed. n 

To back up this idea, he has shown that... 
a cocktail of alkanes (methane, hexane, oc- 
tane and so on) similar to that in natural oil 
is produced when a mixture of calcium 
carbonate, water and iron oxide is heated. 
to 1,500'C and crushed with the weight of 
50,000 atmospheres. This experiment re- 
produces the conditions in the earth's up- =- 
per mantle, 100km below the surface, and = 
so suggests that oil could be produced .- 
there from completely inorganic sources. 

The opposition will take some convinc- > 
ing. Although crude oil is composed. 
mostly of hydrocarbons, it does contain — 
molecules such as porphyrins and sterols : 
that are usually thought of as the product 
of biology. That has always been taken as 
evidence for oil's fossil origin. Dr Kenney 
counters that these molecules occur in: 
organically (they are found, for example, in 
certain sorts of meteorite). They might also 
be the products of bacteria that feed on oil. 

A stronger criticism of his hypothesis— 
stronger because it is made on the grounds 
of thermodynamic stability on which he 
has chosen to fight—is that, even if his non- 
biological crude oil did form deep in the 
earth, its molecules would disintegrate as 
they rose towards the cooler, less pres- 
sured conditions of the surface. To exam: 
ine the products of his experiments, Dr 
Kenney had to cool them suddenly; other = 
wise they would have disappeared. It is 
difficult to see how such cooling could 
happen in nature unless oil erupted rap- - 
idly from the mantle to the surface. Onthe _ 
other hand, if his thermodynamic calcula- . 
tions are correct, it is also difficult to see 
how crude oil could have arisen from - 2 
squashed fish and putrefied cabbages. @ 
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Thought leadership on Board effectiveness in today’s world 


INSEAD is proud to invite a select international group of Chairman and Non- 
Executive Board Members of listed corporations to exchange ideas on the 
changing role of their Boards and on practical ways of improving Board 
effectiveness. 


Greater competition for capital, loss of trust by investors and the public at 
large, and pressures for increased social responsibility, have exposed the 
“license to operate” of even major firms as multi-dimensional, essential, and 
fragile. In this context the Boards of major organisations are finding their role 
changing more rapidly than ever before. 


With the support of Heidrick & Struggles, INSEAD has created the International 
Directors’ Forum as a unique opportunity to reflect with the pioneers of 
European Corporate Governance and leaders of global companies in a 
structured exchange among a small group of peers. 


The International Directors’ Forum offers 
A unique opportunity to: 
e Reflect with the pioneers of European Corporate Governance: 


Dr Gerhard Cromme, Chairman of the Supervisory Board ThyssenKrupp 
and Chairman of the German Corporate Governance Code Commission 


Drs Jaap Peters, former Chairman Aegon, and Chairman of the Dutch 
Commission on Corporate Governance 


Mr Marc Vienot, former PDG Société Générale, and Chairman of the 
French Commission on Corporate Governance 


e Hear from the leaders of global companies: 
Dr Rolf Breuer, Chairman Deutsche Bank 
Dr Eckhard Cordes, Executive Board Member DaimlerChrysler 
Mr Charles Miller-Smith, Chairman Scottish Power 
Mr Rick Wagoner, CEO General Motors 
in a structured exchange among a select group of peers 


Led by Professor Philippe Haspeslagh and other INSEAD faculty 





The Global Learning Network 
Europe Campus, Asia Campus, INSEAD Wharton Alliance 
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The implication of this collection of es- 
says, subtitled “Confronting the Past in 
Modern Britain”, is that the people and 
topics Mr Cannadine chooses to write 
about are somehow typical of the national 
dilemma. Yet that is questionable. Noel 
Coward and Winston Churchill may have 
had a shared horror at the loss of empire. 
But it is far from clear that the British as a 
whole shared their views. Indeed as Mr 
Cannadine notes at one point: “The British 
Empire may have been won in a ‘fit of ab- 
sence of mind’, but as far as the majority of 
the population seems to have been con- 
cerned, it was given away in a fit of collec- 
tive indifference.” Yet that conclusion sug- 
gests that Mr Cannadine’s latest addition 
to the field of decline studies, while unfail- 
ingly interesting, may say less about mod- 
ern Britain than it claims. @ 


British popular fiction 
From Holmes to 
Harry Potter 


Bestsellers: Popular Fiction Since 1900. By 
Clive Bloom. Palgrave Macmillan; 312 pages; 
$60 and £45 (hardback); £14.99 (paperback) 


ESTSELLERS are in the air at the mo- 

ment. A recent BBC television series 
“Reading the Decades” took a ten-yearly 
census of the books that had got people 
reading, talking and, most importantly, 
buying, during the post-war period. Now 
Clive Bloom extends that enquiry back to 
the beginning of the 20th century, by 
when Britain could be said to have become 
unequivocally literate (at the outbreak of 
the first world war only 1% of the popula- 
tion was still unable to read). 

The reasons behind this sudden need 
to investigate what kinds of books people 
wantto buy (or borrow, for Mr Bloom pays 
special attention to the role of local librar- 
ies in keeping sales of authors such as 
Catherine Cookson and Frederick Forsyth 
in their millions) are not hard to guess. The 
recent staggering commercial success of 
"Harry Potter", the proliferation of "chick 
lit” and “lad lit", and the upsurge of inter- 
estinthe kind of history books that used to 
get given to resentful teenagers by worthy 
godparents, have all made publishers and 
critics re-think their assumptions. Mr 
Bloom makes the point that until the late 
1980s British publishing houses were re- 
markably hit-and-miss in their market re- 
search: books were still commissioned 
largely on the basis of hunches and per- 
sonal contacts. But readers are a wilful 
bunch who have ideas of their own about 
how they want to fill their shrinking lei- 
sure time and it makes sound sense to dis- 
cover exactly which titles have historically 
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Destroying books in Russia 





Hardly worth the trouble 


MOSCOW 


The perils of semi-historical fiction 


RUN literary wars have grown 
tamer with the years. Not so long ago 
writers risked exile, labour camp or even 
death for books that did not suit the 
powers that be, whether Tsarist or So- 
viet. These days, the worst punishment 
they face is a short prison term, probably 
suspended, and harassment by self- 
styled patriotic youths. Still, it is a mis- 
chief even bad writers do not deserve. 

Shocking as it sounds, Vladimir Soro- 
kin, a plump, middle-aged Russian post- 
modernist, could soon be in prison for 
one of his books. He is a literary target of 
a pro-Kremlin youth movement called 
Moving Together, which is run by peo- 
ple with connections to the president's 
office. Earlier this year, they destroyed 
copies of Mr Sorokin's books (among 
others) outside the Bolshoi Theatre in 
Moscow, which they were picketing for 
having commissioned a script from him. 
Moving Together has since lodged a 
criminal complaint against Mr Sorokin 
with the Moscow prosecutor's office. 

The offending book is a novel called 
“Goloboye Salo" (Blue Lard), which 
swarms with naughty words and, more 
provocatively, with the sexual couplings 
of famous or infamous modern Rus- 
sians. In one passage of some length and 
descriptive detail, we are invited to pic- 
ture the rut of a cloned Soviet dictator, 
Joseph Stalin, with a clone of his succes- 
sor, Nikita Khrushchev. 

In the past few days, Mr Sorokin has 
attended the first hearing in the trial on 
the criminal charges of disseminating 
pornography. If found guilty, he could 
face two years in prison. But the case 


made them part with their cash. 

Mr Bloom, who is an academic, is 
aware that tables of statistics do not make 
for easy reading. In any case, he points out 
that it is nearly impossible to get your 
hands on reliable figures. Even now there 
is no such thing as a definitive bestseller 
list, simply a series of approximate guesses 
compiled by various national newspapers 
and bookselling chains. So instead Mr 
Bloom does that sensible thing of seeking 
out the telling anecdote or surprising ex- 
ample, the one which illustrates a larger 
point. Thus he emphasises that it was the 
paperback publication of "Lady Chatter- 
ley's Lover" in 1960 that caused all the fuss. 
As long as D.H. Lawrence's novel was 
available only in hardback, and so access 
ible to a well-heeled and supposedly edu- 
cated market, no one turned a hair. It was 


looks weak and the fact that the prosecu- 
tors in charge asked Mr Sorokin for an 
autograph does not bode well for his an- 
gry young critics. 

If he escapes jail, Mr Sorokin may yet 
find a silver lining to this sorry affair. 
Since the bringing of the charges, the 
sales of his rather mediocre works are 
said to have risen more than fivefold. His 
publishers may even print an eighth run 
of "Blue Lard", an unheard-of feat for 
contemporary Russian fiction. Nor will 
his status as a literary martyr harm his 
chances in the approaching race for the 
Russian Booker prize, the country's most 
prestigious literary award, for which he 
has recently been shortlisted. 





What these two old boys didn't get up to 


the fact that paperbacks were associated 
with a mass market readership ("the wife 
and servants" of the trial judge's summing 
up) which made them such a potentially 
subversive force. 

The second half of "Bestsellers" con- 
sists of potted biographies of popular au- 
thors from 1900 until the present day. Here 
you will recognise familiar friends like Co- 
nan Doyle, Dennis Wheatley and Ruth 
Rendell, and reacquaint yourself with 
Ethel M. Dell, Mary Renault and Grace 
Metalious (women, says Mr Bloom, domi- 
nate popular fiction as both writers and 
readers). Because it falls so clearly into two 
distinct halves, "Bestsellers" does not quite 
have the compelling drive associated with 
the best kind of popular writing. But as an 
informed and witty companion to what 
people read and why, itis excellent. m 





New music 


Uncontrolling the controllable 


Modernist technique meets fascination with nature in a neglected composer 


IS enormous output of operas, sym- 

phonies, concertos and chamber mu- 
sic must make Per Norgard one of the most 
prolific composers of our time. Yet though 
well known in his native Denmark, where 
he lives, the star-hungry music industry 
has not yet caught him in its spotlight, and 
his restless, probing music is woefully un- 
derrepresented on the international 
scene. In Britain at least this neglect has 
been corrected with an appearance this 
summer at the Cheltenham festival and a 
performance at the London proms of his 
sixth symphony under Thomas Daus- 
gaard, conducting the Danish National 
Symphony orchestra, which premiered it 
in Copenhagen two years ago. You could 
not hear a better introduction to his music: 
it is one of the most dynamic, impulsive 
works of recent years. 

The symphony's descriptive subtitle, 
"At the End of the Day", might suggest mil- 
lennial prophecy or a nostalgic sum- 
ming-up of his own career (he was 70 this 
year). But Mr Norgard's sixth is typically 
too complex and ambiguous to be stuffed 
into tight programmatic categories. One 
day leads to the next, he quietly notes, and 
the piece is, if anything, about renewal. 
The first of three movements, or passages 
as Mr Norgard calls them, opens with the 
glittering sounds of violins and piccolos, 
before dropping suddenly towards the 
growling depths of contrabass trombone 
and contrabass tuba. These two dramatic 
opening minutes close with an uneasy 
drumroll, and at that moment it seems as if 
the music has reached an unexpected and 
premature end. 

But out of a tiny timpani figure, the 
work springs into life again, and this kind 
of musical rejuvenation repeats itself, 
with "little, unseen things", as Mr Norgard 
puts it, providing the basis for a subse- 
quent section. The whole piece continues 
in this state of flux, ceaselessly transform- 
ing itself from one soundworld to the next, 
from one emotional extreme to another. 
The music has an almost natural pulse 
without ever sounding repetitive. Change 
is its only constant. 

The idea of continuous development 
has always held special fascination for Mr 
Norgard, both as it relates to his own posi- 
tion within the classical tradition, and in 
compositional terms. He sees his work as 
part of a Scandinavian symphonic tradi- 
tion. The teacher who had the greatest 
influence on him was Vagn Holmboe, one 


of Denmark's best known and most prol- 
ific symphonists, with whom Mr Norgard 
studied in Copenhagen during the early 
1950s. A more distant, but still powerful 
influence is Sibelius. Mr Norgard wrote to 
the great Finn in 1954, near the end of his 
life and long after he had ceased to com- 
pose, to say how modern he had always 
found his music. 


Ordered chaos 

Technically Mr Norgard’s music, particu- 
larly the works of the late 1960s and the 
1970s, was marked by exploitation of his 
so-called infinity series. The maths is com- 
plicated, but the result is easy enough to 
grasp: an indefinitely extendable row of 
notes that unfolds according to the sim- 
plest of rules in nevertheless unpredict- 
able shapes. The patterned variety that 
emerges can be seen as the musical equiva- 
lent of a mathematical fractal. 

The composer employed the infinity 
row in its purest form in a 1968 orchestral 
piece, "Voyage into the Golden Screen". In 
this work-the title was taken from a pop 
song by Donovan-versions of the series 
are played at different speeds simulta- 
neously, creating a multi-layered, hierar- 
chical music. This is not the only experi- 
ment Mr Norgard plays with musical time. 
He also composes pieces that seem to ac- 
celerate continuously. 

Many of Mr Norgard's recent pieces are 
based on microtones, pitches that are 
found in the cracks between the 12 western 


I CIIM 


Norgard is still searching 


semitones. A new violin concerto, “Bor- 
derlines", which premiered at Chelten- 
ham, hovers on the brink between differ- 
ent tuning systems. 

Yet for all their complexity, Mr Norgard 
always aims to make his compositional 
systems serve an expressive purpose. Un- 
like some of his modernist contemporar- 
ies, for whom formal clarity is all, Mr Nor- 
gard is not afraid of dramatic features such 
as building and releasing tension. "I've 
been looking for music,” he says, “where 
when you hear something, you also hear 
something else at the same time. That 
ambiguity is a very human thing." 

To return to his sixth symphony, listen- 
ing to it makes for a strongly emotional ex- 
perience. It is almost like witnessing a force 
of nature: with its persistent bass tones 
and sudden climaxes, a small earthquake 
perhaps or a tsunami. Almost, but not en- 
tirely. You can also appreciate the music’s 
elemental force and generative power on 
its own account. 


Don’t forget the composer 

Though the likeness is tempting, Mr Nor- 
gard is wary about running too far with 
music-nature metaphors. Composing, he 
points out, involves more than searching 
out natural patterns. It is also a process of 
healing: “As a composer, you have a spe- 
cial wound, a special scar,” he says. “As an 
artist, you are never healed.” 

The coda of his sixth symphony offers a 
good example of what he is talking about: 
the music seems to return to the shimmer- 
ing soundworld of the opening, but weird, 
percussive rumblings break in once more 
on this serene surface. Underground 
sounds of this kind are the seeds of Mr 
Norgard’s newest orchestral work, “Ter- 
rains Vagues” (2001). In his eighth decade, 
he continues to believe in compositional 
renewal, saying with quiet humour, “I still 
feel I’m at the beginning of something.” m 


m z 





The Economist Auaust 171 





Obituary 





Tran Do 


Tran Do, a dissident in Vietnam, died on August 9th, aged 78 


NE afternoon in June last year Ttan Do 
visited a shop in Ho Chi Minh City 
that had a copying machine. He took from 
his briefcase an 83-page manuscript. He 
wanted 15 copies, please. The shopkeeper 
said it would take some time. Mr Do said 


he would wait; at the age of 77 he had ac- 


quired the virtue of patience. Eventually 
the 15 copies were carried to Mr Do's car. 
Shortly after he drove away he was 
stopped by security police and ordered to 
drive to a nearby police station. There the 
15 copies were removed and Mr Do was 
asked about their content. He said they 
contained his thoughts about life in Viet- 
nam. He was told that he could go, for 
now, but the manuscript and the copies 
would be retained for examination. Mr Do 
never got them back. 

No one other than officials has seen 
them, and it likely that they have been de- 
stroyed. However, it is a reasonable guess 
that they repeated some of Mr Do's criti- 
cisms of the government, among the 
sharpest made by a Vietnamese; that it 
should be reformed, drawing on the ex- 
perience of western democracy. Such talk 
was all the more galling for Vietnam's lead- 
ers because they had thought of Tran Do as 
a person like themselves. He had fought 
against the French, the colonial power, and 
then against the United States, rising to the 


rank of general. After Vietnam's indepen- 
dencein 1976 he had been rewarded with a 
top job, as head of the Communist Party's 
culture department. 

In 1998 this seeming stalwart wrote a 
letter to the party Politburo, with copies to 
"concerned citizens", proposing that the 
party should give up its monopoly of 
power. The letter found its way to the out- 
side world through the Internet. Mr Do 
was expelled from the party he had be- 
longed to for 58 years. A search of hishome 
produced diaries showing that he had 
been thinking for years that life in Vietnam 
had become "less and less like what we 
dreamed of building". His letter to the 
party was not a sudden whim. For the 
party leaders that is what made it particu- 
larly alarming. 


The unacceptable 

Tran Do could have been jailed. In March 
this year the American State Department 
estimated that Vietnam held 150 political 
prisoners. Among the "prisoners of con- 
science" known to Amnesty International 
are a number whose views were similar to 
those of Mr Do. But, awkwardly for the au- 
thorities, Mr Do was a much decorated 
war hero who had fought alongside Ho 
Chi Minh. It would be difficult to dismiss 
him as a traitor. Nor could his actions be at- 


tributed to senility. His letter was carefully 
argued. More worryingly, he had friends. 
When Mr Do was expelled, a number of 
military veterans resigned from the party 
in protest. Did others in authority secretly 
sympathise with his views? 

In his letter Mr Do said state-run pro- 
jects were poorly managed and open to 
corruption. Party bosses in rural areas 
were getting rich at the expense of farmers. 
The Politburo might have accepted this as 
valid criticism. There have been similar 
grumbles in party newspapers. Less ac- 
ceptable was Mr Do's contention that a 
market economy could not flourish under 
Soviet-style controls, and that Marxist-Le- 
ninism, though valuable in Vietnam's 
revolutionary days, was now outmoded. 
Mr Do then attacked "the party's absolute 
control of everything", with just a few peo- 
pletaking key decisions. He did not specifi- 
cally demand a multi-party system and 
free elections, but he came close to doing 
so, calling for "a true democracy". Not 
everything in the West was "reactionary, 
decadent and deceitful", he wrote. Other 
countries had rights "that we have never 
implemented and don't know how to”. 
Vietnam as a French colony was run better 
than it was now. 

Members of the Politburo were hurt as 
much as angered by the letter. They be- 
lieved that they were gradually making 
Vietnam a better place. Their citizens had 
"guided" freedom; and like their Commu- 
nist neighbour China, Vietnam had an 
“open door” to foreign investment. But Mr 
Do was a reminder that they remain 
authoritarian states however many Big 
Macs are consumed. 

The Politburo decided that Mr Do 
should not be detained but would be 
watched. Police would call on his wife and 
children, and encourage them to remind 
Mr Do of his duties to the nation. If he be- 
haved himself, the letter incident would 
be allowed to fade from memory; eventu- 
ally he might even be readmitted to the 
party. But having started a battle, the for- 
mer general saw no alternative but to see it 
through. Mr Do wrote other *open" letters, 
and published a number of pamphlets. He 
asked permission frém the authorities to 
start an independent newspaper. It was re- 
fused, but at the time of his death he was 
planning to go ahead with it anyway. 

With his experience of government, he 
knew where security was weak, particu- 
larly in Ho Chi Minh City, previously Sai- 
gon, the capital of defeated South Viet- 
nam. Being caught there was probably the 
result of over-confidence. Soon after, Mr 
Do became ill and he died in hospital. Na- 
ture has officially brought the Tran Do pro- 
blem to a conclusion. What remains is the 
contention of a thoughtful old warrior that 
unless the regime changes it will collapse. 
Will it be heeded? Probably not. m 


xecutive 


London Business Shoot exists to 
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Expand your opportunities with London. Business School's top ranking Executive 
MBA Programmes. Experience learning at a world class business school that 
delivers internationally renowned teaching and seen within a lively and 
dynamic school community. | 


m ES Studied on a day release basis (alternate Fridays/Saturdays and block weeks), 
q- 24-month programme enabling participants. to integrate a rigorous and: 
I| thorough management education with the demands of a full-time job. 


| A revolutionary joint qualification from Columbia and London Business 
~J Schools designed for managers with global responsibilities. A five-term, 





j 20-month programme alternating between London & New York: 
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Transformative Executive Education 


B Critical Thinking: - 
Real-World, Real-Time D. cisions 
November 24-27, 2002; April 13-16, 2003 
- This program offers proven strategies and 
- frameworks from leading authorities on 
decision-making to help you. make better 
choices under growing time pressure, 
complexity and uncertainty. 





Pension Fund and Investment. Management 
November 17-22, 2002; June 15-20, 2003 

In volatile markets, investment managers 
‘need to allocate funds among a variety of 
asset strategies. Top Wharton faculty discuss 
the key criteria for making. the best allocation 
decision. 


Leading the Effective Sales Force 

December 1-5, 2002; 

March 2-6, 2003 (San Francisco); 

June 22-26, 2003 (Fontainebleau, France) 

A Wharton/INSEAD alliance. For general 
managers and sales managers, who are. 
moving up in the sales organization. Includes 
software application for allocating and 
deploying sales force resources. — 


To apply or learn more about programs 
in Philadelphia and San Francisco, 
visit our website or call: 
. 215.898.1776 or 800.255.3932 ext. 3002 phone 
215.898.2064 (attn: 3002) fax 
http: ie enam upenn.edu/3002.cfm 
web 
execed @wharton, 'upenn edu {subject 3002) e-mail 





Aresty Institute of 
Executive Education 


The Wharton School 
University of Pennsylvania 
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Faculy wanted. Rushmore University, 1-815-425- 
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Teaching French to adults for 32 years 


INSTITUT DE FRANC/ 


Overlooking the Riviera’s most beautiful bay 

A UNIQUE "COMPLETE IMMERSION" PROGRAM. 
8/: hrs a day with 2 meals. 8 levels : Beg. I to Adv. 5 
ACCOMMODATION IN PRIVATE APARTMENTS : ms 

Next 2-4 week course starts Sept. 2, Sept. 30 and all year. 1 
062360 Villefranche/Mer EHIT, France. Tel +33 493 01 88 44 Fax 433 493 76. 92. aT i ug 
www.institutdefrancais. com w— ] 





Amsterdam | 
T institute of Finance 


Upcoming Courses 2002 





taught by leading experts from the world's top business schools 
such as Columbia, INSEAD and Wharton 


(Aug. 28 - 30) 
(Oct, 7 - 9) 


(Sept. 30 - Oct. 1} 
(Oct 30 - Nov. 22) 


Advanced Valuation 


Credit Risk and Credit Derivatives 


Foundations of Finance 


| Venture Capital Investments (Nov, 4 - 7) ES 

| Acquisition Finance (Nov. 1E - 12) : UI 

| Managing Distressed Projects (Nov, 20-22)... 

| Financial Modeling with Excel (Nov. 25227) — | - 
Project Finance (Nov. 25: 29) coe be 
Asset and Liability Managernent (Dec. 2-6) - | ; E, c 
Mergers and Acquisitions (Dec 2-6) - . - - 
Investor Relations (Dec. 9-1 » : D 


For information, please visit our website or contact us directly. P 


AIF. P, " Box 59536, 1040 LA Arnsterdar, The Netherlands 
telephone: +31-20-5260160 - fax: +31-20-5260161 
e-mail: info@aif.ni - internet: www.aif.nl 


Executive $75K-500K *. Cai : | outi 
Asta / Europe / M East / U.S.) Contact for Free Info & C rique. 


Lom pret i co.uk 


Fax: Email: p 
USA/Canada +1 202 4781698  cpamerica@careerpath.co. uk a 
Europe +44 20 75048280 p. dl 2o. en 
Asia / M, East / Aus +66 2 2674688 











DO YOU FEEL LIKE YOUR CORPORATE 
... LADDER HAS RUN OUT OF RUNGS? 
Do you feel the need for new challenges and opportunities? If 
you're a global senior executive, over 40 years old and 
accustomed to a $100K-- annual salary, we can be the answer to 
your next jump on the ladder of success. Resume Broadcast 
. International assists you in your professional search with the 
- personal contact necessary for success 24 hours a day, 365 
days a year. Don't wait another minute new opportunities are a 
call away. 
o Broudcmst U. 
__ Drame 






















Resume Broadcast International 
P.O. Box 6930, San Diego, California 92166, USA. . 
Tel: 619 224 9257, Fax: 619 224 9268 | 
Email: 102224.3306 G compuserve.com | 













> The ICRAF-SEA team consists of 125 staff members in 5 countries. 


We currently seek a Coordinator for a Program on Developing Mechanisms for 

Rewarding the Upland Poor In Asia for Environmental Services they Provide 

(RUPES), to develop and facilitate working relationships among consortium 

members who jointly test environmental transfer mechanisms that benefit poor, 

-aipland communities. Requirements: 

“ose Social scientist (eg, institutional specialist, economist, public policy 
^. specialist) with training or experience in environmental studies, agricultural 
development, natural resource management 

e At least masters degree with ten years work experience in Asia, including 
three years in a research and development institution and three vears with a 
multidisciplinary team; 

This position is open to professionals of any nationality. 


























We also seek a Management Services Leader. 


For detailed information on Terms of Reference and application procedure, please 
. access our Web site: http://www.icraf.cgiar.org/sea/JobsOpp/jobsopp.htm 
Applications will be considered until 24 August 2002. 





| . Community Relations Manager 


New Caledonia 






|| Bechtel seeks an experienced Community Relations manager 
|. fora mining project in New Caledonia to manage consultation, 
(€ mmunication, construction mitigation, and outreach programs 
t 1 local communities, government, and other stakeholders. 

e position is based at the project site on the island of Grande 
Terre, New Caledonia. 











The successful candidate will have 7 to 10 years' demonstrated 
experience in community relations, communications, external 
affairs, and/or stakeholder consultation; strategic planning skills; | 
proficient collaborative negotiation and consensus-building 

: skills; fluency in French and English; experience working in the 
i|. South Pacific preferred; and a degree in cultural anthropology, 
If sociology, communications, or related field. 















| Please forward CVs and references to: Sharon 
| : Flynn, Bechtel Corporation, 

I|. 50 Beale Street, (6/B103), San Francisco, 
CA, 94105, USA; e-mail: 

(qd sflynn@bechtel.com 


Bechtel is an equal opportunity employer. 


















A dynamic educational administrative organization is currently . 
offering career opportunities to active and experienced | 
individuals to effectively monitor university students’ academic | 
Qualifications: 
a Minimum educational qualification: B.A. Degree from 
accredited US University. " ME 
m Thorough knowledge of the US system of higher education, ^ | 
and no less than five years experience in student advising and | 
counseling at a US university or relevant institution... [| 
a Demonstrated experience in working with international students. | 
a Creativity, strong organizational and communication skills... | 
u Microsoft Office skills (Word, Excel, PowerPoint. — | 
Please send your application, curriculum vitae, copy of university - 
and work credentials, including a recent passport copy and | 
passport-size photo to the address below : dV E 
P.O.Box 4567, Abu Dhabi, UAE - Fax no: +971-2- 641-3888 | 
E-mail: recruitment@sco.org.ae Let ; 






















AALEN HOCHSCHULE FÜR TECHNIK UND WIRTSCHAFT 
UNIVERSITY OF APPLIED SCIENCES 
International Business Studies Department of Aalen University of Applied 


| Sciences (Fachhochschule Aalen) has an opening for a Professor of 


Strategic Management and International Marketing beginning October 


2002, or position is until filled. 


Professor 


| Strategic Management/International Marketing 


[Position Code 1-03] 


Aalen University of Applied Sciences offers multilingual courses of study 
in international management and engineering, leading to BBA, MBA, MSc 
degrees and the FH-diploma. Drawing upon a general foundation in 
business and economics, the International Business Studies Department 


| (IBW) focuses on the different operational functions from an international 
| perspective. 


The International Business Studies Department has a large proportion of 
its lectures in English. Therefore, the applicant must have native English 
level, or near-native level, skills. However, a strong interest in German 
culture and language is highly desireable. Additionally, strong work 
experience in international management positions is preferred. 


Qualified candidates should have earned their Ph.D., or equivalent, and 
have experience with collaborative research methods, and extensive 
working experience in Strategic Management/International Marketing. 
Additional prerequisites: a nee 


e Minimum five-year international, professional experience (of which, =} 
at least three years outside of university) ] E 

e Sound understanding of grounded scientific research — — 

e Demonstrated pedagogical understanding and teaching skills 

e Willingness to lecture in related courses an 


The civil servant status entitlement is foreseen, with some prerequisites. 
Aalen University of Applied Sciences is an affirmative action, equal 
opportunity employer and additionally encourages applications from 
abroad. Send application materials, including a detailed CV, list of publi- 
cations, photo, and all necessary education certificates, by September, 
20, 2002 to: | 


Fachhochschule Aalen 

Hochschule für Technik und Wirtschaft 

Dean of Business Studies 

P.O. Box 1728 : 

D-73428 Aalen - Germany " 

Tel.: ++49-7361/576137; e-mail: geroid.frick@fh-aalen.de 


Additional information about the FH Aalen and the city of Aalen: 
www.ibw.fh-aalen.de / www.aalen.de | | 
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| Ce ntral London £Competitive 





tansport for London (TfL) is the new organisation appointed by the Mayor to plan, to co-ordinate and In return, we can offer you a 
deliver an integrated transport system for the millions of people who travel in the capital each day. PME . | JD 
| We work with and on behalf of London's key transport providers, including buses, taxis, rail and tram. competitive salary and attractive LL 


1. , < We are currently seeking a number of commercially astute individuals to join us. Helping to benefits. Please call 020 7941 4698 


HE drive. our plans for the capital, you'll analyse the risks involved in specific projects, their | armall hrearnaArat i 
and their probable outcome in political and financial terms. While you'll take the or email hrcorporate@tfl.gov.uk 


am leader on various projects, you'll also work independently as a high level analyst, for an application form quoting 


7 v ying à. key role in improving London's transport system. referen ce TfL281 F. 
ese are. high-profile, senior-level positions, and successful candidates will need to 
















j r onstrate exceptional skilis. Having spent at least 2 years in a transaction or policy-directed Closing date: 6th September 2002. 
z^ environment; you will be used to managing and training junior staff, providing them with 
"opportunities for career development as well as guidance. You must also have had Transport for London values the 
responsibility for direct client and senior management contacts, with whom you will have diversity which exists in our city 


built successful working relationships. 


-o With the professional and personal credibility to inspire confidence in colleagues and partner and aspires to this being reflected 
n "organisations, you must have the proven ability to develop commercial solutions through the in our workforce. 
^: "effective application of financial and other quantitative analyses. It's also important that you 
mdr. demonstrate strong business judgement in the development of realistic strategies, which 
cio facilitate success in a multi-dimensional political environment and the communication and 
5; team-leadership skills to make them a reality. 


. MAYOR OF LONDON 


Tenders 


Bangladesh 
Financial Institutions Development Project 
Credit No.-3285-BD 





REQUEST FOR EXPRESSION OF INTEREST FOR CONSULTANT SERVICES 
FOR DEVELOPMENT OF ISSUE RULES FOR MARKET TRADED DEBT INSTRUMENTS 
(CONTRACT PACKAGE S3) 
This request for expression of interest follows the general procurement notice for this project that appeared in Development Business issue 20.496 of 16 October 1998, 


The People 
L* under. th 


Ki 


s Republic of Bangladesh has received a credit from the International Development Association (IDA) and intends to apply part of the proceeds of this credit to paymet 
Du for iid an international consultant firm to esi do rules ROSE issuance and dipsa of fixed income securities. 













| ‘existing securities ris mg to: issuance ae bonds. ese abd trading of the : same in the ex E market: ( m dessus of Fan aces pert: in ile poe: id bon 
- regulations concerning issuer, issue manager, underwriter, auditor, credit rating agency and other related intermediaries; (vil inclusion of rights and obligations of issuers, issue managers, 

underwri s, auditors, credit rating agencies and investors concerning debt securities as provided in securities and other laws; (viii) findings relating to failure of non- performance : 
sted as.a part of securities in Bangladesh Capital Market and recommendation for addressing those problems/shortcomings: (ix) preparation of manual on issuance and: 


trading. of debt securities; (x) conducting training of the aforesaid intermediaries including stock exchanges and SEC staff. 
Consultant services are expected. to be provided from January to September 2003. 






The Securities and. Exchange Commission, Bangladesh now invites eligible consultants to indicate their interest in providing the services. Interested consultants must provide information: . — 
indicating that they are qualific ied to perform the services (brochure, descri ption of similar assignments, experience in similar conditions, availability of appropriate skills among staff are 
to be provided), Consultants may associate to enhance their qualification. 





A consultant. will be selected in accordance with the procedures set out in the World Bank's Guidelines: Selection and Employment of Consultants by World Bank Borrowers. January... : 
1997 (revised. January 1999), | 


di Interested consultants may obtain further information from the address given below from Saturday to Wednesday between 9,00 AM and 4.00 PM and Thursday between 9.00 AM 
a . and 2.00 PM (Bangladesh Standard Time). 5 


P Ex w ssion c of Interest must be delivered to the address below by 10 September 2002. 







= Mohammad Abdul Hannan Zoarder, Executive Director, Securities and Exchange Commission, Bangladesh 
iban Bima Tower as & 16 S floors), 10 Dilkusha os Dhaka-1000, Bangladesh, Telephone: 88-02-9560818, Fax: 88-02-9563721, Email: secahz @bol-online.com 
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RESEARCH ANALYST 







I the: financial. speciaia would be expected to contribute e to] 
. the design and implementation of the World Bank's analytical 

Eos operational work in the Indian financial sector. The 

-position requires expertise in Banking and Capital Markets. 

d Experience and interest in Rural Finance and Microfinance i 
.. issues would be an added advantage. 


Le prerequisites for the position include an sdvinced B 
| . university degree in economics/finance or an MBA, with a 
| I strong focus on finance, and at least five years of relevant. 
“work experience in the private sector or in a policy-based 
institution. Other key requirements for the position include 


— excellent analytical skills, effective written and spoken 
communication skills, a proven ability to function effectively 
in a multicultural environment and as part of an internationally 

v] co-tocated team, and the ability to adapt technical skills to f 

|... address policy issues and challenges. 


— The research analyst would assist with work on one or more of 


‘the following areas: investment climate and firm level ] 
~ productivity analysis, public enterprise restructuring and 

privatization, corporate governance and microfinance || 
-. development. 





C r Some of the prerequisites for the position include: a Master's i 
|... degree or equivalent in economics or business: strong analytical 
: I skills, quantitative or qualitative; effective written and spoken 
-a communication skills; excellent interpersonal skills and the ability 
) i to function effectively as a member of a multi-disciplinary team; 
: _ adaptability; computer proficiency and spreadsheet and data 
Ẹ analysis skills. Work experience in a research institution, 
business consulting institution, or financial institution is 
l desirable. 


Both positions will be for a term of 2 years and will carry a i 
-competitive package. 
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Head, Human Resources 
THE WORLD BANK 
GPO Box 416 
New Delhi-110 001 (INDIA) 
ony snor listed candidates will be notified. 


. The World Bank is committed to attracting and maintaining a l 
diverse and dedicated workforce. On offer are unique 
opportunities to operate in a world-class environment, on a 
highly stimulating work program. Women are encouraged to 
] | apply. Interested candidates should send their curriculum vitae 
. and two references, with the position clearly marked on the 
I envelope, by [August 23] to the : 













Primary health care 
Health finance 
Health training 


Public administration reforms 


Procurement (EU, WB) 


www.hcg.helsinki.fi 


ATC TACEN ** 
195,000 
Employment VISAS Availabie! 
[E PROERESSIONALS, ENGINEER BS, AROCCUTECTS, 
ASGOUM TANTS. PHYSICIANS, TEACHERS, ETS.. 
TOP Positions, Salaries & Benefits 
Visit us Online for Job 
for Job Opportunities! 
Affiliates (Recruiters) Needed! 
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Economic and financial indicators 





















































Overview T | 
Output, demand and jobs 
Ju : . % change on year ago 
America’s Federal Reserve left its key inter- a de, Heinon "— eraa none 
estrate unchanged at 1.75%, but said that GDP GDP forecasts prediction (volume) % rate 
the balance of risks is now tilted toward 1qtt*  1year 2002 2003 latest latest latest yearago 
“economic weakness”, rather than inflation- Australia — «3.6 +42 Q0 +40 +38 | | *43 0 +63 0 6.2 Ju 69. 
ary strength. Labour productivity continues Austria £03 -06 0 +09 +26 _ + 1.6 May - 11 Apr 41 Jun 35 
to grow, with non-farm output per hour in- Belgium — — «18 -03 t +13 +29  — ~ 2.5 May — - 3.3 May — 11,8 Ju 11.1 
creasing by 1.196 atanannualrateinthesec- ^ Britain — — — * 38 +15 02  * 17 +29 —^ : - 6.6 Jun — *46 Jun 5.1 Ju 5.0 
ond quarter. Butthatwasfarslowerthanthe Canada +60 +24 M +33 +35 10s May too NN LL IDE e. 
8.6% growth of the previous quarter. Retail Denmark ——— «14 +11 01 +16  *24 MALOS T See Jun t 15 Apr 9d n 9. 
sales in June grew by 1.2%, abetterthanex- france d uu e ELE UNE E MK LUE TUM 
pected rise. Much ofthis growth, however Germany E ee E MEL NET 
;pecte erg r i Italy +0.9 +02 Q +10 +25 - 5.4 Jun -0.2 May 9.0 Apr 9.5 
 wasduetocheapfinancingschemesforcars; — yop SSS £57 -16 Q0 -03 +11 -29 Jn -35 jm 542Ju 49 
-excluding automobiles, retail sales were Netherlands +04 +03 Q +10 +25 - 30 Jun — - 2.1 May 2.5 Jun** 2.0 
weak. Wholesale prices fell by 1.1% in the Spain +21 +20 0 +21 +30 -44 Jun na 11.5 Jun 10.6 
| yearto July, after falling by2.1%intheyear Sweden +24 +21 02 +17 +29 *19 My +49 My 4.0 Jm! 44 
~ to June. Switzerland — «0.7 +02 Q1 +10 +23 -88 Q ^ -30 Jn ^ 26 Ju 17 
| United States « 1.13. + 2.1 02 +27 +34 +02 Jun — +54 Jun —— 5.9 Jui 4.6 
-Inflation in the euro area remains tame. In Euroarea —  * 1.3 +03 01 +11 A *2.6 — — - 1.2 May — * 0.7 May — 8.4 Jun — 8.0 





France, consumer prices rose by 1.695 in the *% ern at an annual rate. TNot seasonally adjusted. tApril-June; claimant count rate 3.1% in July. $EU harmonised rate 8.3%. **Apr- 


. year to July, up from 1.4% in the year to mie eRe senes 
~ June. Annual consumer-price inflation in : 
Spain remained unchanged in July at 3.4%; Prices and wages 













































































inthe Netherlands it increased to 3.5% in Za ehangeion ysatiego Tiekeonbmistmolt 
3 July from 3.4% in June. Consumer prices consumer prices forecast Producer prices Wages/earnings 
| latest yearago 2002 2003 latest year ago latest — yearago 
. The Zew index of German economic confi- Australia — — — «€ 2.8 Q2 +60 +28 +26 ^  -11 02 +56  *43 M +56 
dence plunged by 25.7 points to 43.4 in Au- Austria +17 Jun +28 +17  - 4470-10 Ji +19 +24 Jn + 27 
gust. Any reading above zero indicates that Belgium a, 13 9 cte] *L7 t0 eA Jn «09 «26 Q teo 
most respondents expectthe economy to im- ae ANDE us IRI s t 3 : iex E =A MEL MOTA 
i : nada + 1.3 Jun + 3. * 1. + 2. - 1.2 Jun + + May + 
abi Analysts had expectedtheindexto — p. 122 M X34 "i33 7420 -09 4 +27 +40 à +38 
fall by only two points. Thedeclineinconfi- rane —  — 1168 ui +21 +18 «14 -15 Jn +23 +39 Q0 +43 
dence has raised new fears thatthe economic ^ Germany DO We 10 dub 4 2:5. € LÁ 2 412 -0.8 Jul +22 +21 Ap +15 
recoveryis stalling. Germany's 12-month fta — +22 dl +29 +23 à +19 - -0.8 Jun +24 +24 Jun + 2.7 
trade surplus ballooned to $100.6 billionin = Japan -07 3m -08 -10 -05 -22 M +07 -32 Jn +21 
June, compared with $62.4 billion a year ear- Netherlands —h— +35 Jul +46 *3.6 +23 ^. 722 Jun +43 +30 Jn +51 
= lier. Germany's $22.2 billion current-ac- Spain — — — *34 JU +39 +33 +27 * 0.5 Jun +24 — *40 QU + 3.4 
count deficit in the year to June 2001 has sweden p ES x e NN Lts ien T I MENS = DS es x E MN rud tem. 
G a . L erian - M. du * d. + |. + |. aes u + U. + 2001 + 
"reversed dramatically, becominga 12-month ited States 11 dun +32 +16 +22 -11 m +14 +32 M *41 
"DUIS OL se ce UO HIE Jung: Furoarea — «19 dul +28  *21  *16  -1dJm *32 *33 à *28 


InJune, Japan's current-account surplus 
Was 90% up on a year earlier, thanks to 
strong exports and the effect of the World 
Cup. Although the yen is getting stronger, 
appreciating by 2.896 overthe week on a 
trade-weighted basis, this has yetto have 
any discernible effect on the trade balance, 
~ which chalked up an $80.6 billion surplus 
over the last 12 months. 


_ Annual consumer-price inflation in Britain 
increased to 1.5% in July from 1.0% in June. 
Excluding mortgage interest payments, in- 
flation rose to 2.0%, still below the Bank of 
England’s 2.5% target. Britain’s goods defi- 
cit widened sharply to £3.0 billion in June, 
the largest deficit since December 2001. Im- 
ports fell by £960m, but exports fell by a full 
£2.2 billion, reversing last month’s export 
surge. 


mI ar Tn tir em io m meal MALT ALAR MEMES RH HR HH PI PHI rr Ree rr ya eaa 


Data on more countries are available to 
subscribers on www.economist.com 
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Money and interest rates The Economist commodi 






























































1995-100 tn dat cap cs 
Money supply” Loo LLL Interest rates % p.a. (Aug 14th 2002) - | changen: 
| % change on yearago  3-mth money market —— o. year 10-yeargov'tbonds ^ corporate Aug 6th — Aug 13th* ne 
ss MONON DORN. Dites. yésrago .govtbonds. jest  yesrago -bonds pa eee ee 
Australia  —À9. +123 un 4931. 30. 481... $558. 578. 008. items —— 8 .. 3E 
Britain — — «36 «65 m — à 391 — 5 491 385 453 O 491 Ge DA ti 
Coeds — «45 +58 jm — 278 —— $397 — 0 124 075 510 — 558 — 130 iog 7 EISE 
Denmark — «32 +73 Am — 355 à 475 386 466 502 682 ^" "Nae 
Japan 30.6 £33 Jul ë 0.02 903 001 L ; . t ÓÁÁ— mme s 
Sweden — «2.5 +73 Ap —— 417 O 425 — 
witzerland — « 85 + 4.3 Jun 0.81 3.15 112 2.80 322 406 
Statac 4 5 i 712 hn 1. 69 #353 208 44606 X 50]  ẸĢ51 F 
O "+74 dwn 3.33436 33 — 43 415 52 o Mie. 9 E 
“Narrow: Mi except Britain and Sweden MO, broad: M2 or M3 except Britain M4, T Germany for bonds, Benchmarks: US 30-year 4.93%, Japan die 
No.240 1.27%. Central bank rates: US fed funds 1.75%, ECB refinancing 3.25%, BOJ overnight call 0.002%, BOE repo 4.00%. Sources: Allitems ^ — 98.3 ^ & 98.8 à— «31 -21 | 
Commerzbank, Danske Bank, J.P. Morgan Chase, Royal Bank of Canada, Stockholmsbórsen, UBS Warburg, DRI-WEFA, Westpac, Thomson Yen index 
Datastream, Rates cannot be construed as banks’ offers. All items 92.7 93.1 42.5 +44 
^r D EM reer 
Stockmarkets Speroz — 305.70 . 31495 5— - 10 4147 
Market indices West Texas Intermediate E 
% change on $ per barrel — 27.15 2795 — «02 - 0.5 
2002 WE record /— Deciist 2001 * Provisional. T Non-food agriculturals. 
Aug 14th high low week high in local in $ 
ERUNT Sa i AD ha N gh oD EI aan foe) OGY SL Oe, 
Australia (All Ordinaries) — — 3,046.4 — 3,440.0 2,937.8 + 16 — -114  — Qum d Lu M 
Austria (ATX) — — A1318 13572 11144 ^ * 0.8 —  -348 ^ - 0.7 +10.0 
Belgium (Bet 20) — 2,135.7 2,899.8 2,00. 6 +08 — - T420 — 383.2 — 41495 
Britain (FTSE 100) — —  —— 41711 5,3238 377.1 4 $19 7398 . -203  -152 
Canada (Toronto Composite) 6,550.1 — 7,958.1 — 6,161.1 3:00 AS 7-148 c-129 
Denmark (KBX) — — — 179.1 — 2334 169.0 — - 06 -40.6 — -203 -116. 
France (SBF 250) — — — 2,1848 — 3,081.9 — 2,067.) —— - 0.9 ——-502 — - 726.7 18.8 
ACO) o üi 3,240.8 4,688.0 3,023.7 — 709 2932 29.9  -22.3 d 
Germany (Xetra DAX) — — 3,589.9 — 5,462.6 — 3,332. + 3-6 — — -555 ——- -30.4 22.9 
Itaty (80) ——— 5 1,155.5 15130 à 107.8 — *07 .—.: -APd — 2194  -106 
Japan (Nikkei 225) —  — ^ 9,638. 11,9799 9,4209 — 2.0 ^ -752 -86 +28 
PE opi) 9526 11394 &— 9225 ^ - 10 ^  -670 ^ Tt 8B 
Netherlands (AEX) — — : 347.2 9312 — 3185 ^4 f M ncn 230.5 3139  -2431 
Spain (Madrid SE) 636.8 848.1 625.9 + ON -444 -228 -144 - 
Sweden (Affarsvariden Gen) — 150.3 — 236.8 — 1435 +04 ^  -625 ^ -351 =27.3 
Switzerland (Swiss Market) — 5,266.8 — 6,694.1 — 4,6078 — « 42 —  -3714 ^ -1.9 - 79 
United States (DJIA) —  8,743.3 10,685.3 — 7,7053 +34 725.4 o -12.8  -1e8Á— 
ASP 500) — ^ 9196 — 11725 ^ 79757 ^ * 49 ^ : 739.8 199 - 19.9 
(Nasdaq Comp) 1,3343 — 2,059.4 1,206.0 ^ « 42 ^ -736 31.6 -316 
Europe (FTSE Eurotop 300)" — — 929.8 1,279.7 ^ 862.3 — i a ec 726.3 - 18.3 
Euro area (FTSE Ebloc 100)" 773.7 — 11251 — 7325 + 11 ^^ -501 ^ -304  -229 
World(MSC! — — .— — — 829.6 10264 ^ 756] — * 39 ^ -427 ^ m -173 
World bond market (Salomon)? 499.8 — 4998 — 4303 ^  * 23 ^ nit — ma 13.7 
*In euro terms. TMorgan Stanley Capital International index includes individual markets listed above plus eight others, in dollar terms. 
tsatomon Smith Barney World Government Bond Index, total return, in $ terms. 
Trade, exchange rates and budgets 
Tradebalance*,$bn = (urrentaccount— — exchange fate — cL ., Mfenyumits 
latest 12 $bn The Economist poli trade-weig hted? per per per per 


months latest 12 mths % of GDP, forecast Aug 14th year ago 
2002 2003 


£ euro X100 











7 May 














Denmark — — * 72 Xm + 35 3m — *17 +17 102 1026 753 817 116 743 646 22 
France + 8.5 May + 262 May — «17 +46 Z  ć na 1020 —  — 1001 110 156 - 987 oO 
Germany —  - 3100.0 Jun > +272 jm — *12 411 Z | na — 990 —  — 101 . 110 156 — - 087 -28 
Haly — ——— 0 * 93 My — — - 29 May — mni —— nl ———— 1 na — 728 — 11 101 — 110 — 156  — - - 0.87 clá 
Japan —  — — *806 Xn ——— - 4107.0 Jn — «28 +28 138.8 — 1396 —^ 1 117 — 120 — 180 115 o - -8. o 
Netherlands + 237 Ju € 712 Q — 440 — «42 na 983 101 110 156 - 08 01 
Spain — — — -369 My ——— - 16.5 May — -2.1 .— -18 X^ na  J4&4 ^ | 101 / 110 _ 1.56 —— I2987 / 93. 
Sweden — —  * 143 Jun —  — * 83 Jun 43.33 — «34 766 760  — 9.37 — 10 ^ 145 925 804 21 
Switzerland — «* 27 Jm —  -*257 01 +98 +101 1146 1092 148 167 229 146 127 na 
United States — -430.3 May — -398.1 M  -44 —-47 1124 1169  - EM - 154 0.99 0.86 ^. -10 
Euro area + 72.7 May + 20,2 May + 0.4 + 0.5 81.7 79.6 1.01 1.10 1.56 - 0.87 


Overview 


Industrial production is growing briskly in 
Asia, butis faltering in Latin America. 

China‘’s industrial production grew by 12.8% 
inthe 12 months to July, compared with 
12.4% in the year to June; India’s grew by 
4.0% in the year to June, up from 3.8% in the 
year to May. In the year to June, Brazil's in- 

_ dustrial production grew by a meagre 0.7%; 

. Mexico's fell by 0.7%. 


: The flooding of the Vitava river temporarily 
shut the Czech Republic's statistics bureau 
in Prague, delaying the country’s economic 
data releases for the coming days. 
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% change on year ago NN Latest 12 months, $bn Foreign 

GDP Industrial Consumer Trade Current reserves" 

production prices balance account $bn, latest 

China o * 8.0 nz — 412.8 at — à - 09 Ju — 3 +28.3 Jul +17.4 2001 2419 May 
Hong Kong -0.9 o -116 qd —à—-33 Jn  — -85 e +141 m —01i23 3 
i oen LUND NE £40 dun +42 wn -54 3m — «14 Q o 565 Ju. 
Indonesia —  *35 9 — — 29.4 0€ , 0.1 Ju 3 +27.5 Jm + 84 03 28.4 Jun. 
Malaysia — — * 11 @ E49 M. Lor TL OW. . 0059 0. 009 ROO o 
Philippines — — * 3.8 Qt — «10.7 May +26 Ju —  * 2.5 May — * 5.6 Ap — 13.5 Jui 
Singapore — — * 3.9 02 ^ 498.9 Jn — *01 Xn 3— *57 Jm +17.5 @@ — 803 Jt 
South Korea «57 à —— *5. hn — *?2.1 Wi —. +90 Jt +57 3m 112.4 Ju 
Taiwan — n &— *-09 om àÁ——*54 Xn /—— | £04 Jol 18.6 Jul 4220 qm — 155.3 Ju. 
Thailand +3.9 qm + 6.2. Jun + 0.1 Jul +3.8 Jun + 6.6 Jun 36.0 Jun 
Argentina — -16.3 Qd —— -12.4 jm —  *329 Jot —  *126 Jun —3 mi ar /— 96 Jn 
Brazil — — -07 u +07 Jn +75 Ji —  *64 Im —-18.1 Jn — 41.9 Jun 
Chite 6 0 0 D 72.0 xn ^—*26 m 3 — £23 Jun -10 m —.: 15.1 Jun 
Colombia — — —— rDo ub 04. E OE ecu acd £05 my -14 0 —0L 10.7 Jun 
Men. un -20 mq — -07 n — $*55 Jd — -92 Im -168 m — 455 wn 
Fen oes +36 n . *$8 May —— LE NEN mi May — - 10 a — 8.7 Jun. 
Venezuela -42 a -20.0 Mar «22.0 Jul «80 0 +1418 m 6.7 May - 
Egypt — 1 1 - * 49 2oorf  « 7.8 20011 — * 2.8 May — - 8.4 Mar -01 m — 127 Ap 
Israel ooo aL ak eee + 0.1 May /— |. +66 Weg 505 Iim -23n Ls 22.8 dul 
South Africa —  - +21 ar 70l un +89 hno o FS di Ol u ooo aa 
Turkey +23 m + 6.6 Jun +41.3 Jul - 9.) May ~ 2.0 May 22.3 Jun 
Czech Republic — «25 a +13 Je +06 Ju 2.5 Xn -24 Q 214 X 
Hunga s AE AE SS: ERD Ie 
Poland — o £05 01 +22 Jun *16 Xn — -106 Jn -66 Jun 271 dà 
Russia +37 ® + 4.4 Jun +14.9 Jul +42.4 Jun +28.3 Q2 39.6 Jul 


*Excluding gold, except Singapore; IMF definition. tyear ending June. 
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Financial markets 
Currency units Interest rates — Stockmarkets —— "echangeon — 
per $ per £ short-term Aug 14th Dec 31st 2001 — 
Aug 14th yearago Aug 14th % p.a. one in local in $ 
week currency — terms 
China 828 828 128 na 17184 -13 * 03  * 03 
HongKong 7.80 7.80 — 120 168 99614 -02 - 126  -126 
India — 85$ — 486 — 411 — 750 — 5.80 — 30207 +04  — - 714  - 84 
Indonesia ^ 8,775 8775 13554 1524 44] *01 *142 +353 
Malaysia 3:80 — 380 5.87 12g 7300 — *12  * 49 + 49 
Philippines — 517 ^ 512 ^ 799  . 750 ^ .— - 11343 ^  *40 —- 29 - 32 
Singapore — 174 175 269 075 15210 «22 = 59 = 04 
South Korea — 118] — 1279 1825 — — 479 "i2 *4J + 25 + 14.0 
Taiwan 33.5 346 518 200 48814 —— «35 -120  - 82 
Thaitand 41.9 44.9 64.7 2.00 371.2 *1.1 + 22.2 + 29.0 
Argentina — — : 3.08 1.00 &^— 5.60 & 66.00 &Á—) , 368.9 — £34 + 249  -956 
Brazil — — — 3.20 ^ 2.50 494 17.87] ^ 9,430 &— -53 7312. 79503 
Chile — 1703. 692 — 1,0080 — 288 .  . 5,043.0 — *08 — -,66 3-121 
Colombia í 2,629 2,293 4,061  ^^4 7.73 A2266 — | £30 00 + 14.5 7.08 
Mexico — — 9.97 — ' 9310 194 6.70 $0536  . — $34 2 50  Á-126 
Peru — — 357 3.49 5.52 ^0 2.89 à—0 11719 o *13 3À): - 03 38 
Venezuela 1,376 729 2,125 30.24 6,948.9 -1.9 * 5,8 - 41.8 
Egypt — — 462 — 425 714 748 | 53010 — «01 + 05  - 05 
Israel — 469 O 424 — 724 640 3502 — -16  -216  -262 
South Africa — 10.5 — 824 — 163 — 1245 | 9,309.8 *08 -108  * 16 
Turkey 1,635,000 1,475,000 2,525,421 42.00 10,038.5 -4.6 - 27.2 - 35.2 
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Sources: National statistics offices, central banks and stock exchanges: Thomson Datastream; Economist Intelligence Unit; Reuters; UBS War- 
burg; J.P Morgan Chase; Hong Kong Monetary Authority; Centre for Monitoring Indian Economy; FIEL; EFG-Hermes; Bank Leumi Le-Israel; 
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Data on more countries are available to subscribers on www.economist.com 
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"Successful ^ release bursts of energy within 
^ | companies, some of which are 
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a can be destructive. This book 
1. examines how companies can 
oe ake a success out of what has been shown 
peatedly to be a course of action that is 
ifficult, disruptive and unpredictable. 


rice £20.00 
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Business Ethics is a practical 
} quide to why ethical business 
| is good business. It provides 
EWE a practical framework for 

EE businesses to ensure that their 
ethics meet standards that 
nhance their reputation and performance. 


BiPrice £20.00 
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There can be no doubt 

| that that the Internet 

| will permeate nearly 

| every aspect of our lives. 

| This collection of surveys and 
t articles from The Economist 
shows just T much the Internet has 
sichanged the world, and how much more it 
is likely to change it in the future. 


Price £20.00 
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Online www.economisishop.com 
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International Dictionary of Finance 
The words commonly used 

in international finance are 
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This comprehensive reference 
book shows the way through 
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one solus the terminology used in banking 
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E-commerce 

This guide provides a 
comprehensive analysis of 
the potential of e-commerce 
and the difficulties and 
pitfalls for companies 
around the world in this 
brave new business arena. 


Price £20.00 





ue Complexity 

" | Drawing on the principles of 
| complexity science, this guide 
: provides a wealth of insight and 
EE detailed practical guidance on 
| how companies can adapt, 
WE survive and prosper in the 
cunales environment that globalisation and 
the connected economy have brought about. 


Price £20.00 
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Improving Marketing 
Effectiveness analyses 
marketing's so-called mid-life 
crisis. Examining the evidence, 
using case studies and reviewing 

€ marketing tools, this book 
shows fow to create an integrated 
knowledge-based system for satisfying 
customer's needs profitably. 


Price: £20.00 
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| Successful innovation is crucial 
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"777777 This book pinpoints the processes 
and capabilities required by 
organisations to foster creative 
| thinking and, equally important, 


to vantule and shape the resulting output. 
Price £20.00 
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This book provides guidance 

in how to design management 
development initiatives, choose 
appropriate suppliers and 
assess the outcome. It also 
gives advice on how to get 

the best value from courses and programmes 
aimed at the individual. 


Price £20.00 
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| This book contains a wealth 

| of tightly written expert 

t analysis by those who 

| contribute surveys and articles 
| on economics to The Economist 
: M on the forces that influence 
the modern global economy. 


Price £20,00 
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777". globalisation that have 
| appeared in The Economist. 
| They cover issues from 
migration, trade and the 
influence of multinationals, to the role 
of the IMF, the environment and how 
technology is helping the world’s 
poorest countries. 


Price £20.00 





Measuring Business Performance 
; Measuring business 
performance is at the top 
; of the management agenda. 
/". This title looks at the roles 

~ different types of measure 
| fulfil, and presents a framework 
aimed at guiding organisational thinking 
about measuring business performance. 


Price £20.00 
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